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PREFACE  TO  THE  lUCHTH  EDITION 


«  * 


This  hook  was  oriKiiially  published  in  lH\)ii,  and  the  favor 
with  wiiich  it  was  rctt-ivcd  has  rendered  necessary  a  new  edition 
every  two  or  three  years.  Owing  partly  to  the  pressure  of  other 
occupations  and  partly  to  a  shrinking  from  the  arduous  lalM)r 
which  would  have  In-vn  required  to  keej)  the  presentation  up  to 
date,  these  successive  editions  contained  hut  slight  changes. 
Now  however,  after  the  lapse  of  almost  eighteen  years,  the 
progress  of  the  world,  l)oth  in  fiscal  facts  and  in  economic  theory, 
has  Iwen  so  marked  as  to  ren<ler  any  further  delay  impossihle 
if  the  Ixwk  is  to  remain  a  half-way  satisfactory  interpretation  of 
actual  conditions. 

I  therefore  dett-rmined  to  subject  the  volume  to  a  careful 
revision  and,  where  n«-cessary,  to  rewTite  entire  sections  or  even 
chapters.  Moreover,  in  the  interval,  uot  a  few  of  my  addresses 
and  articles  on  germane  topics  have  appeared;  and  it  seemed 
opportune  to  incorporate  a  selection  from  these  into  the  l)Ook, 
oven  at  the  risk  of  some  inevitable  repetition  in  a  few  pages 
here  and  tiiere.  As  a  consequence,  the  thirteen  chapters  of  t\u) 
earlier  editions  have  grown  to  twenty-one;  and  this  together  with 
the  additions  to  the  remainder  of  the  work  has  resulted  in  a 
volume  of  almost  double  the  size  of  tht;  original.  To  a  large; 
extent,  therefore,  the  present  edition  may  be  regarded  as  a  sub- 
stantially new  work. 

Tt)  recount  here  the  names  of  the  many  friends  who  have 
assisted  me  in  various  ways  in  the  preparation  of  this  volume 
would  Im-  im{K)ssible.  But  I  desire  to  make  especial  mention  of 
Mr.  A.  ('.  Pleydell,  the  secretary  of  the  New  York  Tax  Reform 
.Association,  who  has  been  good  enough  to  read  the  entire  proof 
of  this  edition,  and  to  favor  me  with  many  suggestions  out  of 
the  abundance  of  his  rich  experience  in  practical  tax  reform. 

Edwin  R.  A.  Skligman. 
Columbia  I'nivehsitv,  New  York, 
March,  WIS. 
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I 


THE   DEVELOPMENT  OF  TAXATION 

To  the  citizen  of  the  modem  state,  taxation,  however  dis- 
agreeable it  may  l>e,  seems  natural.  It  is  difficult  to  realize 
that  it  is  essentially  a  recent  growth  and  that  it  marks  a  com- 
paratively late  stage  in  the  development  of  public  revenue; 
it  is  more  difficult  to  realize  that  each  age  has  its  own  sys- 
tem of  public  revenue,  and  that  the  taxes  of  to-day  are  different 
from  those  of  former  times;  it  is  still  more  difficult  to  perceive 
that  our  ideals  of  justice  in  taxation  change  with  the  alteration 
in  social  conditions.  Not  only  the  actual  forms  of  taxation, 
but  the  theories  of  taxation  as  well,  vary  with  the  economic 
basis  of  society.  Fiscal  conditions  are  always  an  outcome  of 
economic  relations.  This  is  true  even  where  the  direct  influence 
of  political  causes  is  traceable,  for  political  changes  are  in 
the  last  resort  dependent  on  economic  changes.  Finance  and 
economics  are  inextricably  intertwined.  Like  all  the  facts  of 
social  life,  taxation  itself  is  only  an  historical  category. 

I.  Voluntary  and  Compulsory  Payments 

At  the  begirming  of  history  there  is  no  such  thing  as  a  state. 
Whether  we  accept  Hobbes'  theory  of  the  bellum  omnium  con- 
tra omnes,  or  the  more  modern  clan  theory  of  the  origin  of  society, 
there  is  no  public  household,  because  there  are  no  recognized 
public  needs.  But  even  in  the  original  man  there  are  pos- 
sibilities of  social  development.  Man,  as  Aristotle  tells  us,  is  a 
social  and  political  animal.  Centuries  of  hard  experience 
strengthen  the  social  instinct  and  contribute  to  form  primitive 
society,  until  finally  a  real  political  life  emerges. 

Gradually  from  either  physical,  ethical  or  religious  causes 
a  leader  evolves.  The  oldest  or  the  wisest  or  the  bravest — 
at  all  events,  the  one  possessed  of  some  peculiar  character- 
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2  ESSAYS  IS  TAXATION 

istic-becomes  the  leader  of  the  horde,  the  clan  or  the  tribe. 
He  acts  as  the  great  priest,  great  judge  or  great  warnor,  often 
combining  all  three  qualities.  There  are  no  financial  needs, 
because  the  only  consideration  is  that  of  defence;  and  every 
man  contributes  to  the  defence  in  his  own  person.  The  leader 
himself  subsists  on  the  booty  of  war.  .        ,  xu 

But  with  the  growth  of  society  and  the  expansion  of  the 
clan  into  the  larger  community,  the  public  ne«ls  develop. 
Administration  begins.  Roads,  bridges  and  fortifications  are 
constructed,  and  the  prince  or  king  must  now  not  only  mamtam 
order,  but  must  be  assured  of  a  revenue  to  support  his  house- 
hold and  to  distribute  favors  to  his  retinue.  All  his  followers, 
being  roughly  equal,  now  support  him  by  gifts,  whether  of  labor 
or  of  property.  In  all  primitive  societies  voluntary  offenngs 
constitute  the  first  form  of  common  contributions,  and  every 
man  feels  the  necessity  of  upholding  the  political  and  military 
organization  by  his  own  personal  efforts. 

The  king's  needs  now  increase.    They  are  chiefly  personal 
need»,  except  in  so  far  as  expenditures  are  made  for  the  pur- 
poses of  internal  peace  and  external  defence.    But  in  order  to 
Sisure  his  position,  the  king  endeavors  to  secure  his  revenu^ 
elsewhere.     He  develops  the  subsidies  and  tributes  of  the  allied 
and  conquered  nations,  and  amasses  treasure  filched  from  abroad. 
Part  of  this  he  distributes  among  his  followers;  part  he  retains 
to  increase  his  own  possessions.    The  private  property  of  the 
king  differentiates  itself  from  the  public  property,  which  was 
oririnally  common  to  all.    The  monarch  now  mcreases  his 
revenues  and  domains  through  the  acquisition  of  lucrative 
prerogatives  of  all  kinds.    Certain  activities  come  to  be  looked 
upon  as  within  his  peculiar  province.    The  kmg's  peace  must 
be  kept— anv  infraction  must  be  paid  for  in  fines  and  penalties; 
not  only  crimes,  but  torts,  have  their  public  side.     Nobody  can 
harm  an  individual  without  breaking  the  kings  peace,  and 
having  to  pay  for  it.    Commerce  begins,  and  weights  and 
measures  and  money  are  needed.    The  royal  rights  of  coinage 
arise;  and  as  the  kmgship  becomes  stronger,  the  "ghts  of 
escheat,  of  wreck,  of  confiscation  develop,  until  finally  the 
various  royal  prerogatives  bring  in  a  substantial  revenue. 

Voluntarv  pavments  have  in  the  meantime  ceased.  As 
society  advances,  what  wa-s  at  the  outset  freely  given  comes 
to  be  paid  bv  the  individual  from  a  sense  of  moral  obligation. 
But  with  the  weakness  of  human  nature,  in  the  face  of  a  diver- 
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sitv  of  interests,  even  the  feeling  of  duty  soon  fails  to  produce 
an  adequate  revenue.  The  moral  obligation  slowly  becomes  a 
leeal  obligation,  keeping  pace  with  the  crystallization  of  social 
imge  and  custom  into  primitive  law;  the  voluntary  offerings 
become  compulsory  contributions.  But  the  compulsoiy  con- 
tributions are  still  largely  personal  services,  connected  with 
the  common  security.  Such  was  the  early  mediaeval  nnoda 
necesmtas,  the  Uability  to  military  service,  to  watch  and  ward 
and  to  the  repair  of  the  bridges  and  fortifications.  The  first 
forced  contribution  of  the  individual  to  the  maintenance  of  the 
common  welfare  is  always  seen  in  this  rude  attempt  to  assess 
every  one  according  to  his  ability  to  bear  the  common  burden— 
his  faculty  This  faculty  consists  in  the  enforced  participation 
in  the  administration.  But  there  is  not  yet  any  idea  of  taxation 
of  property.  The  contribution  is  personal,  and  is  limited  to  a 
few  well-defined  objects.  The  individual's  faculty  is  found  m 
his  person,  not  in  his  property,  because  there  is  practically  no 
private  property.  And  the  contributions  are,  for  the  most  part, 
not  regular,  but  spasmodic. 

As  civilization  gradually  advances,  private  property  develops, 
and  the  primitive  equality  slowly  disappears.    The  interchange 
of  commodities  takes  place  on  a  larger  scale.    The  old  revenues 
are  no  longer  adequate,  and  it  becomes  necessary  for  the  nion- 
arch  to  supplement  them  by  broadening  the  field  of  these 
compulsory  contributions  of  service.    In  other  words,  the  need 
of  taxation  arises.    But  a  direct  tax  is  still  out  of  the  question. 
Public  opinion  will  not  yet  admit  its  necessity.    The  taxation 
of  property  is  scarcely  less  impossible  than  the  taxation  of  the 
person.    It  is  regarded  as  a  badge  of  disgrace  for  the  freeman— 
a  nota  captimtaiis,  as  the  Romans  at  first  called  it— because 
only  conquered  enemies  have  to  pay  this  arbitrary  impost. 
The  king,  therefore,  must  endeavor  to  effect  his  object  cov- 
ertly    He  must  go  to  work  in  a  roundabout  way,  and  hide 
the  tax  in  a  variety  of  disguises.    He  either  gradually  extends 
his  lucrative  prerogatives,  or  alleges  that  the  charges  are  sim- 
ple returns  for  governmental  services.    He  grants  protection 
or  privileges  to  individuals,  and  requires  some  payment  m 
return.    Thus  begins  the  period  of  fees  and  charges,  which  the 
individuals  are  willing  to  pay  and  which  gradually  reconcile 
the  public  to  the  idea  of  governmental  charges. 

Before  long,  however,  the  monarch  feels  able  to  throw  off  all 
disguises,  and  limits  the  amount  of  his  exactions  only  by  the  de- 
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gree  of  hia  rapacity.  Thus  the  fees  and  tolls  change  into  taxes 
on  exchange  and  transportation;  thus  the  people  l)ecome  ac- 
customed to  the  "customs";  thus  the  "evil  duties  "and  the  ex- 
cises grow  apace;  thus  the  payments  l)Ccorae  veritable  "imposi- 
tions." In  other  words,  the  community  enters  upon  the  stage 
of  indirect  taxation. 

This  explains  why  it  is  so  difficult  for  the  idea  of  direct  tax- 
ation to  force  its  way  into  popular  favor.    The  earliest  mani- 
festations of  the  taxing  power  are  generally  merciless  and  bru- 
tal.    They  are  apt  to  react  on  the  public  consciousness  and 
to  stunt  the  growth  of  any  feeling  of  obligation.    It  is  not  un- 
til public  morality  has  so  far  tlevelopcd  as  to  introduce  more 
lenient  and  more  refined  processes  of  indirect  taxation  that 
we  discover  a  growing  willingness  on  the  part  of  the  individual 
to  pay  direct  taxes.    Another  reason  for  the  later  appearance 
of  direct  taxation  is  that  the  indirect  taxes  are  often  paid  with- 
out the  contributors  l)eing  really  conscious  of  it.     They  are 
jealous  of  their  own  and  not  public-spirited.    They  are  willing 
to  give  only  that  the  loss  of  which  they  do  not  feel.    But  what- 
ever be  the  reason,  it  is  clear  that  when  this  final  stage— pos- 
sible only  after  centuries  of  laborious  and  continued  exertion- 
has  been  reached,  we  enter  upon  a  new  phase  in  the  history  of 
finance.    The  readiness  to  share  in  the  public  burdens  out  of 
one's  property  presupposes  a  far  higher  social  ethics  and  a  far 
more  complex  society  than  was  possible  in  tlie  simple  condi- 
tions when  everv  one  was  willing  to  take  part  in  the  defence  of 
the  village  or  the  repair  of  the  roads.    Interests  have  now  be- 
come specializod.    It  needs  a  far  greater  sense  of  civic  obliga- 
tion to  submit  cheerfully  to  direct  property  taxation  than  was 
necessary  in  primitive  times  for  the  putting  forth  of  mere  per- 
sonal exertions.    Even  to-<lay  the  full  import  of  this  obligation 
is  only  inade(iuately  grasped.    Until  within  a  few  years  it  was 
deemed  necessary  to  base  the  theoretical  justification  of  tax- 
ation on  fanciful  doctrines  of  contract,  of  protection  and  the 
like.    And  even  at  the  present  time,  those  who  cheerfully  seek 
to  contribute  their  share  to  the  common  burden  form  the  ex- 
ception, not  the  rule.    But  even  the  imperfect  recognition  of 
this  duty  implies  a  highly  developed  political  consciousness. 
The  method  of  taxing  every  one  according  to  his  property  is 
the  first  rough  attempt  of  a  property-owning  community  (as 
over  against  a  primitive  community)  to  assess  each  meml>er 
according  to  his  relative  ability.    The  introduction  of  the  direct 
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property  tax  is  a  vast  step  forward  in  the  development  of  social 

''  Ss  historical  process  is  well  illustrated  by  etymology.  If 
we  look  at  the  various  terras  applied  to  what  we  to-ilay  call  a 
tax,  we  shall  find  every  shade  of  the  development  reflected  not 
only  in  the  words  used  in  former  centuries,  but  m  those  still 
employed  to-day.  There  are  no  less  than  seven  different  stages 
in  this  etymological  growth.  _..,..,,         i    „ 

The  original  idea  wtis  that  of  gift.    The  individual  inade  a 
preaont  to  the  government.    We  see  this  in  the  mediaeval  Latin 
terra  donum  and  in  the  English  benevolence,  which  wa«  used  far 
into  the  middle  ages.    The  second  stage  was  reachcKl  when  the 
government  humbly  implored  or  prayed  the  people  for  support. 
This  is  the  raeaning  of  the  Latin  precarium,  used  for  many  cen- 
turies on  the  continent,  as  well  as  of  the  German  Bede  (from 
heien,  to  prav).    The  Landhcde  was  the  terra  applied  to  the  land 
tax  in  the  German  states  until  quite  recently.    With  the  third 
stage  we  come  to  the  idea  of  assistance  to  the  state.    The  in- 
dividual felt  that,  if  not  making  a  gift,  he  was  at  least  doing  the 
government  a  favor.    This  idea  is  expressed  m  the  Latin  ad- 
mtorium,  the  English  aid  and  the  French  aide   which  was  at 
one  time  used  for  all  kinds  of  taxes.   The  same  idea  is  discernible 
in  the  English  subsidy  and  contribution.    It  has  survived  m  the 
German  term  for  a  tax,  Steuer  {steuern,  to  help),  and  in  the 
Scandinavian  hjelp.    In  France  contribution  is  even  to-day  com- 
monly used  as  synon>Tnous  with  tax. 

The  fourth  stage  of  development  brings  out  the  idea  of  sacri- 
fice by  the  individual  in  the  interest  of  the  state.  He  now  sur- 
renders something  for  the  public  good.  This  is  seen  in  the  old 
French  gabelle,  in  the  modern  German  Abgabe,  and  m  the 
familiar  Italian  dazio.  In  each  case  the  citizen  gives  or  sacrifices 
something.  With  the  fifth  stage  the  feeling  of  obligation  devel- 
ops in  the  taxpayer.  The  English  duty  was  not  originally 
restricted  to  its  present  narrow  meaning  m  the  United  tetates. 
Here  it  is  usually  applied  to  import  taxes  and  sometimes  to  the 
internal  revenue  taxes.  But  even  to-thiy  in  England  the  term 
includes  some  of  the  most  important  so-called  direct  taxes,  like 
the  inheritance  tax  and  the  income  tax.  It  is  not  until  the  sixth 
stage  is  reached  that  we  meet  the  idea  of  compulsion  on  the 
part  of  the  state.  We  see  this  in  our  impost  or  imposiion,  as 
wei;  as  in  the  French  impot  and  the  Italian  imposta.  Although 
we  limit  the  term  to  a  certain  kind  of  tax,  the  trench  use  it 
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as  the  generic  epithet  par  excellence.  The  »ame  idea  is  seen  in 
the  C.erman  Aiiflagc  (Homething  "hiid  on")  and  Aufxchlag 
(something  "clappwl  on"),  freiiuently  usetl  at  present  for  cer- 
tain indirect  charges  on  commodities. 

With  the  seventh  and  final  stage  we  reach  the  idea  of  a  rate 
or  assessment,  fixed  or  estimated  by  the  government  witiiout 
any  reference  to  the  volition  of  the  taxpayer.  We  see  this  in 
the  meditcval  English  scot  (to  be  "at  scot  and  lot"),  which  is 
nothing  but  the  German  Schosa  or  the  Scandinavian  skatt.  It 
is  seen  in  the  German  Schdtzung  (or  estimate),  which  was  use<l 
until  about  a  century  ago.  Above  all,  it  is  recognizetl  in  our 
tax  (taxare,  to  fix,  to  estimate),  the  French  taxe,  the  Italian 
taam  and  the  English  rate.  It  is  worthy  of  note  that  in  the  mid- 
dle ages  "tax"  always  meant  a  direct  tax,  for  which  a  regular 
assessment  list  or  schedule  was  made. 

II.  Direct  versus  Indirect  Taxation 
With  the  introduction  of  direct  taxation,  the  progres.sive  in- 
crease of  public  revenues  becomes  far  easier.  This  is  fortunate, 
for  with  the  advance  of  civilization  the  public  expenditures 
grow  apace.  For  a  long  time,  as  we  have  seen,  almost  the  only 
aims  of  government  are  security  and  defence.  But  as  economic 
conditions  develop  and  various  cla.sses  of  society  differentiate, 
more  attention  mast  be  paid  to  matters  of  general  welfare. 
Exi)enditures  for  commerce,  industry  and  transportation  arise. 
The  need  is  felt  for  better  roads,  for  more  canals,  for  improved 
methods  of  commimication  through  the  postal  service.  Then 
the  les.s  material  ends  of  government  are  recognized.  Education 
must  be  provided,  hospitals  and  asylums  must  be  erected,  and 
the  sanitarj-  conditions  must  be  looketl  after.  Finally  comes 
the  immense  growth  of  the  motlem  state,  with  its  new  func- 
tions due  partly  to  the  industrial  revolution,  partly  to  the 
growth  of  democracy,  partly  to  the  recognition  in  legislation 
of  the  preventive  as  against  the  repressive  principle.  These 
new  functions  mean  fresh  expenditures;  and  these  expenditures 
mcjin  increased  taxes.  Thus  the  characteristic  mark  of  the 
modem  age  is  taxation  as  against  the  more  or  le^s  self-sufficing 
public  economy  of  former  times. 

Direct  taxation,  ius  we  have  seen,  generally  forms  the  la.st 
step  in  the  historical  development  of  public  revenues.  At 
first  regarded  entirely  as  an  extraordinary  means  of  support, 
it  gradually  assumes  the  clfaracter  of  an  ordinarj'  form  of 
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revenue.  In  the  early  days  of  flasHJc  iinticjuity  the  direct  tax 
wa«  used  only  in  very  exceptional  exigencien  and  was,  in  fact, 
regarded  as  a  compulsory  loan,  to  be  repaid  in  the  futur»>.  It 
was  not  until  after  the  establishment  of  the  Roman  I'^mpire, 
for  instance,  that  the  regular  direct  taxation  of  Roman  <itizens 
l)cgan.  And  the  same  process  may  be  observetl  throughout  the 
history  of  many  medisDval  states  down  to  the  most  recent 
period  of  European  and  American  history. 

In  some  ca.ses,  however,  this  historical  process  assumes  a 
slightly  different  form.  It  depends  entirely  on  the  economic 
contiitions  and  on  the  relative  importance  of  the  various  social 
chuwes.  For  instance,  it  is  incontrovertible  that  certain  kinds 
of  indirect  payments  always  come  first,  at^  has  been  explained 
al)ove.  But  when  the  people  understand  that  indirect  charges 
on  commodities  increase  their  price  and  thus  form  veritable 
taxes,  it  sometimes  happeas  that  more  opposition  is  shown  to 
indirect  than  to  direct  taxation.  In  such  cases  direct  taxes 
furnish  the  ordinary  revenue,  and  it  is  only  after  a  severe 
struggle  that  indirect  taxes  are  introtluced. 

This  process  can  be  clearly  traced  in  the  history  of  mediaeval 
and  modem  revenue.  In  democratic  con"^"  'ties,  where  the 
legislation  is  influenced  by  the  ma.ss  of  the  ^  ?,  we  commonly 
discern  a  tendency  to  oppose  indirect  taxe.  jn  consumption. 
In  the  early  mediaeval  towns  the  democratic  instincts  were 
strong,  because  of  the  more  equal  distribution  of  property. 
We  accordingly  find  that  the  revenue  system  was  based  largely 
on  direct  payments,  and  that  the  populace  rebelled  again- 
indirect  imposts.  But  on  the  continent,  where  aristocratic 
influences  gradually  lx>came  powerful  enough  to  break  down 
the  communal  liberty  and  democracy,  the  mass  of  the  people 
were  ground  down  by  taxes  on  the  necessaries  of  life,  while  the 
wealthier  or  governing  chusscs  practically  escaped.  When  the 
democratic  upheaval  took  place,  ;us  in  the  Italian  towns,  we 
find  an  attempt  to  rcintrcxluce  the  old  order  of  things  and  to 
reach  the  wealthy  by  a  system  of  direct  taxes.  But  with  the 
downfall  of  the  medieval  democracy,  the  property  and  income 
taxes  disappeared,  while  the  octroi  and  municipal  indirect  taxes 
again  came  to  the  front.  Only  in  England,  where  the  democratic 
instincts  maintained  themselves  somewhat  more  strongly,  and 
where  the  power  of  the  aristocracy  was  held  in  check  by  a 
.strong  monarchy,  do  we  find  continued  opposition  to  the  general 
excises  and  to  local  taxes  on  the  necessaries  of  life.    It  was  with 
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the  groatrst  diffin.lty  that  the  ox.i.sc  syMtom  was  introdue«l 
An,    th..  sumo    ,..|inK  was  awakon.Kl  un.ler^iX  " o^S 

^yst om  o    ,n,|,r,...f  taxation  or  internal  revenue  in  thrSe    I 
h.M.-al  Hystem  „f  u.o  ('„it,Hl  States.     "The  time  w  f  ™ 
«a..l  one  of  the  memU-rs  of  Congress  in    7%   '^whrn  H         ' 
man  will  not  ..  aNe  to  w.sh  hi^shiri^wlt'^^t,  p'^  rtax"'' 

m  Switzerlan,!  ami  in  America  t<.  confine  in.lireet  taxes  on 

con.umpt.on  an.,  exchange  within  the  narrowest  im  t..  "" 

On  the  other  han;l.  there  is  a  .-ounter-ten.lency  which  ha« 

requently  Ix-en  overUxjIce.!.    Curious  as  it  may  seem   in  ire^ 

ajces  w-ere  a<lvo<.ate.l  in  the  l.ter  mi.l.lie  ages  L  uTmea'r; 
intro<luc.ng  not  inecjuality,  but  equality  of  taxa  Lr  Tr 
wa.s  ovvmg  to  the  fact  that  the  privileged    cl  i^s  oHho 

.nent  had  succe.i.l  in  iSecuring\.irturimmri tyTrom  tu^^^ 

The,r  plan,  ,t  ..s  true  no  longer  took  the  «hape  slpW  of  tu^e 
n  *  ,,  .     ,  '^'-^-     '"^  explanation,  as  we  see    is  simnio 

or  the  large  class,  to  gain  some  advantage  for  itseK.    The  ci^^ii 
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homo  of  the  ex:-ise  fax  .,r  in.lirr.t  t.ix  „»  |,„sin..s,s  n.ul  ,r„,|o 
w  Holland.    It  ,.s  well  known  that  H„llan.l,  .lurinK  th.'    xt.,    th 

and  tTud.n«  nation  of  Kun.,,...     I„  „,..  other  ./,      rl    w       h 

Holland,  on  the  <>th.r  han.l.  wealth  was  now  larRoly   -entered 
nthe  moneyed  mterest.    The  great  tra.lers  and  mereh  nt.  d 

rtis^l:^™  T'r"':'!  •'  *"•""«  ••'^'''^'^''  -1  theljfo  0 
uevised  a  Hystem  of  mdire.t  taxation  of  business  whieh  would 

a«  they  thought  and  hoped,  Ik-  shifted  to  the  eommun  tv    n 
general,  and  to  the  rxx^rer  .-lasses  in  particular.    T  uTSped 
-  rnp   axes  the  exei.e  taxes,  and  the  whole  host  of  indiS 
tax(     or  which  Holland  was  noted.  'osi  oimuirict 

The  s..venteenth  century  marks  the  rise  of  the  trading  class 
m  England;  "the  glorious  revolution"  was  a  revoluTi  n  no  so 
much  of  the  ,KH,ple  as  of  what  the  Socialists  love  to  cd  the 
l«urgeo,s."  Puritanism  and  commercialism  went  h;n d  in 
hand,  ami  the  downfall  of  the  Stuarts  not  on^^^u"  «n  end  o 
feudahsm,  but  weakened   the  fiscal   ascen.len,^  of     he Tani- 

by  the  abolition  o  the  Com  Laws,  aiul  whose  final  overthrow  in 
England,  .-w  elsewhere,  is  fast  approaching.    The  indim-    t?x^ 

o'n teTart' rfhr^"^^  ™,  ^^  '^^^  -tgro.lh  of  tile  eS 
which  tL?  «>tnmercial  cla8.ses  to  escape  the  burdens 

whu  h  the  lando«-ners  were  <lesirous  of  placing  on  them     The 
selfish  designs  of  the  ..apitalists  and  the  u.nselfish  idcJ™ "of  Ihe 
ax  reformers  went  han.l  in  hand  t..wi.len  the  sc.pe  o     nd lect 
axe.s     Ami  as  the  tra.ling  .-l.ss  .level.,pe,l  in  the  other  eom 
tries,  the  system  of  excise  spread  with  it '^    It  was  not  u'til  tl" 

roctZZ  "^Th  ''"  •■'"''•  '"  ""^■'"^'  "^'"^  ""^  P^<'«^"t  attitude  tow.nl  indi 
root  taxea     There  is  a  pr(MliKiou.s  amount  of  rant  on  ttiis Toni        \ 
lunkers  are  apt  to  make  common  cause  with  ti^e  sociali  ts  „ln  T 

taxers  ,n  demand.ng  ;ho  complete  ..a>,mrin    ?..f  I  l'^.' Jjh  "    '^^ 
Th.  «  a  m..take.    There  i«  nothing  .nherent^  b;d:;;:!;rLn 'iXct 'S 
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democratic  movement  of  the  nineteenth  century,  when  the  sys- 
tem of  excises  was  recognized  as  a  burden  on  the  poorer  classes, 
that  the  numijer  of  commodities  subject  to  excise  was  gradually 
reduced. 

III.  The  Forms  of  Direct  Taxation 

We  have  seen  the  economic  relations  which  condition  the 
interworking  of  direct  and  indirect  taxation.  Let  us  now  en- 
deavor to  learn  how  ihose  economic  conditions  affect  the 
growth  of  direct  taxation  its<"lf. 

In  primitive  society,  there  is  a  certain  rough  equality  in  liie 
personal  status  and  the  personal  at)ilities  of  the  individual. 
Hence  the  idea  of  the  poll,  or  capitation  tax,  which  is  tlie  first 
rude  manifestation  of  the  equities  of  taxation.  The  members 
of  .-  club  to-tlay  pay  equal  dues,  Decause  their  interests  are 
supposed  to  be  equal.  Club  life  does  not  cover  the  whole  of 
human  activity,  but  only  a  ver>'  small  portion  of  it.  So,  in  the 
same  way,  as  lon^  as  economic  conditions  are  primitive,  the 
social  obligations  of  the  mcmliers  of  the  clan  or  the  state  are 
conceived  to  be  equal.  But  as  the  social  conscience  develops, 
more  stress  is  laid  on  other  elements  of  ability  to  pay  than  on 
mere  number.  Not  only  do  men  differ  in  strength,  in  mental 
vigor  and  in  opportunities,  but  inequality  of  possessions  grows 
g-eater.  And  with  differences  in  proiwrty,  the  old  feeling  of 
equal  obligation  weakens.  The  poll  tax  becomes  unjust  and 
is  gradually  alwlished.  \  certain  i)has('  of  this  primitive  feeling 
sometimes  persists  for  a  long  time,  especially  in  democracies 
where  political  eciuality  is  still  based  on  the  fiction.of  economic 
eciuality.  We  find  poll  taxes  as  ailjuncts  to  other  taxes  long 
after  the  justification  of  a  single  poll  tax  has  disajjpeared.  But 
it  has  now  assumed  a  jwlitical  significance,  as  in  Switzerland, 
and  in  some  of  the  .Vmerican  commonwealths,  where  its  pay- 
ment is  made  a  condition  of  the  suffrage.  Even  this  tends 
to  become  a  farce  to  the  extent  that  the  payment  of  the  tax  is 

nor  is  there  anytliin^r  inlierontly  kckxI  ahout  u  direct  t.-ix.  It  ilcppnds  en- 
tirely upon  wh.it  kind  of  direct  or  indirect  tax  it  is.  A  dinrt  fax  on  tlio 
IalM)rer  is  not  ne<-essarily  Rood  because  it  is  direct;  an  indirect  tax  on  tlie 
luxury  of  the  rich  is  not  necessarily  bad  IxM'ause  it  is  indirect.  It  happens, 
indeed,  that  most  of  the  indirect  taxes  of  the  ji^i.st  liave  been  devisnl  by 
the  powerful  iti  onler  that  their  burden  miKht  fall  on  tlie  weak;  but  it  is  by 
nc  means  inii)<).>^sible  to  frame  a  .system  of  ta.xes  on  con.sumption  which  will 
supph^nient  othiT  taxes  and  do  substantial  ju.slice  to  .all.  The  elaboration 
of  this  point  mu.st  be  resiT\'wl  for  anotlier  nlace. 
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assumed  by  the  iwlitical  parties.  The  economic  basis  of  the 
PQlHax  has  entirely  ^'anished  and  it  tends  to  be  replaced  by  the 
prQjK'rty  tax. 

The  first  p^ojjsrl^'  taxes  are  entirely  in  harmony  with  the 
facts  of  early  mdustrial  life.    It  is  a  matter  of  common  knowl- 
edge  that   the   early  period  of   almost  every   civilization  is 
marked  by  two  chief  facts,  the  preponderance  of  asricvilture 
and  the  existence  of  slavery.    As  Rodbertus  has  pointed  out,' 
this  leads  to  a  fundamental  distinction  between  ancient  and 
modern  economic  theories.     In  modern  civilization  we  have 
not  only  a  quantitative  division  in  wealth,  but  also  a  qualitative 
difference.    That  is,  not  only  are  there  riclPand  poor,  but  there 
are  landowners,  capitalists,  employers  and  laborers.    In  early  civ- 
ilization there  was  a  quantitative  but  no  qualitative  distinction 
in  wealth.    Property  consisted  chiefly  of  land  antl  the  land- 
owner's household,  inclu  ding  slaves  and  beasts  of  burden.    There 
was  no  important  capital— or  at  all  events,  no  industrial  capi- 
tal—apart from  this  landed  property,  and  hence  there  were 
no   distinct   shares  in   distribution.      But   Rodbertus  errs  in 
predicating  of  Greece  in  general  and  designating  by  the  Greek 
name  an  economic  system  which  is  characteristic  of  all  early 
eiviUzations.    It  was  as  true  of  the  slave-holding  states  in  the 
American  Union,  and  of  the  medieval  manorial  system,  as  it 
was  of  the  early  Hellenic  civilization.    Wherever  we  find  only 
agriculture  and  slaverj',  there  we  have  this  inseparable  mass 
of  collective  property,  not  yet  split  up  into  its  constituent  i)arts. 
The  importance  of  this  for  finance  lies  here:  since  we  have 
only  this  general  collective  property,  and  since  this  property 
consists  practically  of  land  and  the  means  to  till  the  lanil,  the 
direct  property  tax  must  take  the  shape  cither  of  the  land  tax 
or  of  the  tax  on  the  cattle  or  slaves  or  implements  used  in 
agriculture.     These  are  practically  tantamount  to  each  other. 
For  the  produce  of  two  given  portions  of  land  will  vary  about 
in  proportion  to  the  value  of  the  land,  together  with  the  amount 
of  .slaves  and  cattle  neces.sary  to  till  it.     Everywhere  at  first, 
therefore,  the  direct  property  tax  is  found  to  be  either  the  huul 
tax  or  the  tax  on  agricultural  capital.-    It  is  the  only  practi- 

'  "Untprsuchunpen  auf  dcm  G.'biptc  dcr  Xationjiliikonorni.'  dcs  klius- 
sischen  .\lt.Ttliuiu.s,"  in  Hildcbrand's  Johrbmiierfiir  Xalwiioldhmimiie  und 
Stnlislik,  \\.,  p.  ;?4.'5  H  .irq. 

2  In  son.-  .,f  !!>,.  carlv  mo<!i.Tv:-!  t-tx  -cv.sit<-,n=,  thrst-  Wt-rt-  :,j,r!ifn::llv 
teniuHl  cattle  and  land  taxes,    .-^o  the  Vich-und  Klaucnsleuir  in  (iermanv. 
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cable  and  tlic  only  just  fonn  of  taxation  at  this  early  {wriod. 

It  is,  however,  important  to  notice  tliat  the  property  which 
is  now  taxed  is  not  so  nuich  jiroperty  in  land  as  property  in  the 
produce  of  land.  Whether  we  have  the  primitive  vHhiRe  com- 
munity or  only  the  system  of  common  cultivation,  the  earliest 
private  pro{X'rty  consists  of  the  produce  of  the  soil.  The  first 
attempt,  therefore,  to  take  account  of  the  gradations  in  the 
tax-paying  ability  of  the  individual  is  seen  in  the  tax  on  gross 
produce— the  tithe  or  any  other  jwrtion  of  the  produce,  or 
on  mere  quantity  of  the  land  irresp<'ctive  of  value.  Since  land 
itself  is  not  private  property,  since  land  is  not  bought  or  sold, 
the  faculty  of  the  taxpayer  can  be  measured  not  by  the  value  of 
the  land,  but  by  the  value  of  its  produce,  which  is  in  some 
proportion  to  the  (juantity  of  the  land.  Moreover,  in  early 
agriculture,  where  tilling  is  extensive  and  where  expenses  of 
cultivation  vary  but  little,  the  tax  on  gross  produce  is  a  fairly 
accurate  test  of  ability  to  pay. 

With  the  advance  in  jwpulation  and  the  necessity  of  more 
intensive  agricultural  metliods,  owing  to  the  decay  of  the  primi- 
tive communal  system  and  the  growth  of  private  property  in 
land,  it  becomes  jjossible  to  measure  the  productivity  of  land 
in  terms  of  property.  Thus  the  land  taxes  of  this  newer  stage 
of  culture  are  propertyjaxes,  even  though  the  value  of  the 
property  is  fixed  .sometimes  according  to  selling  value,  some- 
times according  to  arbitrary  estimates  of  quahty.  But  where 
the  survivals  of  primitive  conditions  are  strong,  the  value  is 
still  measured  in  terms  of  yield  or  produce,  either  actual  or 
computed.  In  the  early  middle  ages,  for  instance,  land  taxes 
were  not  based  directly  on  the  selling  value,  because,  although 
land  W's  i)rivate  property,  it  was  not  bought  or  .sold.  The 
lands  ha<i  rental  value,  but  no  selling  value,  and  the  tax  was 
assessed  iiot  so  much  on  the  market  value  as  on  the  produce  of 
land.  When  the  American  colonies  were  founded,  private 
prop.Tty  in  land  was  well  established  and  the  land  taxes  there 
very  soon  became  i)roperty  taxes,  although  we  not  mfrequently 
find  examples  of  the  taxation  of  gross  produce  rather  than  of 
property.!  With  the  progress  of  cultivation  and  the  advance 
in  population,  the  tax  on  gross  produce  is  supplanted  by  the 
property  tax  on  market  value. 

'  For  details  s(>o  the  iirt  iclc  on  "  Incomo  Taxes  in  the  .\morican  Colonies  " 
IJohhrnl  Sri.nr,  QunrUrh,.  vol.  x.  ( IMC, .,  pp.  •_>;{:!,  234.  Thi.s  is  reprint  e<i  in 
OeHKiuan.  I  In  Income  Tux,  1011   part  ii.  chan.  i. 
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But  now  romcs  a  change  in  the  form.s  of  ofonomip  lif(>— a 
change  that  inevitably  pnKlures  an  effect  oi>  tfie  public  con- 
science and  on  the  accepted  irleas  of  justice.  In  the  firsc  place, 
with  increasing  prosperity  we  find  a  grarliial  increase  in  the 
simpler  kinds  of  personal  pro{M-rty.  The  landowner's  family 
gradually  accumulates  money,  clothing,  and  luxuries.  If  the 
general  property  ta.K  is  still  to  continue  a  fair  evidence  of  in- 
dividual ability  to  pay,  personal  property  must  Im-  taken  up  into 
the  as-sessment  lists.  And  this  in  fact,  everj-where  occurs. 
Not  only  the  real  estate,  but  a!>o  the  growing  p'-rsonal  e>tate, 
i.s  now  regarded.  At  first  thi>  per.-onalty  will  con.-ist  <>{  tangible,' 
visible  objects  not  easily  concealed,  and  constituting  a  fair 
index  of  the  citizen's  pro^rn-rity.  The  existence  of  tfiis  >ranty 
stock  of  personalty  will,  however.  :-till  be  in  harmony  with 
the  early  economic  system.  It  i-  -till  the  landowner  who  owns 
the  personal  property,  anrl  it  is  fitting  that  there  should  still  be 
only  the  general  prop*'rty  tax.  The  economic  -vstem  has  not  vet 
materially  altered. 

The  next  change,  however,  inaugurates  a  widelv  different 
stage.  The  primitive  family  group  or  manorial  svstem  decays. 
Slavm-  is  gradually  broken  down  by  i.  -umission  or  .abolition. 
The  commercial  instinct  grows  stronger,  anfl  trade  is  no  longer 
limited  to  the  interchange  of  sufK-rfluities  J^etween  arljacent 
hoa«eholds.  What  .Vristotle  decries  as  the  gainful  pursuits 
become  common  occupations.  Capital  develops  anrl  free 
lalx)rers  appear.  The  original  undifferentiate<l  mass  of  property 
splits  up  into  separate  parts.  The  landlord  is  no  longer  the 
property  lord.  Personal  property,  in  the  shape  lK,th  of  pro- 
ductive capital  and  of  unprrrtnctive  wealth,  increases  at  a  con- 
tinually accelerating  ratio.  Finally,  as  in  our  m.xleni  intlu- 
trial  system,  the  movaljles  outrank  the  immovab'es.  I{calty 
is  completely  overshadowed  by  personalty,  in  Vxith  extent  and 
influence. 

Xow  Ix^gins  the  conte-t  between  the  landed  and  the  moneved 
interest.  iK-tween  rent  anrl  profit.  TFlTbndowners  in"T^edi- 
-Tval  times,  like  the  farmers  in  our  own  time.  v;iipi\  attempt  to 
expand  the  original  pnperty  tax  so  as  to  include  ;ii!  the<c  new 
forms  of  property.  The  capitali-t  and  rnoiifved  class  eit'er 
seek  to  shift  the  burden  by  dcvi-iuK  tho  indirect  tax  of  which 
we  have  spoken  almve.  or  they  attempt  to  esc-ijH'  the  burden 
entirely  through  ova-ion  or  throuKh  inx  admini-tration  <.f  ti,o 
property  tax.    Where  the  ditference^  in  wealth  become  striking 
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and  the  lower  classes  are  politically  powerless,  the  landed  propri- 
etors and  the  traders  combine  to  throw  the  burden  on  the 
agricultural  lalmrcrs  and  the  urban  artisans,  although  they 
may  still  struggle  between  themselves  as  to  the  division  of  the 
remainiler  of  the  burden.  Where  aristocratic  conditions  prevail 
less  strongly,  as  in  America  up  to  the  present  time,  the  lalwrer 
fares  better,  but  the  contest  between  the  farmer  and  the  city 
resident  assumes  a  more  acute  form.  The  history  of  modem 
taxation  is  largely  the  history  of  these  class  antagonisms. 

IV.  Changes  in  the  Basis  of  Taxation 

In  the  meantime  the  test  or  standard  of  individual  ability 
has  itself  undergone  a  change.  With  the  growing  differentiation 
of  society,  the  productive  powers  of  the  various  classes  them- 
selves differ.  Moreover,  there  are  now  many  forms  of  earnings 
which  are  derived  not  from  property,  but  from  industry.  And 
since  it  is" difficult  to  capitalize  industry,  it  i  he  product  of  the 
industry  which  now  becomes  of  important.  But  there  is  a 
decided  difference  between  this  new  system  of  taxes  on  product, 
and  the  original  .system  which  preceded  the  first  property  tax. 
In  the  original  system  the  tax  was  on  gross  produce  or  on  mere 
(juantity  of  land.  The  land  tax  was  either  the  tithe  or  .some 
definite  part  of  the  estimated  produce.  Now  the  tax  is  on  net 
produce.  Allowance  is  m:  le  for  exjienses  of  cultivation.  Two 
pieces  of  land  may  yield  ihe  same  amount,  and  yet  the  outlay 
in  the  one  case  may  have  been  considerably  more  than  the  other. 
To  take  net,  instea^  of  gross,  product  marks  another  step  for- 
ward in  the  evolution  of  the  idea  of  ability  to  pay.  In  a  state 
of  complete  mobility  of  capital  and  labor,  it  perhaps  makes  no 
difference  whether  we  take  the  market  value  or  the  net  product 
of  a  piece  of  property;  for  the  selling  price  of  property  tends  to 
eciual  the  capitalized  value  of  the  revenue  derived  therefrom. 
But  in  actual  life,  where  ./e  often  find  limitations  to  this  absolute 
mobility,  there  may  !)0  a  divergence  between  the  capitalized 
value  of  the  produce  and  the  actual  value  of  the  proi)erty. 
Thus  we  find  almost  everywhere  a  movement  to  replace  the 
property  tax  by  a  sy.^tem  of  taxes  on  net  product— on  the 
product  of  land,  of  capital,  of  business,  of  labor,  etc.  This  was 
the  stage  reached  in  p:uroi>e  toward  t^e  end  of  the  eighteenth 
and  the  beginning  of  the  nineteenth  century. 

Relatively  good  as  tills  system  was.  it  was  soon  seen  not  to 
be  entirclv  v.MtisfMctfirv.      !t   failod  tn  respond  to  mo<iern  eeo- 
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noinic  conditions.  It  looked  at  tiie  i)roduce  of  the  source  of 
industry,  rather  than  at  the  recipient  of  tlie  earnings;  it  was  a 
tax  on  things,  rather  than  on  persons;  it  al)stractcd  from  tiie 
personal  situation  of  the  taxpayer;  it  made  no  allowance  for 
indebtedness.  Just  as  the  tax  on  gross  produce  was  defective 
because  it  paid  no  attention  to  expenses  of  cultivation  so  the 
tax  on  net  produce,  while  in  itstlf  an  improvement,  was  never- 
theles,-  faulty  because  it  paid  no  attention  to  what  may  he 
called  the  personal  expenses  of  cultivation,  i.e.  the  interest  on 
indebtedness. 

Thus  it  is  that  in  recent  decades  the  tendency  has  arisen  to 
substitute  personal  taxes  for  the  older  real  taxes,  and  to  assess 
the  individual  raJBtr  than  the  thing;  or.  stating  it  in  simpler 
language,  to  put  revenue  or  income  in  the  place  of  proceeds  or 
earnings  as  the  test  of  taxation.     .Just  as  a  man's  ability  to 
support  himself  or  his  family  is  seen  in  his  income  or  revenue, 
so,  in  the  same  way,  it  is  recognized  that  the  tc.-t  in  a  man's 
ability  to  support  the  state  is  to  be  found  in  this  same  income 
or  revenue.    From  the  modem  point  of  view,  it  is  the  duty  of 
the  citizen  to  support  the  government  according  to  his  capacity 
to  support  himself.    Income  or  revenue  may  not,  indeed,  be  an 
ideal  test; '  for  there  is  no  absolute  test  which  can  exactlv  gauge 
all   the   varying   personal   circumstances   of   each   individual. 
But  it  is  the  best  workable  test  that  governments  can  secure, 
and  it  is  in  harmony  with  the  test  imposed  on  the  individual 
by  the  force  of  social  opinion  in  regard  to  his  dutv  to  his  own 
family.    For  this  reason  modern  states  are  everjwhere  changing 
their  revenue  systems,  so  that  the  taxes  shall  correspond,  as 
nearly  as  possible,  to  the  revgiiues  of  the  citizens.     But  pre- 
cisely because  the  income  tax' is  a  personal  rather  than  an  im- 
personal tax  or  a  tax  on  things,  it  involves  administrative  tlifficul- 
ties  and  presupposes  an  advanced  stage  of  social  morality  and 
political  probity.    Where  this  stage  has  not  yet  been  reached,  it 
may  be  better  to  continue  the  system  of  taxes  on  product  which 
form  a  very  rough  approxim.'ition  to  the  revenue  of  the  tax- 
payer, than  to  attempt  a  system  of  income  taxes  which  strive  to 
reach  the  revenue  more  closely.    Furthermore,  as  we  shall  see  in 
a  subsequent  chapter,  lliere  are  certain  considcTations  wliich 
militate  against  the  exclusive  adoption  of  individual  faculty  as 
the  all-controlling  norm  of  taxation.    But  whatever  may  be' the 

'For  some  of  the  diffirultios  rf)Tin(.ct(.<l  uitl.  tI<o  «i,oo-..  ,-e  .;-.-  ; r^- 

tax  see  .N-'hgman,  The  Income  Tax,  1911,  Intm.luction,  §  1,  ,1  .■<eq. 
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momentary  demand  of  expediency,  or  the  influence  of  counter- 
vailing considerations,  tlie  line  of  development  is  evident,  <".nd 
the  ultimate  result  must  necessarily  harmonize  with  the  facts 
of  economic  and  social  relations. 

Let  us  test  the  th(>ory  <.f  development  as  laid  down  in  the 
above  pages  by  a  reference  to  the  history  of  taxation  in  America. 
It  is  well  knowni  that  the  primitive  revenues  of  the  colonies  were 
composed  largely  of  v  >luntary  payments,  of  subsidies  or  allow- 
ances from  abroad,  of  quit-rents,  and  of  occasional  fees  and 
fine:  of  early  justice.  But  it  has  usually  been  overlooked  that 
when  the  voluntary  offerings  turned  into  compulsory  contribu- 
tions, the  tax  systems  in  tlie  various  colonies  were  quite  different. 

The  New  England  colonies  were  democratic  communities 
where  almost  every  one  owned  some  land,  and  where  the  dis- 
tribution of  property  was  fairly  equal.  We  ther''fore  find  as 
a  characteristic  mark  of  Ne\/  England,  in  addition  to  the  primi- 
tive poll  tax,  the  tax  on  the  gross  produce  of  land  either  actual 
or  computed  according  to  the  quantity  or  quality  of  the  land. 
This  slowly  grew  into  a  real  property  tax,  which  soon  expanded 
into  what  was  nominally  a  general  proi)erty  tax.  And  this  itself 
was  supplemented  by  a  tax  on  town  artisans  and  others  who 
subsisted  on  the  produce  not  of  their  property,  but  of  their 
exertions.  To  the  projjcrty  tax  was  now  added  the  "faculty  " 
tax.i 

In  the  Southern  colonies,  which  were  aristocratic  in  their 
economic  substratum,  the  lanil  tax  played  an  insignificant  r61e, 
because  the  large  landowners  naturally  objected  to  bearing  the 
burdens.  After  the  introiluction  of  slavery  it  became  difficult  to 
retain  even  the  poll  tax,  which,  when  laid  on  slaves  is  practically 
a  property  tax  on  the  slave  owiier.  Hence  we  see  a  system  of 
indirect  taxes,  mainly  on  exiwrts  and  imports,  falling  with 
special  weight  on  the  poorer  consumers. 

Finally,  in  the  middle  colonies,  aljove  all  in  New  Netherlands, 
the  conditions  wore  neither  democratic  nor  aristocratic.  There 
was  no  such  ajiproach  to  ctjual  ilistribution  of  wealth  as  in  New 
England,  and  no  such  preponderance  of  the  landed  interest  as  in 
Virginia.  We  find  the  dominam-e  of  the  moneyed  interest  or  of 
the  trading  classes,  who  brought  with  them  Dutch  instincts 
and  Dutch  methods.  Accordingly,  there  was  no  system  of  poll 
and  property  taxes  i;-'  in  New  England,  and  no  system  of  in- 

'  For  (!<>f:iik  :is:  ir.  thr  'tTT>"r,raR  "  faculty  "  taxes,  see  Seiigman,  The  In- 
come Tax,  1911,  pp.  307  ct  scq. 
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direct  taxes  on  exports  and  imports  as  in  Virginia.  Tlie  funda- 
mental characteristic  of  this  system  was  the  introduction  of  the 
excise  system  or  indirect  taxation  of  trade,  which  was  Iwrrowed 
from  Holland,  just  as  we  find  the  excise  system  introduced  from 
Holland  into  England  and  the  other  European  countries  during 
the  seventeenth  centur>'.  Each  section,  therefore,  had  a  fiscal 
system  more  or  less  in  harmony  with  its  economic  conditions. 
It  was  not  until  these  conditions  changed  during  the  eighteenth 
century  that  the  fiscal  systems  begpn  somewhat  to  approach 
each  other;  and  it  was  not  until  much  later  that  we  find  through- 
out the  country  a  general  property  tax  based  not  on  the  produce, 
but  on  the  market  value,  of  the  property. 

The  same  divergence  of  economic  conditions  explains  what 
is  to-day  the  most  marked  distinction  in  the  United  States 
between  the  fiscal  systems  of  the  North,  the  South  and  the  West. 
In  the  Southern  states  up  to  the  civil  war,  the  interests  of  the 
large  landed  proprietors  were  still  dominant.  Under  the  federal 
constitution,  it  was  impossible  for  them  to  \evy  import  or  ex- 
port duties.  For  a  time,  therefore,  land,  as  the  only  source  of 
wealth,  had  to  defray  the  public  charges.  In  the  absence  of  in- 
dustrial centres,  there  was  little  opportunity  for  taxation  of 
personal  property.  As  the  neetl  of  increased  revenues  was  felt, 
the  landed  interests  attempted  to  secure  this  revenue  from  the 
few  ordinary  occupations  carried  on  outside  of  the  farms  and 
estates.  In  other  words,  the  license  or  privilege  system  wa.s 
established,  which  levied  a  fixetl  charge  on  well-nigh  every 
occupation.  It  was  not  until  after  the  middle  of  the  century 
that  the  general  property  tax  was  introduced;  but  even  to-day 
the  license  or  privilege  taxes  yield  a  large  share  of  the  public 
revenue. 

In  the  Northern  states,  on  the  other  hand,  v.  here  the  business 
interestswere  more  powerful,  the  license  or  privilege  system  never 
attained  such  a  firm  foothold.  But  with  the  breakdown  of  the 
general  property  tax,  the  attempt  of  the  general  public  to  secure 
a  taxation  of  the  moneyed  interests  has  taken  the  form  of  taxa- 
tion of  corporations  and  of  capital.  There  are  plainly  visible 
the  beginnings  of  a  system  of  taxation  of  net  product.  Finally, 
in  the  Western  states,  where  the  economic  "onditions  are  as 
yet  more  primitive,  there  have  been  only  sporadic  attempts  to 
alter  the  general  property  tax,  which  there  is  still  to  a  great  e..- 
tent  a  t.ax  on  re.il  estnte.  Rut  with  the  grndiif)!  unificntion  of 
economic  conditions,  which  is  slowly  taking  place  throughout 
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tho  entire  country,  wo  may  oxi)e('t  that  the  systems  of  taxation 
will  become  more  nearly  uniform,  until  the  results  of  modem 
industrial  and  democratic  dcvelopmcjit  will  finally  appear  here, 
iva  they  arc  appearing  in  other  parts  of  the  world.  The  recent 
attempt  to  introduce  a  federal  income  tax,  however  defective 
the  measure  may  have  been,  is  a  significant  evidenceof  the  trend. 
That  this  attempt  will  ultimately  be  followed  by  otliers,  not 
necessarily  precisely  similar,  but  yet  indicative  of  the  same 
general  movement,  is  by  no  hieans  improbable. 


M 
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From  the  above  survey  one  fact  stands  out  prominently. 
Amid  the  clashing  of  divergent  interests,  and  the  endeavor  of 
e:ich  social  class  to  roll  off  the  burden  of  taxation  on  some  other 
class,  we  discern  the  slow  and  laborious  growth  of  standards  of 
justice  in  taxation,  and  the  attempt  on  the  part  of  the  commu- 
nity as  a  whole  to  realize  this  justice.  The  history  of  finance, 
in  other  wortls,  shows  from  one  jwint  of  view,  at  least,  the  evolu- 
tion of  the  principle  of  faculty  or  ability  in  taxation — the  prin- 
ciple that  each  individual  should  1h'  held  to  lielp  the  state  in 
proportion  to  his  ability  to  help  himself.  In  the  earliest  indirect 
payments  there  was  r^o  idea  of  »'ciuity,  but  only  of  force.  But 
with  the  advance  o^  civilization  and  social  ethics,  we  reach  the 
first  stage  of  rude  equality  in  the  ]x>\\  tax.  Step  by  step  the 
revenue  system  advanced  to  successively  higlier  planes.  Ex- 
penditure, property,  product — each  of  these  in  turn  was  con- 
sidered the  test  of  individual  capacity  anil  obligation  toward 
the  state;  until  finally  in  motlem  times  revenue  or  income  has 
come  to  be  regarded  as  the  most  etiuitable  and  the  most  practica- 
ble measure  of  individual  and  social  faculty.  To  arrange  a 
system  of  taxation  a  large  part  of  which  at  least  shall,  on  the 
whole,  correspond  as  closely  as  possible  to  the  net  revenues  of 
individuals,  and  which  shall  take  into  account  the  va"iations 
in  tax-paying  ability,  has  thus  become  a  demand  of  moilern 
civilization.  But  unless  this  system  is  in  harmony  with  the 
external  structure  and  the  internal  conditions  of  modern  eco- 
nomic life,  it  is  foredoomed  to  failure.  If  the  history  of  taxation 
teaches  any  one  le.sson,  it  is  tliat  all  soci  I  and  moral  a'lvance 
is  the  resi'lt  of  a  slow  {irocess  and  that  v  lile  fiscal  systems  are 
continually  modified  by  the  working  out  of  ethical  ideals,  these 
ideals  themselves  depend  for  their  realization  upon  the  economic 
forces  which  are  r-nntintmlly  transforming  the  f;\i'i>  nf  h.uman 
society. 


CHAPTER  II 


THE  (iKNKKAL  I'KOPKHTY  TAX 

There  is  pcrluips  no  single  feature  of  our  motlern  tax  system 
th;it  is  comtnciily  tliounlit  to  be  more  thorouglily  American 
.^  than  the  general  property  tax.     The  proportional  taxation  of 

*  all  i)roperty  is  held  to  l>e  the  result  of  an  instincti%'e  feeling 

original  to  and  thoroughly  ingrained  in  the  minds  of  the  Ameri- 
can people.  And  yet  it  may  be  said  that  few  institutioas  have 
evoked  of  latt;  more  angry  protests  and  more  earnest  dissatis- 
faction than  this  very  tax.  The  reason  is  plain.  As  long  as 
jirosperity  was  general  and  thv  public  expenses  were  small, 
taxation  was  light  and  its  burden  was  scarcely  felt.  But  during 
tlie  last  few  decades,  with  the  complicated  demands  of  modem 
civilization,  public  expenditures,  tx)th  local  and  national,  have 
increased  to  .such  an  extent  as  to  exert  a  sensible  pressure  on  the 
l)o])ulation.  The  problems  of  public  revenue  have  been  pushed 
to  the  front.  The  expressions  of  iliscontent  with  various  phases 
of  the  financial  system  have  become  numerous  and  loud.  But 
for  the  most  part  the  discussion  has  l)een  superficial  and  the 
conclusions  reacned  have  l)een  inadequate. 

The  opponents  of  the  general  property  tax  have  confined 
themselves  to  a  jwrtrayal  of  its  practical  shortcomings.  No 
one  has  hitherto  attempted  to  give  the  deeper  reasons  why 
the  property  tax  is  imsuited  to  the  present  generation,  or  to 
discuss  the  subject  in  its  wider  relations  to  the  science  of  finance. 
It  is  proiMjsed  in  this  chapter  to  show  that  the  property  tax 
is  by  no  means  original  to  America,  but  that  it  has  gone  through 
precisely  the  same  evolution  in  many  other  places.  It  is  further 
l)roix)sed  to  prove  that  the  property  tax  is  as  destitute  of  theoret- 
ical justification  as  it  is  defective  in  its  practiciil  application. 
And  it  is  proposed,  finalh,  in  subsequent  chapters,  to  discuss 
the  reforms  of  our  direct  taxation — some  of  them  partly  com- 
pleted, some  jirojected,  and  some  nitherto  neglected. 

I.  Practical  Defects 
The  defects  of  the  general  property  tax  may  be  treated  under 
five  head^:.' 
.%  •  In  a  nionoRraph  hy  the  present  writpr  ('nlitlc<l  Finance  StatUlics  of  the 
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1.  Lack  of  uniformity,  or  inequality  of  nswes^mpnt.  The 
property  tax  with  us  is  an  apportioned,  not  a  iKTcentage  tax. 
According  to  the  latter  method,  the  tax  woukl  1h'  levied  on  the 
individual  by  means  of  a  fixetl  percontaRC  of  all  property. 
According  to  the  actual  method,  the  total  amount  to  l)e  raised 
by  the  state  is  first  ascertained  and  is  then  aj)iM)rtioned  to  the 
various  sulxlivisiona  accoriling  to  the  appraised  valuation  in 
each.  The  final  rate  of  taxation  throughout  a  state  is  ol)- 
tained  by  adding  the  local  tax  to  the  state  tax.  The  rate  of 
taxation  ought  therefore  to  vary  only  with  the  local  needs, 
and  would  indeed  so  vary  if  projx'rty  wore  everywhere  assessed 
uniformly.  As  an  actual  fact,  however,  this  is  far  from  Iwing 
the  case.  In  most  of  the  commonwealths  the  tax  laws  provide 
for  the  assessment  of  property  at  its  "fair  cash  value."  And  in 
all  the  states  it  is  exjwctetl  that  the  valuation  shall  everywhere 
be  made  at  a  uniform  rate.  Yet  it  is  a  notorious  fact  that  in 
scarcely  any  two  contiguous  counties  is  the  property — even  the 
real  estate— appraised  in  the  same  manner  or  at  the  same  rate. 
In  regartl  to  the  manner,  it  frequently  happens  that  corporation 
pri>perty,  e.g.  the  roadbed  of  a  railway,  is  assessed  in  one  county 
at  an  immense  sum  per  mile  and  is  treated  in  the  adjacent 
county  like  a  piece  of  grazing  land.'  In  regard  to  the  rate, 
the  assessors  follow  the  practice  sanctioned  by  local  usage,  or 
decide  by  mere  caprice.    The  official  reports  al)oimd  with  com- 

Amerirnn  Commonweallhs  (Publications  of  the  American  ^iiatistical  Asso- 
ciation, Dec.  1H80)  may  \w  found  a  large  number  of  citations  from  the  com- 
monwealth financial  reports  for  the  preceding  year.  The  reader  is  referred 
to  that  publication  for  the  verification  of  statements  for  which  no  special 
authority  is  adduced  in  these  pages.  See  esi)ecially  pp.  401-417.  ^Iany 
facts  and  figures  may  al.so  be  found  in  Ely,  Taxation  in  Amerirnn  SUiUs 
and  Cilics,  1SS7.  See  also,  for  some  striking  statistics,  T.  G.  Shearman, 
Taxniion  of  Personal  ProiKrli/,  iinpracliaible,  unequal  and  unjiml,   IS!)'). 

For  the  two  dr-cades  that  have  elapsetl  since  this  .'hapter  wjis  originally 
written,  facts  in  abundance  testifying  to  the  defects  of  the  general  property 
tax  will  be  found  in  most  of  the  otiicial  state  reportson  taxation.  S<'e  chap. 
XX,  below,  ('/also  the  valuable  artick's  and  addresses  in  the  (five)  /fr/xir/.vo/ 
//((•  Conferences  of  The  Salional  Tax  Association,  1!K)7-1911  (Columbus, 
1908-1912).  See  especially  the  "Report  of  the  Conmiittee  on  Causes  of 
P'ailure  of  General  I'roperty  Tax  "  in  the  Fourth  Conference,  Columbus, 
1911,  pp.  299-310.  At  the  second  conference  the  name  of  the  organiza- 
tion was  changefl  to  International  Tax  .Vssociation,  but  at  the  fifth  con- 
ference the  original  name  wa.s  resume<l. 

'  In  Xew  York,  for  example,  two  adjoining  counties  made  a  difference  of 
S24,00O  per  mile  in  a.-w-«-.-.-iii»i  iiu-  ^alln•  ruiUoati.  Oihti  counties  varied 
$20,000  per  mile.    Report  of  the  State  Assessors,  1,H79,  p.  19. 
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plaints  or  orM-n  confossiDns  tliat  proporty  is  iisscssed  iijl  the 
wuy  from  par  to  one  twinty-tiftli  of  tlic  actual  value.  In  one 
county  the  property  is  listed  at  its  full  worth;  in  the  next  county 
the  assessment  does  not  exceed  a  tithe  of  its  value.'  That 
this  is  a  glaring  infraction  of  the  fundamental  rule  of  ecjuality 
in  taxation  is  apparent.  As  Iwlween  counties  it  leads  to  under- 
valuations which  give  an  entirely  fallacious  view  of  the  public 
resourc«s;  as  between  individuals  it  results  in  gross  injustice. 
A  tax  rate  of  a  given  amount  on  one  may  he  double,  quintuple, 
or  decuple  ♦he  nominally  ecjuivalent  tax  on  another.  The  first 
constitutional  injunction— that  of  uniformity  of  taxation- 
is  flagrantly  violated.  Assessors  are  compelled  ojjenly  to  dis- 
regard their  oaths,  or  to  incur  certain  defeat  at  the  next  elec- 
tion.*  There  is  no  pretence  of  complying  with  the  law. 

An  escape  from  these  evils  has  been  sought  in  the  creation 
of  Iwards  of  equalization.  A  number  of  commonwealths '  have 
attempted  to  correct  the  undervaluation  of  the  county  officials 
by  giving  a  state  Ixjard  |)ower  to  alter  the  valuations  (or  in 
some  cases,  as  Nebra.ska,  the  rates)  in  the  hope  of  securing 
uniformity.  In  a  few  states,  like  New  York,  Ohio,  Tennessee, 
Utah  and  Wyoming,  the  power  extends  only  to  the  equaliza- 
tion of  real  estate  assessments.  In  some  cases,  the  lx)ard  may 
charge  the  valuation  of  classes  of  property  separately,  and  in  still 
fewer  instances,  like  Connecticut,  Indiana,  Elaine,  New  Hamp- 
shire and  South  Carolina,  the  asses-sment  of  minor  districts. 
But  in  most  cases  its  function  is  confined  to  the  equalization  of 

'  Biennial  Report  of  the  Auditor  of  Public  Accounts  of  Xebraska,  1886, 
p.  4.  In  \ew  York  the  range  is  fioni  100  to  18  pr  r  pent.  Report  of  the 
Slate  Assessors,  188:{,  p.  3.  In  Illinois  the  range  i.s  from  1(X)  to  5  per  cent. 
Report  of  the  Rcienue  Commission  of  Illinois,  l.S8<),  p.  ii. 

'  Riport  of  the  Assessors  of  Xew  York,  1880,  p.  20.  The  report  for  1884, 
p.  4,  speaks  of  the  luwesssors'  open  "intent  to  ignore  the  law."  In  one  e;use 
an  a.s.sessor  ol)jeeted  to  a  certain  declaration,  and  a.-i.serteil  that  it  would 
b<'  necessary  to  swear  the  nierdiant.  The  latter  aaswerwl:  "  If  you  swear 
me,  I'll  vote  ag.ain.-it  you  next  time."  M'est  Virginia  Tax  Commission, 
Preliminary  Report,  1884.  p.  13. 

'  State  boards  of  equalization  are  found  in  Arizona,  California,  Connect- 
icut, Idaho,  Illinois,  Imliana,  Iowa.  Kansas,  Kentucky,  Colorado,  Maine, 
Michigan,  Minnesota,  Mi.s,soun,  Montana,  Nebniska,  Xorth  Dakota, 
New  Hampshire,  New  Jer>:ey,  New  Mexico,  New  York,  Ohio,  Oklahoma, 
Pennsylvania,  South  Carolina,  South  Dakota,  TenneswH',  Utah,  \Va.shing- 
ton.  West  Virginia,  Wisconsin  and  Wyoming.  Alabama,  Arkansas  and 
Oregon  have  tax  commi.s-sions  with  equalizing  jxiwers.  In  some  state's  the 
b^jaids  of  equalization  haVC  to  uoai  Only  with  the  assessment  of  corpuralL- 
property. 
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county  a«8Cfl8mentH,  while  county  Iwmls  ileal  with  the  nstH'ss- 
mentH  of  local  districts,  unil  ordinarily  also  have  iwwer  of  n'f 
view  over  the  assessments  of  individuals.'  In  several  cases, 
while  these  may  raise,  they  may  not  reduce,  the  afwrcgate  iw 
retume<l  by  the  local  assc-ssors;  in  other  chw<'s  their  jxiwcr  ex- 
tends only  to  real  estate;  in  still  other  cases  they  may  raise  or 
lower  the  assessment  of  separate  chisses  of  |)roiM'rty  as  well. 

The  efforts  of  lH)th  stat«  '>nd  county  lH)ards,  however,  have 
been  very  imperfectly  sue  ml.  The  com|K)sition  of  the  lM)ard  ■- 
is  such  as  to  render  any  comprehensive  scrutiny  of  the  county 
returns  almost  impossible.  Even  were  tin-  boards  to  be  ideally 
constituted,  the  local  jealousies  and  bickeriuKs  would  still  con- 
tinue to  prevent  any  just  distribution  of  the  burdens.-  The 
offi<ials  themselves  confess  that  'Uch  distribution  cannot  be 
secured  under  the  present  system.'^  Hoards  of  e<(ualiEation 
are  thus  at  In-st  mere  makeshifts, — clumsy  attempts  to  accom- 
plish the  impos.sil)le.  As  it  has  been  drastically  jHit:  "A  |H'o])le 
caimot  prosper  whos<'  officers  either  work  or  tell  lies.  Then- 
is  not  an  assessment  roll  now  made  out  in  this  state  that  dcH's 
not  both  tell  and  work  lies."^  As  long  as  this  is  true,  lH)ards 
of  ecpialization  are  of  little  avail. 

2.  Lack  of  unircrsnlity,  or  failure  to  reach  i)ersonal  property. 
This  defect  although  the  most  flagrant,  perhajjs  rtniuires  the 

'County  bonnls  of  o(|U!iIizii...iii  pxi.-it  in  most  of  the  states,  even  when 
state  hounls  arc  unknown.  Thus  in  IXOaware,  Fioriila,  Maryland,  Mi.s.-*i.s- 
slppi,  Nevada  and  Texa.s  there  are  county  IxtanLs,  but  no  state  txianlN.  ( )ti 
the  other  hand,  in  Connectieut,  Maine,  New  ilanipsliire  and  West  \ir>;iiii;i 
there  are  state  boards  t)ut  no  county  l«)ards.  Finally  in  Georgia,  Louisiana, 
.Massaehusetts,  VernK.nt  and  Viririiiia,  there  are  ni'ither  st.ate  noreounly 
tM)ards.  For  details  see  Carl  C.  I'lehn,  Hinnuv  Si/kIi-iiik  of  Slutc  iiuil  hxiil 
(lonrntmnt,  in  the  Twelflh  Census  liiparl  mi  Wmlth,  IMit  aiul  Tuxntuiii, 
Wiishington,  1!H)7,  p.  tili!)  d  x<q.  In  the  above  slaleinent  the  fads  have 
been  brought  down  to  date  [lOlUl. 

'  "The  strife  '  'ween  counties  to  re<luee  a.-w<'ssnients  \\a»  not  ('ejised  anil 
in  all  probabili..,  will  not,  .is  lonji  its  a.ssess<)rs  are  electiil,  or  si^lfishni-ss  b" 
a  passion  in  the  human  breiust."  Hiixirt  of  the  Catiforriia  kHoIc  liourit  of 
E'luatiziitiwi,  1K,H.5  an<l  1S8(),  p.  4. 

'".No  board  of  ofheials,  however  diligent  or  however  eonversant  they 
may  be  with  the  sul)ject,  ean  make  an  e(iualizalion  wliieh  to  lhems«'lves  will 
be  absolutely  .satisfaeton,'."  Aiinunl  Rijiort  of  Slule  .t.s-.siw.wr.v  of  Srw  York, 
1887,  p.  ii.    From  o<'ean  to  ocean  the  s.-une  complaint  is  found. 

'  M.  I.  Townsend,  in  I'rocinliiiiin  oml  DiIiiiIih  of  llii-  CouMilulional  Con- 
vention of  \tir  York,  IStiT-t'iS,  iii.,  p.  I!t4.').  (/,  the  first  Rtimrt  of  the  (A'cir 
York)  ('omiiii!;:un7urs  to  rifi-ic  the  Lnui  for  the  .'{.■M.^.iment  and  Coilfction 
of  Taxes,  1871,  p.  33. 
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least  cfiniiu'iit;  f.>r  it  is  so  patent  that  it  haw  become  u  mere 
byword  ihroujjhout  the  lai\(l.  The  escap*'  of  {x-rsonul  property 
is  noted  almost  from  the  Ix'Kinning  of  the  existence  of  the  prop- 
erty tax  in  the  Amerit-an  colonies.  Thus  in  Massachusetts  Bay 
as  early  as  UM>\  we  find  an  interesting  account  of  the  difficulty 
exjH'rienced  in  ascertaininR  certain  personalty,  followe<l  by  a 
resolution  to  the  effect  that 

"To  the  end  that  all  piihlicke  cliarncs  may  lxac<iuaily  lx)rne,aiid  that 
Miinie  may  not  !«»  cased  and  otliirs  tmrdciied  and  it  l)eiiix  found  by 
ex|HTit'iice  that  vi.-.il)lc  csliit.-s  in  jiind,  corn,  cattle  are,  accordini?  to 
order,  wholly  and  fully  taxed,  but  the  estates  of  iiiarcliants,  in  the  hands 
of  iieiUjurs,  straunners,  or  their  factor,  are  not  so  obvious  to  view, 
but,  upiM)!!  search,  lit'tle  of  thcire  estates  dm-  !ip|>eare,  lK'in)(c  of  great 
valew,  so  that  the  law  doth  not  reach  them  by  that  rule  of  taxing 
visible  estates,— it  is  therefore  ordered.  .  .  .  that  all  inarchaiits,  shop- 
keeps  and  factors  shall  Ik*  ass4>ss<'d  by  the  rule  of  common  '-stemation. 
acconlinn  to  the  will  ami  doome  of  the  asses.'^ors.  .  .  .  having  regard 
to  theirc  stocke  and  estate,  Im-  it  pscnteil  to  view  or  not.'  " 

This  \va.s  evidently  not  of  much  use,  for  we  soon  after  find  an 
admonition  to  the  officials  to  see  "  that  so  many  estates,  though 
more  obscure  and  difficult  to  find  out,  may  i)ear  their  due  and 
just  piKirtion  with  such  estates  as  are  more  obvious  and  <'an- 
notbehid-''^* 

What  was  true  in  a  certain  measure  at  this  early  date  has 
Isecoine  still  more  tr,:'"  ■  f  recent  years.  Fersmal  projwrty  no- 
where l)ears  its  just  proportion  of  the  burdens;  and  it  is  pre- 
cisely in  those  localities  where  its  extent  and  importance  are 
the  greatest  that  its  a.ssessment  is  the  least.  The  taxation  of 
personal  property  is  in  inverse  ratio  to  its  cjuantity;  the  more 
it  increases,  the  less  it  |)ays.  The  rea.son  is  plain.  So  far  as 
it  is  intangible,  luTsonal  projierty  t>scap<'s  the  scrutiny  of  the 
most  vigilant  asse.ssor;  .so  far  as  it  is  tangible,  it  is  purposely 
exempted  in  its  chief  form,  as  stock  in  trade,  in  our  com- 
mercial centres.  In  the  mad  race  for  wealth  it  is  considere<l 
dangerous  for  the  local  assessors  in  large  cities  to  list  the  mer- 
chant's capital,  with  the  jMissible  result  of  driving  it  away  to 
localities  more  favored  by  their  financial  officers.  It  is  scarcely 
nece.s.sjiry  to  give  figures  to  substantiate  these  statements;  but 

'  Rerorth  of  the  florrriior  awl  Coinixiny  of  ^fr.isni  hue  'is  in  Veic  England, 

fditctl  hy  N.  H.  Hhur;  irfT,  i5u:;iuii,  IS."j'>,  VOi.  iti  .  [>.  2' 
^  Ibid.,  vol.  iii.,  p.  42ti. 
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a  few  facts,  taken  from  the  official  documents,  national,  state 
and  municipal,  may  be  of  interest. 

The  tenth  census  of  the  United  States  asserts  that  from 
1860  to  1880  the  assessed  valuation  of  real  estate  increased  from 
6,973  millions  of  dollars  to  13,036  millions,  while  that  of  per- 
sonal property  decreased  from  5,111  to  3,866  millions.  In  1890 
the  assessed  valuation  of  real  estate  had  grown  to  18,956,  while 
that  of  personal  property  v.as  6,516  millions.  Scarcely  more 
than  three  decades  earlier  in  California  personal  property  was 
assessed  in  1872  at  220  millions  of  dollars,  in  1880  at  174 
millions,  and  in  1887  at  164  millions,— a  net  decrease  in  fifteen 
years  of  56  millions.  Real  estate  increa.'-ed  during  the  same 
period  from  417  to  791  millions.  Personal  property  paid  17.31 
per  cent,  real  estate  82.69  per  cent  of  the  taxes.  Ly  1893, 
although  the  assessed  value  of  real  estate  was  1,000  millions, 
that  of  personalty  was  only  173  millions.  In  Illinois  in  1882 
personal  property  i)aid  22.01  per  cent  of  the  taxes,  in  1894 
only  17.26  per  cent.  In  Cook  County  (including  Chicago), 
personal  property  paid  only  14  per  cent;  in  Kankakee  County, 
only  11  per  cent.  In  Iowa,  while  the  real  estate  valuation  in 
1893  increased  over  that  of  the  preceding  >ear  by  32  million 
dollars,  the  assessed  valuation  of  personal  property  actually 
decreased.    In  New  York  the  figures  are  as  follows: 

Rlal  Estate  Pebsonal  Pbopertt 

1S43 S    470,999,000  8118,602,000 

1859 1,097,564,000  307,349,000 

1871 1,599,930,000  452,607,000 

1888 ;},  122,588,000  346,611,000 

1893 3,626,645,000  411,413,000 

1911 9,639,001,868  482,499,193  > 

The  proportion  paid  by  persoi.al  property  has  decreaseti 
steadily  almost  every  year,  until  according  to  the  last  figures 
it  pays  but  five  per  cent  of  the  state  taxation,  as  against  ninety- 
five  falling  on  .cal  estate.  In  forty  years  the  valuation  of  real 
estate  has  increa.sed  8  billions;  that  of  personalty  has  in- 
creased only  30  millions.  In  the  District  of  Columbia  the 
valuation  was  in  1878:  realty  83  millions,  personalty  17  mil- 
lions; in  1894  realty  had  increased  to  160  millions,  pers  nalty 
had  decreased  to  11  millions.    In  New  Jersey,  in  1887,  in  one 

'  A  part  of  this  prodigious  diff'  -co  between  real  and  personal  property 
is  due  to  the  placing  of  consider  per  jnalty  like  bank  stock  and  mort- 
gages in  spetial  classes. 
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towTiship  the  real  estate  was  assessed  at  §272,232,  the  personal 

property  at  So91;  in  another  tlic  figures  were  !?2,274,!KK)  and 

$47    *0  respectively.    Perhaps  the  most  remarkal)le  figures  are 

'  imd  \x'  ♦he  large  cities.    In  Cincinnati  the  valuation  in  18(56 

vas:  ren'lty,  si.O  154,602;  "ersonalty,  .S67,218,101.    In  1892  the 


I, 


,    i;i.i  incr.jased  to  .S144,208,810;  the  personalty  had  de- 
iMM  d  t  )  S^14;i;<;:;,670.    Tn  Monroe  County,  New  York,  in  which 


the  citv"  o;  ii-.chestcr  is  situated,  the  realty  was  assessed  in  189- 
at  $132,202,478;  the  pers(  nalty  at  .?8,408,803.  Fi-illy,  in  the 
city  of  Brooklj-n  in  1893  real  estate  was  assessed  .^t  $  .S6,497,186, 
while  personalty  was  valued  at  819,123,170.  Pers.<nal  property, 
in  other  words,  paid  a  little  more  than  thnr  per  a  '^f  the  whole 
tax  on  property.  In  1895  the  pro[)ortion  fell  still  lower,— to 
one  and  twenty-three  hundredths  per  cent. 

These  striking  figures  become  ridiculous  when  it  is  remem- 
bered that   in  our  modcin  civilization  the  value  of  personal 
property  far  exceeds  that  of  real  (>state,  as  understood  by  the 
taxing  power.     It  is  true  that  the  legal  distini'tion  between 
eal  and  personal  property  fluctuates  in  the  various  common- 
wealths; but  in  the  eyes  of  the  assessors  real  estate  generally 
includes  only  land  and  the  fixtures  thereto,  all  the  other  forms 
of  wealth  lieing  regarded  as  personal  property.     In  Massa- 
chusetts and  a  few  other  statt>s   it   is  indeed  provi(led  that 
mortgages  of  real  estate  shall  be  regarded  and  taxed  as  interests 
in  leal  estate.     But  even  if  mortgages  were  counted  as  real 
estate,  and  even  if  (as  is  nowhere  done)  other  certificates  of 
owT.ership  in  realty  were  also  counted  as  real  estate,  it  would 
still  remain  true  tliat  personal  property  constitutes  the  greater 
part  of  the  national  wealth.     For  personal  property  does  not 
denote  merely  moval)le  objects.     It  includes  nKmey,  public  olv 
ligations  and^he  vast  mass  of  intangible  property  represented 
bv  securities  of  corporations,  of  which  only  a  small   portion 
are  certificates  of  ownership  in  realty.     .Vbove  all,  personal 
property  includes  the  entire  and  ever-increasing  annual  prod- 
ucts of  agriculture  and  industry— the  gigantic  mass  of  modern 
wealth  devoted  mainly  to  consumption,  but  existing  as  the 
stock  in.  trade  of  individuals.    Even  in  our  western  common- 
wealths, where  the  communities  are  still  mainly  agriculturrl, 
it  is  an  acknowledged  fact  that  the  personalty  exceeds  the 
realty.    The  auditor  of  Washington  tells  us  that,  if  a  true  valua- 
tion could  be  reached,  it  is  "clear  and  incontestable  that  the 
wealth  of  the  territory  in  personal  property,  for  the  purple? 
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of  taxation,  would  largely  predominate  over  that  of  real  es- 
tate." '  And  if  this  is  tnie  of  the  far  West,  how  much  greater 
must  be  the  relative  proportion  of  personalty  in  the  busy  marts 
of  the  East.2  Yet  the  more  differentiated  the  industry  and  the 
more  predominant  the  personalty,  the  less  does  the  latter  con- 
tribute; until  in  the  foremost  state  of  the  Union  realty  pays 
more  than  nine-tenths  and  jiersonalty  less  than  one-tenth; 
while  in  its  second  largest  city  realty  in  1893  paid  ninety-nine 
hundredths  and  personalty  only  one  hundredth  of  the  tax. 
The  later  figures  are  even  more  striking. 

The  taxation  of  personal  property,  therefore,  is  in  inverse 
ratio  to  its  quantity.  The  more  it  increases,  the  less  it  pays. 
The  general  property  tax  thus  sins  against  the  principle  of 
universality  of  taxation  even  more  than  against  the  principle 
of  uniformity.  In  the  middle  ages  whole  classes  were  exempt 
by  express  provision  of  the  law;  in  our  time  and  country  whole 
classes  are  exempt  by  the  ini-vitable  working  of  the  law.  It  is 
the  law  which  is  equally  at  fault  in  both  cases. 

3.  Incentive  to  dishonesty.  One  of  the  worst  features  of  the 
general  property  tax  is  that  any  attempt  to  enforce  the  taxation 
of  i)crsonalty  by  more  rigid  methods  results  in  evasion  and 
deception.  The  property  tax  necessarily  leads  to  dishonesty, 
and  t.is  for  two  reasons.  In  the  first  place,  under  our  system, 
whole  classes  of  personalty  arc  exempt  from  state  taxation. 
The  most  familiar  examples  are  imported  merchandise  in  the 
original  package;  Lniteil  States  bonds,  notes,  checks  and  cer- 
tificates; property  in  transitu;  goods  produced  in  another  state 
sent  on  commission ;  deposits  in  savings  banks,  etc.  The  tempta- 
tion  for  the  taxpayer  to  convert  his  property  temporarily  into 
these  classes  is  generally  irresistible.  Not  only  does  the  law 
hold  out  to  individuals  inducements  to  practise  fraud,  but  it 
sustains  them  in  its  commission.'     Secondly,  wherever  any  pre- 

'  Rfporl  ')/  Ihe  TcrrUnrUtl  AiuUlor  to  the  Ligislative  Assembly,  1887,  p. 
91.  (/.  liu'nnidl  Report  of  the  Auditor  of  lown,  1881,  p.  8,  and  that  of  the 
Complrolirr  of  Idaho,  1S87-.SH,  p.  71,  to  the  same  effect. 

:(•/.  .Xew'i'ork  St(de  .Is.stvssor.s'  lie/mrt,  ISSO,  and  Comptroller's  Report, 
18S9,  p.  3.3:  "I  am  sure  that  the  actual  v:Uiie  of  the  personal  property 
legally  liable  to  taxation  exci'iHls  t liat  of  the  real  estate." 

'  In  People  ex  rel.  Hyan.  88  X.  Y.  142,  the  t'ourt  of  ApiJcals  held  that  the 
;us.-<es.sor.s  were  bound  by  a  tran.saction  which  the  court  itself  deelare<l  to  be 
"a  device  to  escape  t;ixation."  In  1892,  however,  a  law  was  passed  in  New 
York  requiring  applicants  for  reduction  of  asscssiuent  to  make  oath  that 
lii.>  Lad  iio!  incurred  dobl.s  for  the  purpose  of  avuidiiig  tu.xatiuii. 
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tence  is  made  of  enforcing  the  tax  on  personalty,  and  especially 
where  the  taxpayers  are  required  to  fill  out  under  oath  detailed 
blanks  covering  every  item  of  their  property,  the  indr.cemcuts  to 
perjury  are  increased  so  greatly  as  to  make  its  practice  universal. 
The  honest  taxpayer  would  willingly  bear  his  fair  shan;  of  the 
burden;  but  even  he  cannot  concede  his  obligation  to  pay  other 
men's  taxes.   When  an  effort  is  made  to  introduce  still  more  dras- 
tic methods  by  the  employment  of  so-called  "tax-inquisitors" 
or  "tax-ferrets,"   as  until    recently  in  Ohio  and    Iowa,  and 
still  in  Indiana,  Kentucky  ;\nd  Oklahoma,  the  situation  lie- 
comes  still  worse.    The  only  result  of  more  rigid  execution  of 
the  law  is  a  more  systematic  and  widespread  system  of  decep- 
tion.   Official  documents  tells  us  that  "instead  of  being  a  tax 
upon  personal  propertv,  it  has  in  effect  become  a  tax  upon 
ignorance  and  honesty.     That  is  to  say,  its  imposition  is  re- 
stricted to  those  who  are  not  info,  ned  of  the  means  of  evasion, 
or,  knowing  the  means,  are  restricted  by  a  nice  sense  of  honor 
from  resorting  to  them."  '    The  tax  commission  of  New  Hamp- 
shire declares  that  "  the  mere  failure  to  enforce  the  tax  is  of  no 
imiwrtance,  in  itself  considered,  in  comparison  with  the  mischief 
wrought  in  the  corrupting  and  d-  moralizing  influences  of  such 
legislation."  ^    The  Illinois  commission  as.serts  that  the  system 
is  "debauching  to  the  conscience  and  subversive  of  the  pub- 
lic morals— a  school  for  perjury,  promoted  by  law."  ^     The 
Connecticut   commission   maintains   that   the   resulting   "de- 
moralization of  the  public  conscience  is  an  evil  of  the  greatest 
magnitude."  ^    A  later  New  York  report  states  that  "it  puts  a 
premium  on  perjury  and  a  penalty  on  integrity."  ''    The  Ohio 
commission  tells  us  that  "it  results  in  debauching  the  moral 
sense  and  is  a  school  of  perjury,  imposing  unjust  burdens  on  the 
man  who  is  scrupulously  honest."  «    The  Cleveland  commission 
of  1895  says  that  "the  existing  system  is  productive  of  the 
gravest   injustice;    under  its  sanction,   grievous   wrongs   are 
inflicted  upon  those  least  able  to  bear  them;   these  laws  a- 
made  the  cover  and  excuse  for  the  grossest  oppression  and 
'  Report  of  the  Commissioners  of  Taxes  and  Assessments  iv  the  City  of 
iVcT  Korfc,  1872,  p.  9.  ,^^^ 

»  Report  to  the  Legislature.    By  Hon.  George  Y.  Sawyer,  187b,  p.  lb. 
>  Report  of  the  Rei'enue  Commission,  IS»6,V.^. 

*  Report  of  the  Si)ecial  Cominission  r-  Taxation,  1887,  p.  27.     (/.  the 
Wew  Jersey  Tax  Commission  Report,  1880,  p.  U. 
»  Report  of  Counsel  to  Revise  the  Tax  Ixiirs  of  Xrw  York,  1893,  p.  1-. 
'  Report  of  tkc  Tax  Cumniission  rfOhin,  !89:J,  p.  22. 
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injustice;  :il»ovo  :;11  and  Loyoiul  ail,  llu  y  producp  in  the  com- 
munity a  wiilcspn-ad  dcmoralizatioti;  tiicy  induce  perjury; 
they  invite  c'oncoalnient.  Tlic  present  system  is  a  school  of 
evasion  and  dislionesty.  Tlie  attempt  to  enforce  these  laws  is 
utterly  idle."  '  The  West  Virginia  commission  tells  us  that 
"tlie  i)ayment  of  the  tax  on  personalty  is  almost  as  voluntary 
and  is  considered  pretty  much  in  tiie  same  light  as  donations  to 
the  neighborhood  church  or  Sunday-school."  -  The  New 
Jersey  commission  tells  us  that  "it  is  now  literally  true  that 
the  only  ones  who  pay  honest  taxes  on  personal  property  are 
the  estates  of  decedents,  widows  and  orphans,  idiots  and  luna- 
tics." ^  Everv  annual  report  of  the  state  comptrollers  and  as- 
sessors complains  bitterly  that  the  assessment  of  personalty  is 
nothing  but  an  incentive  to  perjury.^ 

4.  Rvgirssirlly.  Taxes  are  i)rogressive  when  their  increase 
is  more  than  proportional  to  the  increase  of  the  property  or  in- 
come taxed,  i.e.  when  the  rate  itself  increases  with  the  increase 
of  the  property.  Taxes  are  regressive  when  the  rate  increases 
as  the  property  or  income  decreases.  The  general  property  tax 
in  its  practical  etfects  is  often  regressive,  since  the  tax  on  per- 
scmalty  is  levied  virtually  only  on  those  who  already  stand  on 
the  assessor's  book  as  liable  to  the  tax  on  realty.  Those  who 
own  no  real  estate  are  in  most  cases  not  taxed  at  all;  those  who 
possess  realty  bear  the  taxes  for  both.  The  weight  of  taxation 
really  rests  on  the  farmer,  i)ecause  in  the  rural  districts  the  as- 
sessors add  the  personalty,  which  is  generally  visible  and  tan- 
gible, to  the  realty,  and  impose  the  tax  on  both.  We  hear  a 
great  deal  about  the  tledine  of  farming  land.  But  one  of  its 
chief  causes  iias  been  singularly  overlooked.  It  is  the  over- 
burdening of  tlie  agriculturist  by  the  general  property  tax. 
What  is  practically  a  real  property  tax  in  the  remainder  of  the 
state  becomes  a  general  property  tax  in  the  rural  regions.  The 
farmer  bears  not  only  his  share,  but  also  that  of  the  other  classes 
of  society.  Thus  official  documents  tell  us  that  "the  class  of 
property  that  escapes  taxation  most  is  the  class  of  projKTty  that 

'  Riiiort  of  Ihv  SjHciiil  Committee  on  Taxation  of  the  Cleveland  Chamber 

of  ('ll')IHII  >T(  ,   Is'.)."),  |),    10. 

-  I'lrtliiiiitiinj  Rt  jxtrl  of  the  Tax  Commission,  l.SSt,  p.  10. 

^RejHirt  of  the  Commi.tnion  to  inrestiyate  the  Subject  of  Taxation  in  the 
State  of  Xtir  .lersei/.     Trctiton,  1S97,  p.  7.5. 

<  (f.  Reiiiut  of  California  lioanl  of  K<iHa. ization,  lS,H.')-80,  p.  0.  For  simi- 
!;ir  ij!!(>t;!!i!i!!s  from  the  rc'c'ri"  "f  \\v  ni'w  stati'  cnminissioners  from  1895 
to  tho  present,  sec  infra,  clmps.  xix,  xx. 
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pays  the  largest  {lividends."  •  And  in  general  it  may  be  said, 
with  our  state  auditors,  that  "the  property  of  the  small  owner, 
as  a  rule,  is  valued  by  a  far  higher  standard  than  that  of  his 
wealthy  neighbor."  -  Or,  as  it  is  put  l)y  others:  "  In  every  por- 
tion of  the  state  we  find  the  most  unproductive  property,  and 
that  of  the  lowest  real  value,  assessed  at  the  highest  ratio.  The 
rule  holds  good  that  those  w!  .  have  to  battle  hardest  v'th  life 
for  subsistence,  are  compelle<i  to  pay  the  most  one-  ..s  taxes 
on  the  real  value  of  their  property."  ^ 

It  is  no  wonder  that  in  their  desperation  the  small  farmers 
should  cry  out  for  the  e(iual  enforcement  of  tlie  laws  taxing 
personalty;  it  is  no  wonder  that  they  should  attempt  to  stem 
the  current  in  ignorance  of  the  impossibility  of  the  task.  They 
have  forgotten  Walpole's  saying,  that  it  is  safer  to  tax  real 
than  personal  estate,  because  "landed  gentlemen  are  like  the 
flocks  upon  their  plains,  who  suffer  themselves  to  be  shorn  with- 
out resistance;  whereas  the  trading  part  of  the  r.ation  resemble 
the  boar,  who  will  rot  suffer  a  bri-^tle  to  b(>  pluckt  from  his 
back  without  making  the  whole  parish  to  echo  with  his  com- 
plaints." * 

5.  Double  taxation.  Double  taxation,  as  we  shall  see  later 
on,  is  of  various  kinds.  But  there  is  one  form  which  is  par- 
ticularly applicable  to  the  property  tax,  namely  that  of  de}>t 
exemption.  This  is  perhaps  the  greatest  weakness  of  the  gen- 
eral property  tax,  and  the  one  which  has  given  rise  to  the  most 
interminable  discussion. 

On  the  one  hand  it  is  maintained  that  an  offset  should  be  made 
for  all  indebtedness,  whether  mortgaije  debts  on  real  property  or 
general  liabilities  on  per>-onaIty.  Individuals  should  be  taxed 
on  what  thev  own,  not  on  what  the-  owe.  To  tax  both  bor- 
rower and  lender  is  doublf  taxation.  This  is  the  view  of  the 
Connecticut  commission.'  and  the  practice  of  most  of  the  states 
accords  with  it.  On  the  other  liiind,  the  majority  of  .American 
investigators  assert  that  deduction  for  indebtedness  results  prac- 
tically in  such  injustice  and  deception  as  to  be  utterly  unendur- 
able.     They  therefore  demand  that  there  shall  be  no  otTset  of 

•  Biennial  Rcixirt  of  On-  .1  uditor  <>/  Io\rn,  1SS0-S1 ,  p.  6. 

^  Bitnniid  Riimrt  of  the  Auilitor  (if  K<  :-l>iH:y.  lSH7,p,iv. 

'  Report  of  tfw  Slitle  .l,s«<.s.-'>r.s-  of  \nr  York.  1S73,  ]).  9.  Cf.  West  Vir- 
ginia Tax  Commi.'.-.sion.  llreUminaru  Rcjxjrt,  1SS4,  p.  H;  ft/Jon'  of  the  Comp- 
troller of  Tennr^ee,  ISSS,  p.  Itl. 

*Cf.  Sinchiir.  Ifixloru  of  the  I'lihlir  Rennue,  vol,  iii.,  .ippcndix,  p.   (0. 

'  Report  of  the  rofNmiw/dn  of  1SS7,  p.  '_'ti. 
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debts  against  property.  This  is  the  view  of  the  Massachusetts 
unci  New  Jersey  commissions,  '  and  the  practice  in  some  states 
like  Pennsylvania,  (ieorgia,  Kentucky,  Louisiana,  Maryland  and 
Missouri. 

Both  these  views  are  correct.  To  tax  both  lender  and  bor- 
rower for  the  sanie  property  is  plainly  double  taxation,  and 
therefore  unjust.  The  fallacy  of  the  contrary  opinion  consists 
in  looking  at  the  property  rather  than  at  the  owner.  Wind  the 
state  desires  to  reach  is  jirimarily  the  individual.  It  taxes  his 
property  simply  l>ecause  it  considers  this  a  test  of  his  ability  to 
pay.  But  his  ability  is  manifestly  reduced  pro  tanto  by  his  debts. 
Hi;!  true  taxable  property  therefore  consists  in  his  surplus  above 
inde'otedness.  Otherwise  one  would  be  taxed  for  what  he  has, 
and  another  for  what  he  has  not.  As  it  has  been  well  put,  what 
we  want  to  tax  is  ai)ility,  not  liability.  This  is  the  view 
accepted  by  all  European  authorities.  -  The  only  American 
scientist  who  holds  to  the  contrary  opinion.  Amasa  Walker,  does 
so  in  a  half-hearted  way;  for  he  l)ases  his  view  on  arbitrary  data, 
confesses  that  much  hardship  will  ensue,  and  finally  concludes 
that  the  income-tax  principle  is  the  only  just  one.  ^  To  tax 
lx»th  property  and  credits,  both  lender  and  borrower,  is  plainly 
incorrect  in  principle  and  ine(iuital)le  in  practice. 

On  the  other  hand,  it  is  equally  true  that  deduction  for  debts 
is  thoroughly  pernicious  in  its  operation.  It  is  the  universal 
testimony  tliat  no  portion  of  tiie  tax  laws  offers  more  tempta- 
tions to  fraud  and  perjury  than  this  system  of  offsets.  The 
creation  of  fictitious  debts  is  a  paying  investment.  In  the 
states  where  such  deductions  are  permitted,  attempts  to  obtain 
immunity  from  taxation  in  this  way  are  widespread  and  gen- 
erally successful.  And  they  are  most  successful  in  the  case  of 
property  which  already  bears  less  than  its  share  of  the  burdens. 
The  great  majority  of  officials  cry  out  against  debt-exemption  as 
an  utter  abomination.  ' 

Both  methods  are  tlius  unendurable.  Debt-exemption  and 
no  debt-exemption  are  equally  batl.    The  states  shift  from  one 


'  .Uriw/Wi^.sYtf.s-  CoDniiixaum.  IS '■),  pp.  O.t-OS;  Xrir  Jersey  Comminsion, 
ISSn,  p  20:  Cnwmissinii  «/lS91,  PrrUminnry  Rrjmrt,  p.  10, 

^Hnschcr,  rimi),:in.-<.ien.sehnfl,  p.  ;«ti;  VNagncr,  Finmizwissenschaft,  ii., 
p.  4;i2. 

'  \   W.ilkcr,  Sriener  of  Wealth  (7th  cditionl,  .3.39. 

*  l{>  IKtrl  (if  the  Commissioners  nf  Assessmevl  and  Taxniinn  >n  Ore/'(m 
ISSti.  p.  !».  '  '  J     > 
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lH)licy  to  the  other  hi  etiual  ilcspair.  We  arc  therefore  forced 
to  the  conclusion  that  tlie  whole  system  is  unsound.  The  fault 
lies  not  in  the  exemption,  Imt  in  the  taxation,  of  property.  The 
general  property  tax  under  either  of  these  two  methods  produces 
crying  injustice.  As  there  is  no  third  method  j  ossihlc,  the  in- 
ference is  that  the  injustice  is  of  the  essence  A  the  general 
property  tax.  The  New  York  commission,  indeed,  came  to 
the  conclusion  that  mortgage  debts  should  he  deducted  from 
realty,  but  that  there  should  be  no  offset  for  debt  in  the  assess- 
ment of  persontdty.'  This  would  be  a  legal  discrimination 
wholly  subversive  of  the  first  principles  of  justice.  As  a  matter 
of  fact,  just  the  contrary  principle  prevails  at  present  in  New 
York  and  Connecticut;  debts  are  there  deductible  only  from 
personalty.  There  is  no  logical  escape  from  one  of  the  two 
methods,  debt-taxation  or  debt-exemption;  and  under  either 
plan  th(;  general  property  tax  stands  convicted  by  the  test  of 
experience. 

Under  a  system,  indeed,  where  there  is  no  general  property 
tax,  but  simply  a  tax  on  real  estate,  the  question  of  taxing 
mortgages  assumes  a  different  aspect  and  must  be  decided  in- 
dependently. As  that  problem  is  discussed  elsewhere  in  this 
volume,-  it  may  be  omitted  here.  But  as  soon  as  we  have 
the  general  property  tax  and  exempt  mortgage  debts  on  real 
estate,  the  exemption  must  consistently  be  accorded  to  all 
debts.  And  we  are  then  immediately  confronted  by  the  di- 
lemma just  discus.sed. 

If  we  sum  up  all  these  inherent  defects,  it  will  be  no  ex- 
aggeration to  say  that  i'  y-  general  property  tax  in  the  United 
States  is  a  dismal  failure.  No  language  can  be  stronger  than 
that  found  in  tlie  reports  of  the  officials  charged  with  the  duty 
of  assessing  and  collecting  the  tax.  Whole  pages  might  be 
filled  with  such  testimony  from  the  various  states.  Only  the 
following  extracts  from  the  New  York  reports  are  given,  as 
samples: 

"  A  more  unequal,  unjust  and  partial  system  for  taxation  could  not 
well  be  devised.' 

•  First  Report,  1871,  pp.  fiO-()0,  71-79.     Cf.  the  sharp  criticism  in  the 
MasmchuseltK  Tax  Comini.'^.sioncr.'i'  Reixirt,  187."),  p.  Oti. 
-  Infrn,  ch.np  iv 
'  First  Annual  Re/x/rl  of  the  Stale  Assessors,  IStiO,  p.  12. 
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The  tkfccts  of  our  nysttin  are  too  glaring  and  oiR-rate  too  oppressively 
to  Ix'  long'T  tolerated.' 

The  burdens  are  so  heavy  and  the  inequalities  so  gross  a.s  almost  to 
paralyze  and  dishearten  the  jn'opk-.-^ 

The  absolute  ineffieieney  of  the  old  rickety  statutes  paased  in  a  bygone 
generation  [is  patent  to  all].' 

The  hoiM>  of  obtaining  satisfactory  results  from  the  present  broken, 
shattered,  leaky  laws  is  vain.< 

The  system  is  a  farce,  sham,  humbug.' 

The  present  result  is  a  travesty  upon  our  taxing  system,  which  aims 
to  be  equal  and  just.' 

[The  general  proiK-rty  ta.x  is]  a  reproach  to  the  state,  an  outrage 
upon  the  jicople,  a  disgrace  to  the  civilization  of  the  nineU'enth  century, 
and  worthy  only  of  an  age  of  mental  and  moral  darkness  and  degrada- 
tion, when  the  'only  ecjual  rights  were  those  of  the  equal  robber.'  "' 

After  such  self-criticism  nothing  more  need  be  said.  In 
comparison  with  this,  the  view  of  the  European  scienti-sts  is 
moderate,  that  "a  cruder  in.strumentality  of  taxation  has 
rarely  been  devised.'"*  And  yet,  notwithstanding  all  this 
criticism,  our  methods  limp  along  almost  unchanged. 

II.  History  of  the  General  Property  Tax  in  Antiquity 
In  the  previou.s  chapter  we  have  learned  how  direct  taxation 
begins,  and  have  seen  that  the  primitive  form  is  the  land  tax 
or  tax  on  real  estate.  We  also  noticed  the  process  by  which 
the  original  mass  of  property  is  gradually  broken  up,  and  per- 
sonal property  slowly  assumes  a  greater  importance  in  the 
wealth  of  tlu!  community.  Let  us  study  a  little  more  in  detail 
the  subsequent  history. 

The  monarch,  or  public  opinion  as  reflected  in  the  govern- 
ment, seeks  to  conform  the  practice  of  taxation  to  this  change 
in  economic  facts.  The  property  tax  continues,  but  the  a.s- 
sessor  tries  to  make  the  tax  eciuable  by  including  not  only  the 
realty,  but  also  all  these  new  forms  of  personalty,  whether 
corporeal  or  incorixireal.    The  original  land  tax  is  supplemented 

'Comptroller's  Rrjmrt,  18,59. 
i  Asaiasorn'   Ihporl,    1S73,  p.   .3. 
'  Assessors'  Report,  1877,  p.  .5. 

♦  Report  of  Commissioners  of  Taxes  and  Assessments,  1876,  p.  52. 
^  Assessors'  Rr/Htrt,  1879,  p.  23. 

•  Comptroller'^  Rei><>rt,  1S89,  p.  34. 
''Assessors'  Report,  1879,  p.  7. 

»  Leroy-heauiieu,  Srienee  des  Fiiiiutres  (.V"cd.),  iii.,  |).  498;  '"IlarfUleut, 
dans  la  fiscalit6  moderne,  on  a  invpnte  d'instrument  plus  grossier." 
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by  otliiT  taxfs,  or  cxiKindcil  into  •■'  hciicimI  property  tnx.  'Ilit' 
attempt  is  iiitellij!;it>li'  iiiid  even  htudahU-;  for  it  is  simply  the 
mauifestatiou  of  tlie  ideas  of  eciuali):'  and  umversality  of  tax- 
ation. Personal  projierty  must  not  escajje;  inju,  it  must  be 
ineludeci  in  the  designation  of  general  property  and  taxed 
eciually  with  tlie  real  pro|)erty. 

The  attempt  is  laudabU',  but  it  is  futile.  Personalty  will 
evade  the  most  imiuisitorial  assessor.  Wherever  trie<l,  the 
general  proix^rty  tax  again  resolves  itself  into  the  real  prop- 
erty tax.  History  shows  us  that  this  has  always  been  the  case. 
The  more  complex  the  industrial  development,  the  more  in- 
evitably does  this  jirocess  take  place  anil  tlu'  more  surely  does 
the  general  proju-rty  tax  virtually  revert  to  its  i)rimitive  forn> 
of  real  property  tax.  Not  alone  history,  but  theory,  shows  us 
that  this  must  be  so.  For  the  general  projjcrty  tax,  as  we  have 
.seen,  originated  with  and  is  calculated  for  an  economic  system 
where  the  only  projierty  is  the  collective,  indivisilde  jiroperty, 
where  the  landownc  r  and  capitalist  are  one.  There  is  one  kind 
of  i)roperty,  and  therefore  one  kiiul  of  property  tax.  But  as 
soon  as  property  is  s()lit  up  into  ditTerent  jiarts,  as  soon  as  there 
are  various  kinds  of  i)roi)erty,  just  so  soon  docs  the  single  prop- 
erty tax  become  anticjuated  anil  useless.  It  is  not  only  useless, 
but  it  is  now  absolutely  iniciuitous.  For  the  attemi)t  to  include 
under  one  head  the  gains  flowing  from  widely  ditTerent  i)ur- 
suits — pursuits  whose  numl)er  and  divergence  are  limited  only 
by  the  well-nigh  boundless  variety  of  individual  capacity—, 
this  attempt  to  reduce  the  multiform  to  the  uniform  can  end 
-nly  in  the  virtual  exemption  of  the  new  forms  and  a  con- 
,-.r(|uent  overburdening  of  the  old.  What  has  been  conceived 
in  the  spirit  of  justice  develops  into  an  embodiment  of  injus- 
tice. What  has  been  in  its  origin  an  attempt  to  attain  equality 
results  in  gro.ss  inequality. 

Because  of  the  evident  impracticability  of  the  general  prop- 
erty tax,  governments  now  begin  to  fit  their  theories  of  tax- 
ation to  the  economic  facts.  They  abandon  the  attempt  to 
make  the  new  facts  conform  to  the  old  theories.  As  various 
forms  of  personalty  gradually  set  tliems(>lves  free  from  taxation, 
the  state  reasserts  the  princii)le  of  eiiuality.  But  it  now  recog- 
nizes the  existing  facts  and  abandons  the  fiction  of  the  general 
collective  property.  As  property  splits  up  into  its  various 
element:^,  Tii",v  taxes  are  laid,  one  by  one.  not  on  the  property 
but  on  the  sei)arate  sources  of  this  new  wealth.    The  old  land 
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tax  may  be  retained,  but  other  taxes  are  iiniwscd  in  various 
forms.  Tuxes  on  vocations,  on  professions,  on  trade,  on  votu- 
merce,  on  profits,  on  interest,  on  wages  and  salaries,  follow  in 
(luitk  suecession,  until  finally  the  theories  and  practice  of  taxa- 
tion are  in  harmony  with  actual  conditions.  One  by  one  these 
various  sourtes  of  wealth  drop  off  from  the  antiquated  general 
property  tax  on  /  to  receive  a  new  life  in  these  fresh  forms.  The 
feeling  of  equity  in  the  public  consciousness  cannot  be  put  down. 
What  escapes  under  one  form  it  attempts  to  reach  under  another. 
Fiscal  theory  cannot  long  lag  behind  the  facts  of  indu.strial  life. 

Let  us  test  the  truth  of  these  .statements  by  an  appeal  to 
history.  Let  us  trace,  in  other  words,  the  actual  development 
of  t;lic  general  property  tax.' 

In  anticjuity  direct  taxation  was  treated  as  an  extraordinary 
source  of  revenue.  The  Athenian  direct  tax  (eia<l>opd),  as  levie<l 
ill  the  time  of  Solon  (b.  c.  500),  was  nominally  a  classified 
property  tax,  but  in  reality  a  land  tax.-  With  the  increaro  of 
wealth  an  attempt  was  soon  made  to  reach  i)ersonalty;  but  its 
success  is  entirely  conjectural.  We  simply  know  that  under 
Nausinicus  (u.c.  ;}78)  the  bases  of  ta.xation  were  not  only  land 
and  hou-scs,  but  also  slaves,  cattle,  furniture  and  money.  It 
has  been  claime<l,  however,  that  the  tax  hail  by  that  time  lie- 
come  a  progressive  income  tax.''  At  all  events  there  is  no  proof 
that  the  tax  on  intangible  personal  property  as  such  was  at  all 
successful. 

'  The  only  Kcncnil  attempt  thus  far  m.-uic  to  diseutw  this  subject  is  that  of 
I'arieu,  Ili.stoirf  <I(S  imfn'ilx  yitaraux  sur  la  propriiU  et  le  rertnii  {18.5t)). 
While  iiitercstiii);,  it  is  inexaet,  inadequate,  unclear  and  antiquated. 

'  Hoeckh,  I'lihlir  Econoiiin  «f  Ihv  Athi niini.'i,  h(H>k  iv.,  chap.  .").  J.  Beloeh, 
•  Des  \  (»lksvenno)ren  in  .\ttiku,"  in  lltriin.t.  vol.  20  (1885),  pp.  2 1.')-6  main- 
tains that  it  was  a  tax  on  pnMluee,  and  most  probaWy  on  gross  produre. 
It  was  paid  in  kind  until  428-7.  Kordetail.s  see  Selipman,  Progressive  Taxa- 
tiiDi,  2d(Hl.  (1!K)S).  i)p.  11-12. 

'  '1  hia  is  claimed  by  Hoilbertus,  in  Ilildebrand's  Juhrbiicher,  viii.,  p.  45.3 
et  siq.  For  tlie  other  \ iew  see  the  complicated  interpretation  of  Hoeckh 
(p.  (it)!»  of  the  American  (>dition).  Heloch  contends  that  it  wjw  still  a  pro[>- 
erty  tax  at  this  time,  and  that  the  taxpayers  were  put  into  !us(*ociations 
or  groups  (avufiopian  for  the  purpost-  of  a  mon-  ade(iuate  a.s.sessment  of 
personal  property.  ."<ee  tlie  article  quoted  in  the  last  note  but  one,  and  also 
"  Das  attische  Timema,"  in  Hinnm.  vol.  22  (1887),  p.  ;?71.  Heloch's  views 
are  accepted  by  Kd.  Meyer,  (lischirhlr  ihs  AlUrlum.%  vol.  ii.  (1893),  p  408, 
note,  and  KItiiiu  Schriftvu  ziir  Gisrhirlilslhenrie  und  :iir  mrlhschnJtUchen 
und  polilUchtn  Cxrlnchle  </,>■  Mlerliiws  (1010),  p.  180.  Cf.  also  P.  Guiraud, 
Elatics  ca)Tu>niiqui.>  ^iur  r,,i,ii,/„,i,-,  2d  .•.].  (IiM)5),  pp.  77-79,  and  Krancolie, 
finances  des  t  '  ' 
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I  cites  ijrerqiies  (.1909),  p.  20. 
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In  Rome  the  direct  tax  {tributum  ciriuin),  wtiicli  \v:i>  soine- 
times  even  treated  as  a  forced  loan  to  he  repaid  out  t)f  the 
procewls  of  conciuest,  was  levii'd  only  to  meet  extraonlinary 
exjK'nses  for  which  the  proceeds  of  domains  (the  irctigalin)  did 
not  suffice.  As  Home  was  at  first  an  nRricultural  community, 
the  real  "quiritarian"  proju-rty  alone  recognized  hy  law  con- 
sisted solely  of  land  and  the  capital  affixed  to  land,  like  houses, 
slaves  and  cattle.  These  wen;  the  its  iimucipi.^  Hut  the  prop- 
.-  erty  tax  was  assessed  only  on  the  land,  on  the  assumption  that 

every  acre  of  land  would  retpiire  a  definite  quantity  of  this 
productive  capital.-  The  early  Roman  proi)erty  tax  was  there- 
fore in  effect  a  tax  on  realty,  analoKous  to  the  early  tlff^opd} 
With  the  development  of  trade  and  ir.dustry  in  the  later  days 
of  the  reimhlic,  the  character  of  property  underw<>nt  a  change. 
The  amount  of  personalty  increased.  If  the  trihiiluiii  was  to 
remain  a  general  property  tax,  it  would  i)e  necessary  to  assess 
also  these  new  forms  of  jiroperty.  .Vnd,  in  truth,  the  attempt 
was  made.  Not  only  farming  implements,  hut  ships,  carriag<'s, 
money,  garments,  ornaments,  itc,  were  listed.'  Hut  it  must  lie 
rememheretl  thai  the  only  personalty  assessed  still  consisted  of 
visihle,  tangihle  ohjccts,  although  the  cens(-rs  had  practically 
unlimited  power  to  take  up  any  property  into  the  tax-list 
(census).  There  is  no  evidence  to  prove  that  trading  capital 
proper  wa.s  at  all  taxed.'  And  it  is  useless  to  speculate  what 
might  have  been  the  result  during  the  last  period  of  the  re- 
public; for  further  progress  in  this  direction  was  checked  by 
the  fact  that,  with  one  isolate('  exception,  the  republic  levied 
no  direct  property  tax  at  all  (m  the  Roman  citizens  after  1()7 
H.c.     Wliether  the  trihutum  vivium  was  again  employed  during 

'  "Mancipi  rrs  .sunt  pr!ir<li;i  in  Ilalicnsolo.  tam  rustica,  qualis  est  fundus, 
qu.im  urbana,  (luiilis  donuis;  item  juia  jjiai'dioruin  rusticoruni,  vclut  via, 
iter,  actus,  uciuacductus;  ilcni  .scrvi  el  (iua(lrup('<lc.M,  quae  dorho  colldvi'  do- 
niantur,  volut  bovcs,  miili.  «'(iui,  a.sini.  ('clcrac  res  noc  mancipi  sunt." 
riljian,  10,  1.    Cf.  Gaius,  i..  p.  120;  ii.,  pp.  l.")-17. 

-  Marquardt,  Romixcht  Sltnilsrenvatliirig  (2d  (nlitior.     ii..  p.  Itift. 

'  E.xcept  that  it  was  not  a  grailuatrd  tax,  and  wjis  levied  on  the  market 
value,  not  the  produce. 

*  Matthias,  lidini.tchc  (inmilsli mr  tnnl  Vuiignlrerht,  1S.S2,  p.  0.  The  lead- 
ing ideas  of  Matthias  are  translated  in  Humbirt,  Essni  xtir  lis  fumitccx  chiz 
tcK  Romairis,  ii.,  p.  .^28  >t  i»q. 

*  The  only  one  who  maintains  the  contrary  i.s  WaltiT,  (imrfiichtf  dt.f 
riimiscken  RerhJ!!  f.'W  o<!!t!f!nV  i  .  js.  271.  Hut  tb.e  p."..'',''.:!ire  of  l.ivy  in  ■-■.{-.ich 
he  refers  (vi.,  27)  does  not  bear  out  his  ii.s.sertion.  A\'alter  stands  quite 
alone. 
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the  »Miii)irf  is  a  mcH)t  (lucstioii.  I'lio  wciKlitier  arRumontK  socni 
to  he  (111  tlic  side  of  tliiisc  who  maintiiin  that  it  was  ncviT  again 
niiiilf  use  of  in  its  old  form.' 

Ill  till'  provinces  tlie  pro|M'rty  tax  was  nothing  hut  a  land 
tax  t'ithera  taxon  the  value  {tribiitiim  noli),  or  a  tithe  (il(ruma\ 
or  a  ground  rent  (irrtlgnl  orlutn  or  .stipcndium).  In  aihlition 
to  the  land  lax  proper  we  tiiid  the  ikiU  tax  (tributiim  capitis) 
whieh,  in  some  of  the  oKler  provinces  where  the  remains  of  an 
enterprising  comm  -rcial  life  still  existed,  prohably  included  a 
tax  on  classes  or  professions  or  a  nominal  general  proix-rty  tax.* 

The  Roman  projierty  tax  was  therefore  virtually  a  tax  on 
land  and  the  little  productive  capital  affixed  to  land.  Person- 
alty, so  far  as  it  was  assessed  at  all,  consisted  of  the  meagre 
tangil)le  objects  owned  by  an  agricultural  jM-ople.  The  Uomana 
had  a  general  i)roperty  tax  liecause,  as  in  early  C.reece,  there  was 
only  one  kind  of  pniperty— the  colU'ctive  property  owned  by 
slavi  -holding  landed  i)roprietors. 

Tnoer  the  empire  industrial  society  began  to  differentiate. 
Caligula  (.\.n.  'M  \\)  took  advantage  of  this  to  levy  taxes  on 
special  classes,  above  all  on  carriers,  prostitutes  and  pimps.' 
Trading  capital,  everywh(>re  the  first  element  to  separate  itself 
from  the  collective  mass  of  property,  was  reached  for  the  first 
time  by  \'espasian  (t»'.)-7'.t)  in  the  curious  tax  on  the  private 
owners  of  city  urinals  .and  closets.'  Finally,  shortly  before 
("aracalla  (21 1-217)  we  find  a  general  tax  on  commercial  capital, 
known  henceforth  as  aunim  negntiatoritim.    But  what  a  singular 
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'  H.xlhorlii.x,  Ilildihranil's  .hihrUurhrr.  iv.,  pp.  KW-427,  and  HowoKisch, 
Rnmisrhf  FiiKinzni,  p.  i:Mt>,  maintain  it.s  fxi.strncf.  Hut  Suvitjny,  Vrr- 
wischlv  SrhnflcH.  ii.,  pp.  I.")l.  IN.');  Hii.sclikc.  Cihrr  den  Cciisun  ziir  Zeit 
Chnsli.  pp.  70,  I'.K);  .Motninscn,  liiniiixchi  disrhichli,  ii.,  p.  ;{S7;  ami  Miir- 
<Hianlt,  Riiniischr  StniU.tvrnnillniKj,  ii.,  I>.  171.  take  the  opixwito  vii'w. 
bureau  dc  la  Malic,  in  his  /sVo/mm/V  ixililiqiif  i/r.<  Riiiiiains.  docs  not  touch 
this  point.  The  decisive  <iuotation  is  tliat  fnun  Ta<'ilus,  Aiiiinles,  i:i,  .'il,  ()f 
whicli  l{(Mlhortu.-i'  interpretation  is  straine<l.  The  best  arftunient  -vhich 
has  not  hitherto  been  advanced  -.seems  to  l)e  tiiis:  tliaf  if  the  trihutum 
n'rili  had  continue)!,  it  would  not  have  txfn  ncccs-sary  for  Uioclotian  to 
inlrixiuce  into  Italy  the  Irihiilum  iimrhicudi: 

2 1{o<ll>iTtu.-;,  iv.,  p.  iitit,  puts  it  tcM)  strongly  when  ho. s.ay.s  that  it  waaoiily 
a  poll  tax.    .S'c  .Maniuardt,  <i/i.  ri/.,  ii.,  p.  lit."). 

^>>uetonius,  Cnliq'ilo,  II):  "Kx  (jerulorum  ditirnis  qiiaestilius  parsoetava, 
ex  capturis  prostituaruin  (lU.inluin  ([uaeque  uiio  conculiitu  niereret."  '/. 
Dill  Ci.<.^iii.>,  iix..  iS. 

'  Known  n^funcuni.  .-^uelonius,  ^«.^7W^^  jii,  Id.  2.i  '/.  for  other  author- 
ities Waller,  l{ichl!<yt:.fchiclit(;  i.,  p.  4',W. 
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coinniciitiiry  it  ison  tin- pronrcssctf  civili/nlion  flint  the  first  lax 
on  cMrciilutinK  nipitiil  shimltl  Im-  dii  ii  rallicr  dfunidinn  occtipa- 
tiim,  ami  tlic  first  tax  on  industry  imt'  on  prostitutes.'  (  ara- 
calla,  we  an-  told,  contfrrrd  tin-  privilege  of  Honiaii  citi/fu^liip 
upon  all  tin-  inliahitanis  of  the  t'Mipirc  in  order  to  exienil  to 
tlieni  the  now  numerous  direct  taxes,  esiM'cially  the  succession 
and  manumission  taxes.-  The  provincial  land  tax  continued; 
hut  it  went  through  the  same  evolution  as  the  civic  ilirect  tax 
and  liecame  a  general  property  tax. 

The  industrial  develo|iinent,  liowever,  had  otitrun  fis<-d 
theory.  It  hecame  more  and  more  diffi<'ult  to  ri'ach  personalty. 
More  and  more  harl)arous  methods  were  introduced;'  laitil, 
as  Lactantius  tells  us  in  stirring  lanmiajie,  torture  was  aiiplied 
to  the  recalcitrant  owner.'  Inder  niocletian  the  provincial 
land  tax  (known  henceforth  {\^  jnijatin  or  (■(i/iitdlio  tcrrrnn)  was 
introdviced  into  Italy.  Uut  at  the  time  of  the  Theodosian  code 
and  the  compli'tion  of  the  late  fiscal  system,  we  find,  not  the 
general  projierty  tax,'  hut  a  vast  variety  of  taxes,  indirect  and 
direct.  Chief  among  the  latter  were  those  on  the  profits  of 
trades,  professions  and  artisans."  now  r-onsolidated  into  corpora- 
tions through  the  petrifaction  of  industrial  relations.'  liut  the 
atteini)t  to  tax  personalty  Ity  means  of  a  general  property  tax 
was  ahandoned  hecatise  the  original  ma..s  of  property  had  dis- 
integrated. The  i)rimitive  sy>tem  was  aholished,  and  was 
replaced  by  methods  mori-  or  less  analogous  to  those  employed 
in  motlorn  Kurope. 
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'  Hi!<icl)ran<i'n./ij/iH"(r/i(T,  v.,  p.  31". 

'  .\t  Ictust  this  is  till'  uinli;iril:itilc  ciinsl  ruction  of  the  ait  l>y  Dio  Cussius. 

•The  iminirilml  ilcciiriotis,  fnr  rx:iin|ilc,  wire  inailc  piTsonally  li:ililc  for 
the  taxes  Icviinl  on  tliiir  iniinicipalilics.  Service  as  ileiiirion  l)eiaiiie  eoiii- 
pulsory  anil  hereditary.  l'ii(iitive  ileeiirioiis  were  hroiiuht  l)aek,  like  fiitfi- 
tive  serfs  or  military  ileserters. 

<  l)i  iiinrlF  iH'rs.  hi:  Fora  omnia  jiretrihiis  familiariiim  referta;  iintis(]ui.s- 
(lue  eum  liheri.s,  eum  .ser\is  ailerat;  Inniieiila  ae  verhera  i)ers<mal)anl ;  filii 
ailversu.s  parentes  siispemlehanliir;  fiiielissimi  i|niiiue  .■^ervi  contra  ilominos 
vexahanlur,  uxores  adversus  mantos.  Si  omnia  ilefecenint,  ipse  contra  sc 
tonitiehanlur,  et  (luuni  ilolor  viieral,  ailseiihehantur  ipiae  non  huhehantur. 

'■|'he  poll  tax  Inipitn/io  plrhnn  or  huni'inii)  levied  on  the  wrfs  iroloni) 
was  practically  a  property  tax  l)eeaus<>  it   was  paid  by  the  landowner. 

"Known  im  chriisimji/riiiii,  rtrtiyid  artiiiiii,  /«'/</«  ouraria,  and  niirum 
luslriih.  ('/.  Levas,iM'ur,  li.toirc  di^  clii.f.-ns  oiiiriinf  in  France,  i.,  pp. 
72-78. 

'  ('/.  Win.  .Xdanis  Urovvn,  "State  Cdiitrol  ui  liniu.-tiy  in  tnc  iourth  Cen- 
tury," I'olitiad  Science Qiiarterty,  ii.  (ISST),  i)p.  491-51:5. 
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III.  Early  MedicBval  H 'story  of  the  Property  Tax 

During  the  middle  ages  the  same  development  can  be  no- 
ticed. In  the  early  period,  after  the  disruption  of  the  Roman 
empire,  there  were  no  taxes  at  all.  The  primitive  Teutonic 
idea  forced  its  way  into  the  feudal  system,  and  the  contri- 
butions originally  devoted  to  public  purposes  became  the  private 
possessions  of  feudal  nobles  and  over-lords.  The  public  tax 
became  private  property.' 

In  the  early  feudal  system  land  was  practically  the  only 
form  of  wealth,  as  it  was  the  basis  of  the  political  fabric.  In 
England  the  feudal  payments  {hidage,  scutage,  cariicage  and 
tallage)  were  assessed  on  the  land,  just  as  the  Saxon  shipgeld 
and  dancyeld  were  land  taxes.  These  were  at  first  levied  on 
the  gross  produce  of  the  land,  either  actual  or  as  computed  by 
the  mere  quantity  of  the  land.  With  the  progress  of  cultivation 
net  produce  rather  than  gross  produce  was  made  the  test.  Rents 
became  .uC  only  practicable  test  of  the  value  of  land.  But 
from  the  twelfth  century  onward,  the  growth  of  industry  and 
commerce  in  the  towns  letl  to  such  an  increase  of  personalty 
or  movables  that  it  became  necessary  to  devise  some  new 
method  of  reaching  the  ability  of  the  citizens.  The  only  way  out 
of  the  difficulty  in  England,  as  on  the  whole  continent,  was  a 
combination  of  the  taxes  on  lands  and  on  movables  through  the 
general  property  tax. 

The  mediajval  tow.'  was  the  birthplace  of  modem  taxa- 
tion. Every  inhabitant  was  compelled  to  l)ear  his  share  of 
the  local  burdens,  his  proportion  of  the  scot  and  the  lot.  The 
scot,  or  tax,  was  almost  from  ♦ho  very  outset  the  general  property 
tax  combined  with  the  sulwrdinatc  poll  tax,  exactly  as  in  the 
earliest  days  of  the  New  England  colonies.  The  town,  as  such, 
geqerally  paid  its  share  of  the  national  burdens  in  a  lump  sum, 
the  firina  burgi.  But  this  lump  sum  was  always  distributed 
among  the  townsnicn  in  proportion  to  the  property  of  each.* 

'  r/.  for  dctailn  Clamageran,  Hintoire  de  I'impot  en  Fratice,  i.,  p.  115; 
and  Vuitrv,  6tudix  sur  le  regime  financier  dc  la  France  avant  la  revolution, 
i,  p.  420.' 

'  N'umproiw  examplps  may  be  found  in  Madox,  Pinna  Burgi,  p.  281  et 
seq.  In  one  town,  under  Edward  III.,  each  man  is  "'taxandus  et  assidendu.i 
juxta  quantitatem  Ixinonim  et  catallorum  Miionim  ihidem."  In  another 
town  the  tax  "debet  assideri  pmportionaliter  juxta  quantitatem  boncr.im 
Buorum."  For  I^ondon,  where  eaeh  fn-enian  paid  the  general  prop«'rty  (ax 
as  iMilidt  de  buiii.i  >Mii.s  or  partem  catallornii     ec  the  examples  in  Munir,ierUa 
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On  the  continent  it  was  the  same.    In  tlie  German  to\\Tis  the 
taxes  were  at  first  levied  only  on  lands  and  houses.'    Begin- 
ning in  the  twelfth  century,  however,  other  constituent  ele- 
ments of  property,  both  movable  and  immovable,  were  grad- 
ually added,  until  before  long  we  find  the  general  property  tax. 
The  temix)  of  the  development  naturally  varied  in  the  different 
towns,  but  the  broad  lines  were  almost  every^vhere  the  same. 
Thus  by  the  end  of  the  thirteenth  century  it  had  become  cus- 
tomary to  add  rent- charges  to  houses  and  land.    As  long  as 
the  reni-charp;crf  were  irredeemable,  they  were  taxed  as  real 
estate;  but   after  they   had   become   redeemable,  they  were 
gradually  treated  as  personalty.'    For  in  Germany  as  in  Eng- 
land we  find  the  feudal  distinction  between  real  estate  and  per- 
sonal property  {Liegende  and  Fahremk  Habe  or  Liegenschaften 
and  Fahrniss),  which  was  almost  tantamount  to  that  between 
movables  and  immovables  {McMien  and  Immobilien).     The 
other  elements  of  iiersonalty  were  slowly  added  to  the  assess- 
ment lists.     We  find  mentioned  in  the  tax  ordinances  of  the 
period  the  following  classes  of  personal  projierty:  (1)  household 
furniture,    (2)  clothing,    ornaments    and    weapons,    (3)  food 
supplies  for  home  consumption,  (4)  supplies  of  wine,  straw  and 
coal  for  the  same  puriwse,  (5)  horses  and  cattle,  (6)  tools  of 
various   kinds,    (7)  wares   and   commodities,    (8)   money,    (9) 
credits.     At  first  a  man's  personalty  was  taxed  only  if  the 
owner  paid  no  tax  on  his  real  estate,  but  this  alternative  method 
of  taxation  soon  disappeared.    In  almost  all  cases  the  various 
classes  of  personalty  were  assessed  at  fixed  rates  which  varied 
for  each  class,  but  before  long  they  were  all  mergetl  into  the 
general  property  tax— or,  as  it  was  called,  the  tax  on  property 
in  posseHsionibus,  agrin,  domibus,  censibus  et  rebus  quibuscunque.^ 

OiMhallac  LondonienHs,  Liber  Albu>i,  i.,  p.  .592  et  seq.  For  full  details  as 
to  the  method  of  assessment  tempore  tklward  II.,  see  Liher  Custumarum, 
lip.  193  ct  seq.,  .5(>8  et  seq.  . 

'  There  is  a  rieh  literature  of  local  taxation  in  Germany.  V\  ell-ni(jn  every 
important  town  h:us  had  a  monopraph  devoted  to  it.  The  general  survey.s 
are  the  older  work  of  Zeumer,  Die  deut-'ichen  Sliidtesleuern  iii.'tbesondere  die 
siddlischen  Reieh.s!iti un n  im  XII.  und  Xlll.  Jnhrhundert,  lA<ipzi(?,  1S7.H; 
Hi.  1  the  more  reeent  studies  of  M.  K.  lleidenhain,  SUidHxrhe  \  irmbgeu- 
Kleucrn  im  MitidnUvr.  Leipzig,  UHHi;  and  Hruiio  M<.11,  Zur  (k.-'chichte  der 
Vermiigi-nstexurt,,  Leipzig,  1911.  Ea<h  of  the  last  two  works  eontuns  com- 
plete bibliopraphics  of  the  local  histories. 

»Soe  the  full  (liscus.«iion  in  lleidenhain,  op.  cit.,  pp.  02-92,  esp.  68. 

'  Zcumcr,  op.  cii.,  p\i.  Sf'i-SO. 
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In  some  towns  it  was  called  simply  a  tax  of  so  much  per  posse 
or  pro  bonorum  facilitate.'  The  documents  often  speak  of  a  man 
bemg  taxable  "na  sine  vermugeri,"  or  in  the  Latin  equivalent 
secuiidiim  propnam  facultatcm  et  bonorum  suorum  estimationem"- 
or  "juxta  suam  possibilitatcm  et  pro  rata  bonorum  suorum.^ 
Many  of  the  German  towns  by  this  time  combined  the  general 
property  tax  with  the  poll  tax,^  and  in  the  Swiss  cantons  the 
tax  was  even  calletl  the  Hah-,  Gut-,  und  Kopfsteuer/- 

In  France  and  in  the  Low  Countries  the  conditions  were  the 
same.  The  tax  started  out  as  one  on  real  esta*«,  but  soon  became 
one  on  property  m  general,  the  taxpayer  being  assessed  accord- 
mg  to  his  vaillant  (fonune),  or  according  to  his  hiretage  and 
catel  (realty  and  personalty),  the  rentcs-d-vie  always  being  taxable 
as  realty.  At  St.  Quention  provision  was  made  as  early  as  1 195 
for  a  coUecimn  super  otnnes  pecunias  et  hereditatcs  hurgensium- 
and  at  Bapaume  only  a  few  years  later  the  tax  was  levied  ad 
valentiam  tenemcntorum  et  mobilium.'' 

The  only  distinction  between  England  and  the  continent  was 
that  m  England  the  jiroperty  tax  remained  for  centuries  the 
sole  local  tax,  while  in  France  and  Germany  local  excises  or 
octrois  were  soon  ad.led.  But  for  some  time  at  least  the  general 
property  tax  was  the  measure  of  the  individual's  capacity 

The  general  state  taxes  followed  in  the  wake  of  the  munic- 
ipal taxes.  Already  in  IIGG  a  property  tax  was  levied  through- 
out almost  all  Europe  in  order  to  aid  the  cru.saders.»  The 
English  statute  mentions  in  detail  the  various  classes  of  t-i.x- 
able  property,  namely,  lands  and  all  movables  including  gold 
silver,  animals,  coin,  credits,  the  produce  of  vineyards  etc  and 
provides  further  that  those  who  do  not  own  as  much  as  a 

'Christi,m  Moyor,  Dn..  Htmlthuch  von  Augsburg,  1872,  pp.  75,  313 

V  on  liclmv,  "  ( ;,.srh„l,to  .l.-r  .iirckton  «tuat.s«teuern  in  .Julich  und  Berg," 

in  £eHi<chriJt  (k.'<  Brr<j^srhm<kHchichtm'ereim, \o\.2i\  (Xf^t^t)  p  32 
'  Moll,  op.  a'!.,  p.  37. 

rnh?,:.  ""'T ,'^^^'T^"''^'  f'r""-''''-''«'""-^««  der  Stadt  Bosd  im  xiv.  und  xv. 
J'Wrtiumkrt,  1  UbiiiKcn,  1S7!»,  p.  134. 

ii.'p^L'lw^'sf ""'"  '""'  '^''''''"^'"-''^'^''  '/'■^  schweizeri.'^chen  Democratim, 

o  J,  ;  ";,'•"  "I    '';'r,  ""^"^  ''^  '""^^'-^^^y  valuable  Tor  Ub  wealth 

ofj'Huil  as  (o  the  iTcncli  and  I'lornish  (owns. 

■  In  12(X).     Ivspinas.  «/'  rit.,  p.  IK),  note. 
J  ""SZi^m"'  "^  "':,'';''''''■  ^■"""'■•  '■•  I'-  ««■    '•■<'■■  H  Konrral  treatment 
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pountl  should  nevertheless  p;iy  a  jienny  if  they  are  either 
liouseiioUlers  or  in  iKjsscssion  of  some  office.'  A  few  decades 
later,  in  1188,  came  the  Saladin  tithe,  on  the  occasion  of  the 
third  crusade,  when  all  rents  antl  movables  {rcdditus  et  rnobiUa) 
were  expressly  made  taxable.-  In  England  from  this  time  on, 
the  grants  of  rents  and  movables  {dc  rcdditibus  d  mobilibus  or, 
as  they  were  sometimes  called,  dc  rcdditibus  et  catallin)  became 
more  and  more  common  until  thej'  finally  superseded  the  older 
methods  of  securing  revenue.  The  fractional  parts  of  the  prop- 
erty granted  varied  from  a  fortieth  to  a  fourth;  but  from  1290  it 
became  customary  to  tax  the  nobility  and  the  clergy  only  two- 
thirds  as  much  as  the  commons.  In  13.34  the  proportion  was 
fixed  as  the  fifteenth  and  the  tenth.  The  tax  accordingly  came 
to  be  known  as  tlw  fifteenth  and  tenth  {quinzime  and  disme). 
Strictly  speaking,  the  tenth  was  levied  in  the  cities,  boroughs, 
and  lands  of  ancient  demesne,  the  fifteenth  in  the  rest  of  the 
country.  Practically,  however,  the  ""teenth  was  a  tax  on  rents 
or  realty,  the  tenth  a  tax  on  movables  or  personalty. 

The  name  applied  to  the  English  tax — fifteenths  and  tenths  or 
tax  on  rents  and  movables — brings  up  two  interesting  problems. 
The  one  is,  why  rents  or  produce  should  have  been  put  on  a 
plane  with  movables  or  property;  the  other  is,  why  they  should 
have  been  taxed  at  different  rates. 

As  to  the  first  point,  it  is  clear  that  under  feudal  conditions, 
where  land  was  not  regularly  bought  and  .sold,  the  simplest 
method  of  ascertaining  the  taxable  ability  of  the  landowner 
was  through  the  rental  that  he  received  for  the  land,  a  rental 
that  was  always  m  a  certain  proportion  to  the  produce  of  the 
land.  In  the  case  of  houses  in  the  towns,  especially  where  the 
land  did  not  belong  to  the  large  landowners,  we  find  of  couse 
more  numerous  examples  of  transfers  of  real  estate;  and  ac- 
corilingly  the  tax  on  tovni  houses  was  sometimes  assessed  ac- 
cording to  property,  instead  of  rental,  value.  This  is  especially 
true  in  many  of  the  fJerman  towns.'  In  the  ease  of  rent- 
charges  again,  which  in  the  earlier  centuries  were  far  more 

'  The  ortlinanco  is  rpprin(('<l  in  full  in  Manos  "Dio  Einkonimcnstpuor  in 
(Irr  ongiisrhon  l<'inanz|)()litil<,"  in  F(Ktgal>en  fiir  Wilhelm  Lexis,  1007.  It 
is  also  found  in  B.  Moll,  Ziir  Gcschichtc  der  euglischtn  und  amerikanischen 
Vcrmiifiriisli'ucr)!,  1012,  p.  7. 

'-This  onlinanrc  is  printctl  in  full  in  Dowell,  History  of  Taxation,  etc., 
vol,  ii  (IHSS).  appendix. 

'  A>s  in  Has'-l.  .SpcNcr.  Msiinz.  Roeonsburg.  Zurich.  Bern.  etc.  Cf.  Hci<ion- 
hain,  op.  cil.,  p.  54. 
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common  on  the  continent  than  in  England,  it  is  obvious  that 
under  the  prevailing  conditions  their  value  could  be  found 
only  as  an  annuity.  Accordingly  the  annuity  or  yearly  rent- 
charge  was  always  included  in  the  redditus  or  returns  of  real 
estate. 

Personal  property  on  the  other  hand  had  a  capital  value. 
In  fact,  most  of  the  elements  of  personalty  yieldetl  no  money 
protluce  at  all,  but  only  what  economists  call  a  benefit  or  psy- 
chic income.  Personalty,  therefore,  was  taxed  according  to 
property  value;  realty,  except  in  the  towns,  according  to  rental 
value.  Thus  the  metliffival  general  property  tax  was  really  a 
combination  of  property  and  product  tax,  product  being  utilized 
when  the  capital  value  was  difficult  or  impossible  to  ascertain. 
In  England  this  system  of  distinguishing  between  rents  and 
movables  continued  through  the  middle  ages;  on  the  continent 
and  especially  where  feudal  conditions  gave  way  before  the 
democratic  movement,  the  more  unified  property  conception 
gained  the  upper  hand. 

The  other  problem  is  that  of  the  difference  in  rates.  In 
England  the  proportion  came  to  l)e,  as  stated,  a  tenth  for  per- 
sonalty and  a  fifteenth  for  realty.  On  the  continent  the  dis- 
parity was  often  considerably  greater,  the  rate  on  personalty 
being  frequently  two  or  even  three  times  as  high  as  that  on 
realty.  Moreover,  when  we  rememl)er  that  in  the  case  of  per- 
sonalty the  tax  was  assessed  on  capital  value,  whereas  in  the 
case  of  realty  it  was  assessed  only  on  the  produce  of  the  prop- 
erty, the  contrast  becomes  astonishing. 

In  England  there  is  not  much  doubt  that  the  difference  in 
the  rate  was,  in  part  at  all  events,  due  to  the  fact  that  the  peers 
were  politically  more  powerful  than  the  commons.  But  in 
many  parts  of  the  continent  we  find  the  same  practice  even 
where  the  aristocrats  were  not  in  the  saddle.  The  explanation 
must  therefore  l)e  of  a  more  general  nature. 

Some  authors  seek  the  explanation  in  the  alleged  fact  that 
personalty,  ('snccialiy  that  part  of  it  invested  in  trade  and  com- 
merce, was  more  lucrative  than  real  estate,  and  could  therefore 
more  easily  endure  a  higher  rate.'  Apart  from  the  fact,  how- 
ever, that  trade  capital  constituted  only  a  small  part  of  the 

'  Thi.s  is  the  view  of  HarturiK,  "  Die  .\ugsburRor  VfrmoRensteuer  im  XV. 
Jahrhundort"  anil  "Die  Hclustung  dcs  AuRsburfjischon  GmsMkapitalM," 
in  Schinollcr's  Jahrhiirh,  c/r  ,  vul  1!»  (IHO.".):  and  of  Ko!1p.  />  •  Vermofien^ 
steuer  iler  Reirhstmll  Vim  vimi  Jaliri'  I7(H>.    Stuttgart,  1898. 
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taxable  personalty,  the  alleged  faot  is  really  without  founda- 
tion. Other  writers  advance  a  variation  of  this  theory  by  con- 
tending that  real  estate,  esjjecially  in  the  towns,  was  of  very 
slight  productivity.  The  towns,  they  tell  us,  were  full  of  empty 
dwellings,  the  population  was  small,  and  land  was  not  the 
subject  of  speculation  as  in  motlem  times.  The  towns,  we  are 
told,  even  helped  to  rebuild  houses  that  had  been  destroyed  by 
fire.'  This  view,  however,  represents  an  unwarrantable  general- 
ization from  a  single  town  or  a  single  period.  A  more  defen- 
sible theory  is  that  land  was  the  basis  of  the  entire  economic 
life  in  the  middle  ages,  and  since  most  people  even  in  the  towns 
made  their  chief  living  out  of  the  land,  it  was  only  natural  that 
the  principal  means  of  subsistence  should  be  treated  soinewhat 
more  tenderly  and  that  the  surplus  over  what  the  individual 
needed  for  his  living  should  be  taxed  at  a  higher  rate.-  The 
best  explanation,  however,  is  to  be  found  in  the  fact  that  it 
was  administratively  more  difficult  to  reach  personal  property, 
both  becau.se  some  of  it  was  more  or  less  hidden  from  the  scru- 
tiny of  the  a.sses.sor,  and  because  intentional  concealment  and 
fraud  were  far  easier.'  As  a  matter  of  fact  the  a.ssessment  of 
chattels  was  not  strictly  enforced.  This  is  apparent  in  England, 
at  all  events,  from  the  dissatisfaction  shown  with  the  tax  of 
1275,  when  the  people  were  assessed  ad  nngiiem,  i.e.  up  to  the 
full  value  of  their  movables.^  In  the  succeeding  grants  the  old 
easy  practice  was  resumed.  As  the  tax  on  lands,  however, 
could  be  levied  on  actual  rents,  it  was  not  apt  to  be  so  leniently 
assessed.  Thus  a  substantial  equality  was  probably  reached. 
Just  as  in  England  the  tallages  merged  into  the  fifteenths 
and  tenths,  so  in  France  the  feudal  charges  on  the  land  de- 
veloped into  the  general  property  tax,  which  however  still 
retained  the  old  name  taille.  The  ordinances  of  1254-56  at- 
tempted to  regulate  the  assessment,  and  provided  that  im- 

»  F.  R.  Bothc,  IXe  Entxrickdung  der  direkten  Besteuerung  in  der  Reich- 
Hladt  Frankfurt  bis  zur  Revolulion,  UlU-UiUf.    LoipziR,  1906,  p.  67. 

« This  theory  is  viRorously  espousctl  by  Hcidenhuin,  op.  cit.,  csp.  i).  .53. 

•  This  explanation  wa.s  first  advanced  by  the  present  writer  in  1892,  in 
an  article  in  the  t'olUical  Science  Quarterly,  and  is  found  in  the  first  e<iition 
of  this  work.  It  was  independently  advanced  by  Hartiing  in  189,5  m  the 
essays  mentioned  above,  and  is  aecept(Hi  in  substance  by  Hartwig,  Der 
Liibecker  Srhos.i  W.s  zur  Refnrmatwnszeit,  19(W.  [).  47,  and  by  Moll,  Zur 
Cie.tchichte der  Vemiogensteuern,  \^ll,      "08. 

*  DtiweU,  Ilixtnry  of  Taxation  nun  ixex  in  England  (2d  edition),  i., 
p.  68.  ' 
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movables  should  lie  charged  only  half  as  much  as  movables.' 
France  thus  endeavored  to  attain  by  law  what  England  effcctctl 
by  custom.  During  the  fourteenth  century  the  tailk  came  to 
be  the  chief  direct  tax,  and  in  1439  it  was  made  a  permanent 
annual  tax.  In  Germany,  also,  the  imperial  and  state  direct 
taxes,  in  so  far  as  there  were  any,  took  the  form  of  general 
property  taxes.  The  Bede  ^  or  Landbedc,  the  gemcincr  Pfennig,^ 
the  Landschoss,*  the  Landsteuer,''  etc.,  all  followed  the  example 
of  the  local  property  tax.  In  Scotland  the  "costage"  paid  to 
England  in  1424  was  a  general  property  tax.  An  act  of  that 
year  directed  that  a  book  be  prepared,  containing  the  names 
of  the  inhabitants  with  a  list  of  all  their  gootls,  including  com 
and  cattle,  as  evidences  of  their  ability  to  pay."  By  1585  it 
had  become  customary  to  apportion  the  occasional  burdens 
known  as  stents  to  the  burghs  according  to  their  "substance 
and  common  good." ' 

In  the  Italian  republics  the  commonwealth  was  at  first  sup- 
ported by  the  general  property  tax.  In  Milan,  under  the  name 
stinut  c  catastro  de  beni  it  is  found  as  early  as  1208,  and  after- 
wards was  levied  with  such  severity  that  the  assessment  book 
was  known  as  the  libra  del  dolore.^  In  Genoa  it  was  called 
colleltay  In  Florence  it  was  known  as  cstimo  and  played  an 
important  role  in  politics.'"  And  finally  we  find  in  the 
Netherlands  from  the  earliest  times  the  general  property  tax 

'  ClainaRpran,  Hisloire  dc  I'impdt  en  France,  i.,  p.  264. 

'  At  first  a  feudal  land  payment;  r/.  Ilullmann,  Dculsche  Finamgeschichle 
dcs  Millelallers,  p.  i:J3. 

'  Lang,  Hixtohsche  EnlmckeUmg  der  leutschen  Sleuerrerfansungcn  xrit  dir 
Karolingir.    Berlin,  17!t;{,  p.  1S2. 

*  Schmoller,  "Die  Epochen  der  i)reussi.selien  Finnnzpolitik."  in  Jnhr- 
buch  fur  Geselzgebinig,   Venvidlung  itnd  Volkswirtschaft,  i.  (1877),  pp.  ;i."), 

»  Hoffmann,  Ccarhichte  der  dirckten  Sleuem  in  Baiern  vom  Ende  des  xiii. 
■JahrhnmlerU,  ])p.  II,  17,  .39. 

•S.  H.  Turner,  The  Uistoru  of  Local  Taxation  in  Scotland.  EdinburBh. 
1<.K)S,  p.  151. 

'Ibid.,  p.  l.-)2. 

*  Carii,  IMnzione  del  Censimento  dcllo  Stuto  dl  Milnno,  in  Custodi's  Scrit- 
tori  Cln.isici  lUdiani.  jxirle  mmlerna,  xiv.,  pp.  184,  ISiJ. 

'"Le  imposte  straordinarie  si  i)()sson<)  di  que.sia  epoea  [12.')2l  conipren- 
dere  in  una  sola,  la  colletta."  Canul«>,  Slori/i  dei  (nnove/ii,  i.,  p.  318  ((Hiition 
of  1844). 

'°  Viliani  tells  us  that  it  w;is  levi(Kl  on  "cio  ehe  rhiascuno  haveadi  .stabile 
o  di  mobile  e  t|i  ttuadaKno."  /.■ilorie  Fiorentine  fino  id  onnn  1348.  book  x., 
chap.  17  (vol.  VI.,  p.  2t).  of  .Milan  edition  of  1803). 
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known  as  the  schot  or  the  tenth,  etc.,  on  beziltungen   (pos- 
sessions).^ 

The  general  property  tax  thus  existed  throughout  all  Europe. 
It  was  moderately  successful  because  well  suited  to  the  jwriod. 
Although  involving  an  intjuisitorial  search  into  every  article 
of  the  scanty  meilia^val  stock,  as  can  readily  he  seen  from  the 
detailed  schedules  of  assessments  still  in  existence,  the  tax  was 
levied  chiefly  on  tangible,  physical  objects  not  capable  of  easy 
concealment.  With  the  exception  of  countries  like  France, 
where  the  tax  was  emasculated  by  the  system  of  exemptions, 
it  resulted  on  the  whole,  during  this  early  period  of  society, 
in  a  tax  fairly  proportional  to  the  individual  faculty.  There 
was  a  general  property  tax  because  there  was  a  very  slight 
differentiation  of  property. 

IV.  Later  Mediaral  and  Modern  History  of  the  Property  Tax 

Before  long  a  change  set  in.  In  England  the  fifteenths 
and  tenths  were  changed  in  13H 4  from  percentage  to  apportioned 
taxes.  Every  locality  had  now  to  raise  a  definite  lump  sum, 
which,  it  was  intended,  should  remain  the  same  from  year  to 
year,  and  which  was  to  be  apportioned  in  precisely  the  same 
ratio  among  the  various  counties,  towns  and  parishes.  One 
fifteenth  and  tenth  therefore  meant  a  fixed  sum,  and  when 
more  was  needed,  two  or  three  fifteenths  and  tenths  were  im- 
|K)sed.  The  old  methods  of  assessment,  ho'vever,  soon  fell  into 
disuse.  Each  town  and  count}'  made  its  own  arrangement  and 
treated  personal  property  with  such  leniency  that  the  total 
product  of  the  tenth  and  the  fifteenth  continually  decreased. 
This  resulted  in  attempts  on  the  part  of  the  crown  to  supple- 
ment the  old  tax  by  a  new  general  i)roperty  tax,  called  the  sub- 
sidy. The  early  efforts  met  with  failure,  Init  finally,  in  loH.  the 
first  general  sul)sidy  was  granted,  as  a  tax  of  sixpence  in  every 
pound  of  proiM>rty.  The  pound  rate  was  afterwards  fixed  at 
four  shillings  on  lands,  and  two  shillings  eight  pence  on  goods. 
But  the  subsiily  went  through  precisely  the  sain(>  development 
as  the  fifteenth  ami  the  tenth.  At  first  really  a  percentage  tax, 
it  was  soon  practically  converted  into  an  apportioned  tax  of 
a  stated  lump  sum.  No  re-assessment  of  the  districts  took 
place;  each  locality  was  supi>osed  to  pay  the  same  sum  year 
after  year.    All  increase  in  wealth  was  thus  i'ntirely  omitted  from 


*  Engels,  De  (kschiaknifi  dtr  BdafiUngcn  in  Xederland,  p|>.  00-455. 
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the  lists.  Exemption  after  exemption  was  made,  and  personal 
property  was  so  loosely  assessed  that  the  total  yield  continually 
declined.  The  most  arbitrary  methods  were  employed.  Only 
the  old  "subsidy-men"  were  taxetl;  allowances  were  made  in 
a  multitude  of  cases;  and  the  assessments  of  personalty  were 
so  low  and  partial  that  the  subsidy  became  a  perfect  farce. 
As  Bacon  said,  "the  Englishman  is  master  of  his  own  valua- 
tion." '  Sir  Robert  Cecil  stated  in  1592  that  there  were  not 
over  five  men  in  London  assessed  on  their  goods  at  £200;  and 
Sir  Walter  Raleigh  wrote  in  1601  that  "the  poor  man  pays  as 
much  as  the  rich."  *  Although  nominally  a  general  property 
tax,  the  subsidy  thus  came  to  be  levied  chiefly  on  the  land,  and 
became  an  unequal  land  tax — so  unequal  that  it  finally  dis- 
appeared in  1663. 

Under  the  commonwealth  an  attempt  was  made  to  revive 
the  general  property  tax,  under  the  name  of  commonwealth 
monthly  assessments,  real  estate  being  always  assessed,  as 
before,  according  to  its  "yearly  value,"  personalty  according 
to  its  value.  These  monthly  assessments  were  already  author- 
ized during  the  Revolution.  Thus  in  1644  a  "monethly  assess- 
ment" was  impose<l  upon  the  counties,  cities  and  towns  men- 
tioned and  levied  upon  "the  true  yearly  values  of  lands,  rents, 
annuities,  offices  and  hereditaments  and  according  to  the  true 
value  of  gootls,  chattels,  debts  and  other  estate  reall  or  per- 
sonall."  '  The  improvement  was  so  marked  that  the  old  sub- 
sidies were  completely  abandoned  and  replaced  by  the  assess- 
ments. But  the  reform  was  short-lived  and  the  as.se&sments  of 
personal  property  continually  diminished.  Sir  William  Petty, 
the  author  of  the  first  theoretic  work  on  taxation  printed  in 
England,  discussed  the  defects  of  these  monthly  assessments  in 
a  picturesque  passage  as  follows: 

"There  liave  been,  in  our  times,  ways  of  levying  an  aliquot  part  of 
mens  estate,  as  a  fifth,  and  twentieth  of  their  estates,  real  and  personal, 
yea  of  their  offices,  faculties  and  iniaginerj'  estates  also,  in  and  aljout 
which  way  may  be  so  much  fraud,  collusion,  oppression  and  trouble, 
some  purposely  getting  themselves  taxed  to  gain  more  trust:  others 
bribing  to  l)e  taxed  low,  and  it  Ix<ing  impo.ssible  to  check  or  examine  or 

'.And,  he  adds,  "the  least  bitten  in  purse  of  any  nation  in  Europe." 

»  Report  on  Public  Income  ami  Expenditure,  1809,  ii.,  p.  415. 

*  An  Ordinnnce  of  the  Lord.i  and  Commonx  a»xembled  in  Parliament  for  the 
raising  and  teii/ing  of  the  Monethly  Sum  of  £1J(),000  towards  the.  maintenance 
of  the  ScotUsh  army,  by  a  Monethly  AsscssmcrU ,  etc  Feb.  24,  1044.  fciee  esp 
p.  8. 
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trace  these  coUrctionN  l)y  the  print  of  any  footsteps  they  leave  (nuch 
as  the  hearths  of  chimncj-s  arc)  that  I  have  not  patience  to  speak  more 
against  it:  darinn  rather  conclude  without  more  ado,  in  the  words  of 
our  comick  to  Ije  naught,  yea,  exceeding  nauglit,  very  aljominable, 
and  not  good."  ■ 

A  little  later,  however,  Petty  was  slightly  more  hopeful  and 
expressed  the  opinion  as  do  some  of  our  rural  legislators  to-day, 
that  "assessments  upon  personal  estates,  if  given  in  as  else- 
where upon  oath,  would  bring  that  branch  which  of  itself  is 
most  dark  to  a  sufficient  clearness."  ^ 

After  the  Revolution  the  ta.x  was  levied  as  the  so-called  prop- 
erty tax.  By  its  terms '  it  was  assessed  on  the  persons  possesse<l 
of  personal  property,  real  estate,  or  public  offices  or  positions  of 
profit.  And  it  was  at  first  a  percentage  tax.  But  the  yield  de- 
creased so  enormously  that  Parliament  in  1G97  fixed  the  sum  a 
rate  should  produce,  i.e.  it  l)ccame  an  apix)rtioned  tax  of  state<i 
amount.  A  rate  of  a  sliilling  in  the  pound  meant  a  tax  of  half  a 
million  pounds  for  the  country  as  a  whole,  this  sum  being  sul)- 
divided  in  fi.xed  amounts  to  the  various  localities.  The  tax  varied 
from  three  to  four  shillings  in  the  pound.  In  the  case  of  land 
the  tax  was  assessetl  on  the  rent  or  yearly  value.  In  the  case  of 
pKjrsonal  property  the  tax  was  assessed  on  the  value  of  the  prop- 
erty, rental  value  of  all  kinds  of  property  being  deemed  to  be 
six  per  cent  of  their  capital  value.  In  the  case  of  "any  person 
exercising  any  public  office  or  employment  of  profit"  where  theie 
was  no  capital  value  the  tax  wius  imposed  directly  on  the  salary. ' 
Moreover,  the  difficulty  of  Jissessing  personalty  and  the  impos- 
sibility of  reaching  intangible  property  were  now  so  apparent 
that  whereas  according  to  the  intent  of  the  law  the  chief  revenue 
was  to  come  from  personal  i^rojwrty,  anci  only  the  residue  from 
realty,  in  practice  the  tax  became  almost  exclusively  a  land  tax, 
and  was  first  so  called  in  1097.  The  "annual  land  tax"  of 
England  was  thus  intended  to  be  a  general  property  tax  and 
for  a  long  time  continued  to  be  so  legally.' 

'  A  Treatise  on  Taxes  and  Contribulionn,  by  W.  Petty,  London,  1667, 
pp.  01-62. 

'  Petty,  Verbum  Sapienti;  or  .  .  .  the  Method  of  raising  Taxen  in  the  most 
equnl  manner,  p.  17.  (App<>nded  to  his  Political  Anatomy  of  Ireland,  otlition 
of  1691.) 

"  4  William  III.,  chap.  1. 

*  For  a  full  explanation  of  the  law  the  provisions  of  which  arc  frequently 
miBUiuici.ilijt«i,  .stH!  .Sfli({iiiuii,  Tilt:  Incoiiir  Ttix.  1911,  pp.  -lS-40. 

'  .\dam  Smith,  W'.nlth  of  Nations,  book  v.,  chap,  ii.:    "By  what  is  called 
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The  complaints  as  to  the  oscuih'  of  iwrsoiial  property  were 
heard  almost  from  the  iK'ginninK.    Thus  in  [mi  Briscoe  tolls  us: 

"And  here  I  might  take  notice  how  the  inonicd  nun  arc  enrich'd  by 
the  mine  of  the  poor  and  industrious  traders,  how  gcntlcnicn  (»vhose 
estates  are  in  laud)  are  presstnl  with  taxes,  while  the  nionietl  men  arc 
in  a  manner  tax-frw;  the  landed  man  paying  more  tax  to  their  Majes- 
ties out  of  an  estate  of  £l(K)  ]kt  annum  or  higher,  than  the  monied  men 
do  for  £10,000  in  money."  ' 

In  the  eighteenth  century  this  had  become  a  commonplace. 
A  popular  pamphleteer  expresses  himself  as  follows: 

"This  is  a  grievous  and  unequal  tax.  In  all  the  remote  parts  of 
this  country,  the  tax  never  wa.s  levied  according  to  the  value  of  their 
estates  nor  ever  can  Ik-.  .  .  Monied  men  are  atiother  vast  body 
who  .  .  .  contribute  httlc  or  nothing  to  this  tax.  Tiieir  stock  in  trade 
can  never  be  known  and  is  always  ius.ses.s(Hl  but  a  t  rifle.  Money  lent  on 
mortgages  never  is  taxed  ami  .stock  in  the  funds  hath  the  pubiick  faith 
to  exempt  it  so  that  it  never  can  be  taxed.  Witli  all  these  advantages 
the  monied  men,  though  they  hold  the  greatest  proix-rties  in  the  state, 
pay  no  proportion  to  the  suj)port  of  that  government  from  whence 
they  have  equal  protection  with  those  who  are  charged  at  the  utmost."  » 

VValpole  at  about  the  same  time  stated  that  "no  man  con- 
tributes the  least  share  to  this  tax,  but  he  that  is  jxw.'^es.sed  of  a 
landed  estate."  ^  Perhaps  the  most  severe  arraignment  of  the 
justice  of  the  tax  is  made,  toward  the  middle  of  the  century, 
by  a  well-known  publicist,  Decker,  from  whose  catalogue  of 
indictments  we  select  the  following: 

"Thirdly,  It  tends  to  corrupt  the  mmuiers  of  the  people,  consequently 
to  make  them  tumultuous  and  less  gorernnhle. 

"  For  being  to  pay  in  proportion  to  what  they  earn,  spend,  or  possess, 
the  just  value  whereof  is  impossible  to  1k'  known  but  by  themselves, 
and  to  force  them  to  a  declaration,  an  oath  is  always  iuqKj.scd,  which 
makes  a  struggle  betwwn  interest  and  conscience;  an  extrcm(>  wi.-<e 
law,  whereby  an  honest  man  is  put  on  a  worse  footing  than  a  pcrjur(>d 
knave:  he  that  forswears  himself  pays  le.s.s  tiian  his  due  and  saves  his 
money;  but  he  that  is  conscientious  pays  to  the  full;  which  latter  sus- 

the  land  tax,  it  was  intended  that  stork  should  bo  tiixc<l  in  the  same  propor- 
tion a.s  land."    (Thoroki  Rogers'  edition,  ii.,  p.  rtit.i.) 

'  A  Discourse  on  the  Late  Funds  of  lite  Million-Act,  etc.,  by  J.  B(risco<'), 
low,  p.  13. 

2 .1  Letter  to  a  Freeholder  on  the  Late  Reduction  of  the  iMnd  Tax  to  one. 
Shilling  on  the  Poutut,  By  a  Member  of  the  Uouse  of  Commons,  London. 
17:«,  i-.p  44,  4S,  2(1 

•  Dowell,  op.  cit.,  vol.  ii.,  p.  99. 


ii 


THE  GENERAL  PROPERTY   TAX 


49 


pcctinjj  others  to  i-vmli',  is  |)i(|up<l  ut  payiriK  more  timn  liw  nri(thJxirs, 
and  woihUtm  why  a  fak-  oath  should  not  fit  a.s  ctwy  on  liini  an  on  so 
many  others;  whiTel)y  the  most  Nolonin  ple<lKe  of  truth  anions  men 
becomes  fre(iuently  violated,  is  d«>si)iMed,  disrenardwi,  and  interest 
rides  triumphant  over  conscience;  which  latter  iK-ing  to  men  as  a  dike 
to  keep  out  the  torrent  of  vice,  if  once  a  thorouRh  breach  is  made,  a 
deluge  of  iniquity  ensut>s,  whereby  all  roo*!  principles  are  drowned;  and 
the  more  vicious  men  grow,  the  readier  they  arc  to  opjHJse  authority."  ' 

So  unequal  and  so  insiRnificant  did  the  old  general  proficrty 
tax  (now  universally  known  m  the  land  tax)  become  that  in 
1798  permission  was  given  to  the  landowners  to  buy  t  hemselves 
free  of  the  tax  by  the  payment  of  a  capital  sum.  In  otliT  words, 
the  land  tax  l)ecame  a  redeemable  rent-<'liarge.  The  ni)vision 
taxing  personal  property  continued  to  exist  on  the  statute  book 
until  18:j;j,  and  the  clause  taxing  public  offices  and  [jo^it'ons 
of  profit  was  not  finally  rejM'aled  until  18(57.  The  vear  beiuie 
its  repeal  it  yielded  tlie  sum  of  £823!  -  Such  was  the  ludicrous 
re.sult  of  the  attempt  to  maintain  medieval  customs.  The 
general  projierty  tax,  which  had  started  out  as  a  land  tax,  re- 
verteil  in  name  as  well  as  in  fact  to  its  earliest  form. 

In  .Scotland  the  history  was  the  same,  although  Iwcau.se  of 
the  later  industrial  development  of  the  country  the  old  system 
survived  almost  to  our  day.'  The  chief  direct  tax,  known  as 
the  cess,  wjis  originally  a  general  property  tax.  In  the  middle 
ages  one  of  the  functions  of  the  (Ireat  Chamberlain  was  to 
inquire  whether  the  public  burdens  were  fairly  "distributed  to 
rich  and  {Kxjr  ac<-ording  to  their  faculties."  ^  A  fixed  proportion 
of  the  cess  was  allotted  to  each  burgh  and  it  was  then  paid  partly 
out  of  "the  common  good,"  ^  partly  out  of  real  estate,  while  the 
remainder,  if  any,  was  assesstnl  on  the  personal  property  and 
income  of  the  taxpayers.  In  1597  an  order  declared  more  pre- 
cisely that  the  officers  are  to  "stent"  each  person  "according 

'  Matthew  Decker,  An  Essay  on  the  Causes  and  Decline  of  the  Foreign 
Trade,  Edinburgh,  175fi,  pj).  lf)-20. 

2  Report  of  the  Commissioners  of  Inland  Retvnue,  1867. 

'  (f.  for  a  sketch  of  the  Scotch  system  the  Re/mrt  of  the  Poor  Imiv  Com- 
missimtcrs  on  LoenI  Taxation.  ISiS,  and  the  more  recent  work  of  .Stanley  H. 
Turner,  History  of  Uxal  Taxation  in  Scotland.    I^dinburgh,  19()S. 

*"Si  equaliter  ponantur  m\HT  divitibus  et  pauperibus  juxta  eoruni 
facuUates."    Turner,  op.  cil.,  p.  l.'iS. 

'The  "common  good"  incliule<l  the  public  lands  f<-r  grazing  as  well  na 
feu  duties  on  those  p.irts  lo.-intHi  in  perpetuity  and  river  and  inch  fishiuus 
and  also  grain  mills  and  occasionally  a  walk-mill  and  the  Uke.  Turner, 
op.  cil.,  p.  128. 
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to  the  avoil  ami  (juantity  of  his  r»'iit,  living,  kcmkIs  and  grar  that 
he  has  within  burgh."  '  In  the  course  of  tinn',  however,  pernon- 
alty  slipptil  out  of  the  atwessinent  list.  In  Dumfries  by  the  end 
of  the  seventeenth  century  the  records  tell  us  that  "now  by  the 
decay  of  trade  the  cetw  is  like  to  fall  un  the  lands  and  liouses." 
In  Kintore  the  ci'ss  was  "paid  of  the  land  rent." 

In  the  counties  the  ci'ss  or  land  tax,  a*"  it  was  now  sometimes 
called,  was  con  vert  e<l  into  a  redeemable  rent-charge  in  17!»8  and 
1802,  as  in  pjiRland.  In  the  Iwroughs,  however,  the  old  sj'stem 
continued,  each  borough  levying  the  general  property  tax  in  its 
own  way,  with  suitable  variations.  In  Banff,  for  instance,  in  the 
nineteenth  century,  the  tax  was  levied,  one-half  on  real  estate; 
ont'-<iuarter  on  trade  and  merchandi.se,  according  to  the  amount 
of  purchases  by  each  trader;  one-eighth  on  the  inconwrated 
trades;  and  onen'ighth  on  the  other  inhabitants,  according  to 
the  discretion  of  th?  stent-ma.ster.  In  C'uilen  the  rate  was  im- 
posed on  land  and  on  trade  each  being  ratetl  "according  to  his 
understood  ability  to  pay."  ^  So  burdensome  and  vexatious 
were  the  remains  of  the  property  tax  felt  to  '  e  that  the  Com- 
mission of  1835  recommended  the  entire  alx)lition  of  the  trade- 
stent,  as  it  was  called.  It  was,  however,  not  until  18%  that  the 
whole  system  of  lK)rough  contribution  to  the  cess  was  al)olished 
and  with  it  all  attempts  to  raise  any  part  of  the  tax  from  per- 
sonal property.'  Tliat  wa.s  the  end  of  the  state  general  prop- 
erty tax  in  Scotland. 

In  other  countries  the  hi.story  r'  the  property  tax  is  identical. 
In  France  the  taille  was  of  two  kinds;  the  taiUe  rMle,  which 
was  levied  only  on  lands  in  the  ]>ays  d'etat;  and  the  taille  person- 
nr//f,  nominally  a  geiK  r.il  jiroperty  tax  levietl  in  the  imysd'Hecti  on 
which  constituted  the  >jreater  portion  of  France.  In  reality  the 
taille  peTHonnfllc  was  asses-sed  only  on  the  families  or  households 
of  the  non-nobles  irolitricrs),  and  it  iM'came  practically  a  land 
tax  like  the  taille  u'rUc;  for  the  wealthy  owners  of  personalty 
soon  ac(|uired  the  .same  privileges  as  the  nobility.  Vauban 
tells  us  that  the  taille  a.s  a  tax  on  movables  was  as.ses.sed  only  on 
the  poorest  classes.'*    Sully,  indeed,  endeavored  in  1660  to 

•Turner,  np.  eit.,  p.  I.i9. 

^IbUI.,  pp.  KM,  10.5,183. 

'  Ibid.,  p.  1<)7. 

*  "En  n?.-ium(5  la  taille  ^tait  un  impAt  territorial  qui  n'atteifni  tit  que  lea 
proprii'l aires  Ics  plus  pauvrcs  <lu  myaume,  et  unc  taxp  mobilidre  qui  portait 
cxciu.sivcnicnt  sur  les  fla.-we!i  Ics  muins  nchcs  do  la  8oti6t<5."  Oiiiie  royale, 
p  32  of  Dairc's  edition. 
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restore  the  principlcH  of  the  general  property  tax  and  to  nsaoss 
personalty  m  well  as  realty.'  But  he  failed  innohly;  for,  at  the 
close  of  the  seventeenth  century,  the  great  work  of  BoiHguillelHTt 
is  full  of  bitter  complaint  and  lamentation.'^  And  when  the 
attempt  was  made  in  the  eighteenth  cen  "y  to  supplement 
the  taille  by  the  dirihtWH  and  mngtihnen,  like  the  tenths  or 
fifteenths  of  old  in  tjigland,  the  new  tax  again  soon  l)ocume 
virtually  a  land  tax.'  The  development  was  inevitable,  and  it 
resulted  during  the  Revolution  in  the  total  abolition  of  the 
general  property  taxes. 

In  Germany,  the  media>val  assessment  lists  to  l)e  filled  out 
by  the  taxpayer  bear  a  striking  resemblance  to  tho.se  still  used 
in  some  of  the  American  commonwealths.^  But  there,  as  here, 
it  became  continually  more  difficult  to  vvh  personal  property. 
In  Prussia  (Brandenburg)  this  was  true  already  at  an  early 
period.*  In  Bavaria  as  well  as  in  Austria  the  nobility  and  the 
richer  commercial  class  succeedwl  at  the  end  of  the  sixteenth 
century  in  shoving  the  main  burdens  on  the  shoulders  of  the 
rural  population.*  And  in  the  other  (ierman  states  the  equal 
property  tax  remained  so  only  in  name.' 

In  the  Netherlands,  the  general  property  tax  or  two  hun- 
dreth  seemed  in  the  seventeenth  century  to  possess  .some  ad- 
vantages in  English  eyes.    We  are  told  by  a  pamphleteer  that 

'  Sully  ordered  the  officials  to  assess  rontribuiors  "A  raison  de  Icurs  fac- 
ulti^H,  quclque  part  qu'clles  soient,  mciibleH  ou  inimfublps,  hc^ritsmcs  nobloH 
ou  roturicrs,  trafic  et  industrie."  ('/.  Clamageran,  Hisloire  <lv  I'imimt  ii., 
p.  359. 

'  "  11  n'y  a  pas  le  tiers  de  la  France  qui  y  contribuc,  n'y  ayant  que  les  |)Ius 
faiblcs,  ct  los  plus  mi.s^rables;  en  sorte  qu'clles  les  ruinent  absolument." 
Le  lUtnil  1I4:  la  France,  chap.  iii. 

'"Dans  la  pratique,  lYIdmcnt  foncier  prtklominait  presque  cxrlusive- 
mcnt."  Stourni,  Les  financeH  de  rancieii  regime  et  de  la  reroliilion,  i.,  p. 
210.  See  al.'O  Necker,  De  VadminiMration  dcs  firiancen  de  la  France,  i., 
p.  l.")0.  It  must  be  noted,  however,  that  these  taxes  were  calculated  on  the 
basis  of  income,  rather  than  of  selling  value.  For  details,  see  iScligman, 
Tlie  Income  Tax,  191 1,  pp.  51-.">3. 

•  For  a  typical  list  of  1531,  see  Dielfeld,  Gcschichle  des  magdeburgixclun 
Sleiicncexcns  con  der  Refomiationnzeit,  p\).  19-23. 

'  .St;hnK)IIcr,  "Die  EjKK-hen  der  prcus.si.schcn  Finanzpolitik,"  in  his  Jahr- 
buch,  i.,  pp.  42,  49.  Cf.  his  "Studien  Uber  die  wirthschaftliche  Politik  Fri<'d- 
richs  (lt>s  Grossen,"  in  the  Jahrbuch,  viii.,  p.  38,  for  Brandenburg;  viii.,  p. 
1011,  X.,  p.  330,  and  x.,  p.  350,  for  Magdeburg.    Cf.  also  F.  J.  Neumann, 

Die  pery.ii!ilL-!u!i  S'enem  mm  F,ir.^-~Tr,rr:!-i;^  IHO*'}^  p  9.'>2. 

'  Hoffmann,  Geschichte  der  dir^.     n  Slcuern  in  Baiern,  p.  70. 
'  Wagner,  Finaniuri^senschaft,  ui.  (.Ist  edition),  pp.  62,  77,  80. 
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"The  two  hundredth  pr rt  is  assessi'd  ujwn  the  whole  bulke  of  h  mans 
substance  so  that  whoever  is  wortli  two  hundred  shillings  or  in  iwuiids 
payes  in  one  to  the  treasury,  for  foure  liundred  and  so  proportionably: 
but  some  may  say,  hov  can  the  muK'^triite  make  a  true  estimate  of 
every  mans  private  fortunes?  Since  none  easily  In'tray  their  opulence 
or  indigence;  whence  may  be  infer'd,  that  the  magistrate  often  declines 
the  way  of  equity,  seeing  it  cannot  Iw  but  that  sonu>  will  passe  for 
poorer,  others  for  richer  than  indeed  they  arc.  This  difficulty  Ls  pre- 
vented by  a  prudent  tcini)er  and  moderation.  .  .  .  Most  men  being 
ambitious  and  having  the  repute  of  opulent,  many  from  whom  the 
magistrate  exacts  too  much,  chusc  rather  to  pay  then  proclaime  the 
slcndemesse  of  their  fortunes.  So  that  vice  itselfe  supports  vertuc  and 
reall  profit  is  reaped  from  wealth  imaginery."  ' 

Half  a  century  later,  however,  the  testimony  of  \vriters  on  the 
spot  shows  that  the  general  property  tax  in  Holland  worked 
just  as  badly  as  elsewhere.    We  hear  that : 

"Finally,  in  an  extreme  necessity  of  money,  there  may  l)e  impos'd  a 
general  tax  on  all  tiie  moveable  and  iimnoveable  estates  of  the  inliab- 
itants.  I  .saj^  in  an  unusual  great  necessity,  l)ecause  by  these  taxes 
there  would  fall  a  greater  hardship  upon  the  common  inhabitants  than 
could  fall  by  any  other  expedient  of  this  nature.  And  seeing  the  as- 
sessors are  wholly  ignorant  of  mens  f)ersonal  i-states  or  what  the  in- 
habitants do  owe,  or  is  owing  to  them;  and  if  they  did  know  the  value 
of  them  yet  could  they  not  tax  them  so  eciually  as  may  be  done  in  the 
case  of  immoveable  goods:  We  may  tlierefore  easily  see,  what  by 
favour  and  hatred,  and  by  ignorance  of  the  assessors,  that  there  inust 
be  an  intolerable  intc]uality  in  l)earing  this  ta.x.  Those  that  would 
honestly  declare  their  estates  might  lighten  the  tax;  but  the  fraudulent 
will  unavoidably  make  it  heavier."  - 

In  Italy  the  development  of  the  property  tax  can  be  clearly 
studied  in  Florentine  history.  The  cstimo,  at  first  •  assessed 
with  comparative  e(juality,  soon  In-came  honeycomlied  with 
abuses.  Personalty  slipiK'd  otit  of  the  lists,  the  rich  bankers 
entirely  esca[)e<l,  and  the  whole  load  of  taxation  fell  with  crush- 
ing force  on  the  small  owners,  populo  ininido.  Hundreds  were 
completely  ruined  and  compelled  to  seek  refuge  in  exile.^    The 

'  The  Cily  Alarum  nr  the  W'l-k'-  of  our  Miararriaytif,  etc.,  whcriimUt  in 
annexed  a  treali.ie  of  the  Kxcize,  Ix>n(lon,  Kit.'i,  jip.  20. 

'  The  True  Intereyt  anil  I'olilieal  Mnxinix  nf  the  liepjihlirk  of  llollinul  ami 
West  Friexland.  By  .loliii  I)c\\itt,  and  other  Great  Men  in  Holland, 
London,  17(»2,  pp.  Km  11(1. 

'  Cf.  L<V)n  Say,  /-in  .inbilidtix  riemocrnliiiiies  ile  la  qiiexlion  ilis  iw/k5/.v,  !., 
p.  2(Y.}  it  .s((/.,  cMiM'eially  pp.  L''_'2,  229.  He  nives  no  references.  For  a  full 
hi.story,  sei'  bacr,  "il  Valaxto  t'iorcniino  net  secolo  xv.,"  N uova  AtUolngia, 
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discontent  beoamo  so  loud  that  after  threats  of  revolution 
and  disorder  t'>_>  esthno  was  finally  supplanted  in  1427  by  the 
new  tax,  catasto,  to  lie  levied  on  the  personalty  of  traders  and 
bankers  as  well  us  on  realty.  Machiavelli  gives  us  an  interesting 
account  of  the  opposition  of  the  nobles,  who  were  at  the  tame 
time  great  financiers.'  But  the  new  general  property  tax  went 
the  way  of  its  predecessors.  When  we  read  of  the  subterfuges 
and  evasions,  of  the  strenuous  efforts  on  the  part  of  the  state 
to  compel  the  listing  of  personalty  and  of  the  dismal  failure  of 
the  attempts,  we  seem  to  be  reading  the  present-day  reports  of 
American  commonwealth  assessors  or  comptrollers.  Their  ex- 
perience was  precisely  the  same  as  ours.  In  1431  only  fifty- 
two  persons  paid  the  tax  on  trade  capital,  although  the  amount 
of  such  capital  must  have  been  immense.  And  in  1495  the  tax 
was  made  in  name,  what  it  had  long  been  in  fact,- — a  tax  on 
immovables  only.  Forsonalty,  as  such,  was  henceforth  legally 
exempt.  The  general  n/operty  tax  had  again  become  a  land  tax. 
''irougliout  Eurojie  the  local  property  tax  also  has  become 
a  ..X  on  real  estate.  In  England  the  whole  system  of  local 
taxation  is  bas<  ^l  on  the  poor  rate,  according  to  the  statute  of 
1G()1  which  nu'utioned  as  liable  to  the  tax  not  only  occupiers 
of  lands,  houses,  <'/c.,*but  every  inhabitant,  parson  and  vicar. 
The  tax  was  a  general  proj^rty  tax  levied  according  to  the 
ability  of  the  individual,  ad  statum  et  faduUales,  as  the  courts 
put  it.  At  first  land  was  assessed,  as  everywhere  else  at  the 
beginning,  simply  according  to  the  numl)er  of  acres;  but  by 
the  time  of  William  III.,  rental  value  was  substitutetl  for  mere 
(|uantity  as  the  test  of  ability.  Since  personal  property  also 
was  taxable,  this  was,  however,  simply  a  general  property  tax. 
Yet  from  an  early  period  the  rule  was  adopted  that  all  personal 
property  lia])le  must  l)e  local,  visible  and  productive  of  a  profit.^ 
Thus  intangible  personalty,  tangible  personalty  kept  in  the 
owner's  hands,  earnings  from  personal  abilities,  and  profits 
from  moneys  invested  or  lent  at  interest  in  another  parish  were 
exempt  as  being  either  unproductive,  invisible,  or  not  possessing 

vol.  17  (1871)  and  the  book  of  Cancstrini  quoted  in  the  next  note  but 
one. 

'  History  of  Florence,  iv.,  p.  14  (vol.  i.,  p.  181  of  Detmold'H  translation). 

'CuiK'sfrini,  Im  Sdinzn  c  I' Arte  di  Stato.  L'lmponta  KuUa  Richeiza 
Mobile  etl  hnmohile  (IStiT),  i.,  pp.  108,  11.5,  .T-M,  etc. 

'  In  IWW  it  wiw  decided  that  "the  iww-SHmentH  are  to  be  aeconlin(£  to  the 
visih'tp  est!itr-«,  rriil  .m-i  jK-rKmal,  of  the  inhabitantii."  Sir  .Anthony  KarhyV 
CatH>,  2  Bulstrodc,  3o4. 
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a  local  sj'<«s.'  The  only  property  not  excluded  by  these  condi- 
tions was  stock  in  trade,  but  it  was  not  until  the  industrial  revolu- 
tion toward  the  close  of  the  eighteenth  century  that  the  matter 
Ijecame  of  importance.  Lord  Mansfield  in  1775  showed  the 
impolicy  of  such  action ;  ^  but  although  the  liability  of  stock  in 
trade  was  hotly  disputed,  it  was  affirmed  by  Lord  Kenyon  in 
1795.'  The  results  were  doubly  disastrous  in  the  places  where 
it  was  tried:  the  early  success  of  the  experiment  led  the  justices 
of  the  peace  to  begin  that  improvident  method  of  poor  relief 
known  as  the  allowance  system ;  ■*  and  the  practice  of  rating 
stock  in  trade,  which  was  confined  to  the  old  clothing  district 
in  the  south  and  west  of  England,  resulted  in  the  rapid  decline 
of  the  ancient  staple  industry  and  a  transfer  of  the  business  to 
Yorkshire,  where  jiersonalty  was  not  assessed.*  When  the 
principle  was  testecl  in  another  district  in  1839,  the  courts  again 
upheld  the  practice.^  As  a  con.sc<iuence,  a  law  was  passed  which 
exempted  personalty  from  taxation,'  but  it  was  powerless  to 
bring  the  trade  back  to  its  old  channels.  The  exempting  law 
was  enacted  for  only  a  year,  but  it  has  been  annually  renewed 
ever  since."*  Thus  for  the  last  half  century  the  local  property 
tax  in  England  has  l)een  legally  as  well  as  actually  a  tax  on  pro- 
ductive real  estate  alone.* 

'  Report  of  the  Poor  Low  Commisxionern  on  Local  Tatatwn,  1843,  8vo 
edition  (1844),  p.  43  d  mq.,  and  ('t»pc<'ially  pp.  34-38.  This  contains  an 
excellent  hi.storj'  of  local  taxation  in  Great  Britain.  \  more  recent  work  is 
Edwin  Cannan,  The  Hixlori/of  Locnl  Rates  in  England,  1896  (2d  ed.:  1912). 

'  Rex  vs.  Ringwood,  1  Cowp.  32t). 

'  Rex  vs.  Mast,  1  Hott.  204.  Vot  a,  detailetl  statement  of  the  case  sec 
.\ppendix  \  to  the  Report  of  the  I'tnir  Iaiw  Commissioners  on  Local  Taxa- 
tion, 1843,  nos.  3.5-94.  Tlic  existence  of  the  general  proiierty  tax  can  still  be 
seen  in  1791.    CJ.  Hex  vs.  White,  4  T.  R.  771. 

•By  the  SiKenhamlnnd  .1(7  of  179.1.  .See  First  Anriud  Report  of  the 
Poor  Law  Coinmis.iioners,  1,H.'J.'),  p.  207. 

•  Report  of  the  Poor  Law  CommisHioners  on  ImcoI  Taxation,  1843,  Svo  edi- 
tion, p.  .38. 

•  Queen  rs.  Lumsdaitie,  lO.Vdul.  and  Elli.s,  l."(7. 

'3  and  4  Vict  ,  "hiii).  .S9,  provide;!  that  it  shoidd  not  be  lawful  "to  tax 
any  inhabitant  in  respect  of  his  al)iUty  derived  from  profits  of  stoj'k  in  trade 
or  any  ntbu-  property."  f  .<cepi  "hinds,  hour's,  tithes  inipn>priate,  prnpria- 
tions  of  tithes,  coal  mine  i,  or  .saleable  underwcxxls.", 

•  By  the  KxpiriiiK  l.av  s  CJontinuance  .\ct 

'  Thorold  Rogers,  Local  Taxation,  especially  in  English  Cities  and  Toums, 
p.  16.  Cf.  also  Cannan,  op.  cil.,  passim;  Noble,  Local  Taxation,  p.  .58;  Pal- 
grave,  Local  Taxation  in  (ireat  liritain,  p.  78;  Oo.schen,  Reports  ami  Speeches 
on  Lofiil  TtU'iHtirt,  J).  .")<);  Phiilitjr,  "Loral  Ta.tation  in  England  and  Wulea," 
in  Probyn's  Local  Government  and  Taxation  in  the  United  Kingdom,  p.  502; 
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Scotland  has  had  an  especially  interesting  history  because  of 
its  lat«r  industrial  development  and  of  the  consequent  survival 
of  the  old  system  almost  to  our  own  day.'  The  local  tax  in 
Scotland,  as  in  England,  originated  with  tlie  Poor  Act.  The 
earliest  law  providing  for  compulsory  in  lieu  of  voluntary  con- 
tributions was  the  Vagalwund  Act  of  1574,  v/hich  a.jthorined 
the  elders  and  deacons  in  tovma  and  the  headsinen  of  rural 
parishes  "by  their  good  discretion  to  tax  and  .stent  the  whole 
inhabitants  of  the  parish  .  .  .  according  to  the  estimation  of 
their  substance."  ^  The  "stent-roll"  was  to  be  revised  yearly 
according  to  the  "increase  or  diminution  of  men's  goods  and 
substance."  In  1649  a  more  general  act  was  passed  emjwvvering 
the  commissioners,  when  they  found  the  voluntary  contribu- 
tions inadequate,  to  stent  the  parishes  according  to  their  ability 
and  wealth.  In  all  these  matters  the  criterioii  of  ability  was 
declared  to  be  the  "estates  and  conditions"  or  the  "goods  and 
substance  "  of  the  inhabitants.*  In  1663  the  important  change 
was  introduced  that  one  half  of  the  charge  was  to  be  asses.sed 
on  lands  and  only  the  other  half  on  the  inhabitants  according 
to  their  means  and  substance.  In  1692  this  was  made  a  general 
rule.*  For  a  long  time  the  tax  included  personal  estates  and 
even  the  income  of  professional  classes  and  artisans.^  In  the 
various  boroughs  and  parislies  the  practice  was  exceedingly 
diversified,  although  personal  property  in  most  cases  slipped  out 
of  the  assessment.  The  .\ct  of  1845  granted  wide  option  to 
the  parochial  boards.  Several  alterations  were  permitted, 
one  of  which  included  an  a.ssessment  "upon  the  whole  inhabit- 
ants according  to  their  means  and  substance."  ®  By  1847  out 
of  558  parishes  that  used  their  rating  powers  only  71  employed 
the  method  of  means  and  substance,  the  great  mass  imposing 

Bilinski,  IHc  GcmeiiulebeKleurrung  iind  drren  Reform,  p.  35  rt  scq.  Sec  also 
Hcxlley,  Obsernilions  on  the  Incidence  of  Local  Taxation  (1884),  who  oppiscs 
the  exemption  of  stock  in  triwie  and  the  attempts  to  get  maehinery  exempted 
from  ratability.  Cf.  G.  H.  lilundeii,  Local  Taxation  and  Finance,  IS^n. 
Some  interesting  material  may  also  be  found  in  J.  .1.  O'Meara,  MitriicifHil 
Taxation  at  Home  and  Abroad,  1H!U.  Tlie  best  works  on  tlie  legal  iusp»>el  of 
the  question  are  Boyle  and  Davies,  The  I'rinciplcs  <-/  Rating  practicatli/ 
considered,  1890;  Castle,  Imw  and  Practice  of  liatimj  (I89.')  and  later  edi- 
tions);  E.  M.  Konstam,  Rtitex  anil  Tiui--,  a  practical  guide,  liXXi;  W.  C. 
Hyde,  The  Lnw  ami  Practice  of  Rating,  2d  ed.,  1<)()4;  C.  A.  Webb,  Law  and 
Practice  of  Rating  and  Ansesumeni,  1910. 

'  Cf.  especially  the  work  of  Turner,  cited  supra,  p.  49,  note  3. 

'  Pvid  ,  p    H  »  //>!>/.  *  Ibhi  .  np.  21    .'?4. 

'•  Ibid.,  p.  .38.  "  Ihid.,  pp  44-4.5. 
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the  tax  on  real  estate,  one-half  on  owners  and  one-half  on 
ocpupiers.  By  18G0  out  of  752  parishes  only  25  usetl  the  "  means 
and  substance"  method.  In  18(51  the  Baxter  Act  abolished 
rating  on  means  and  substance  in  all  parishes  where  it  had  iK-en 
introduced  since  1845.  A  very  few  parishes  retainetl  the  sys- 
tem by  right  of  usage  previous  to  1845,  the  last  to  maintain 
the  I  ustom  being  Greenock,  where  it  continued  to  exist  accord- 
ing to  a  curiously  progressive  scale,  until  1880.^  The  system 
was  abolished  because  it  was  finally  realized  by  the  owners 
of  real  estate  that  the  exemption  of  i^ersonalty  really  increased, 
rather  than  diminished,  the  value  of  their  own  real  property.^ 
Thus  came  to  an  end  the  local  general  property  tax  in  Scotland. 
As  we  have  seen  above,'  it  was  only  a  few  years  more  before 
the  state  general  property  tax  followed  suit. 

History  thus  everywhere  teaches  the  same  lesson.  As  soon 
iis  'he  idea  of  direct  taxation  luis  forced  itself  into  recognition, 
it  assumes  the  practical  shape  of  the  land  tax.  This  soon  de- 
velops into  the  general  property  tax  which  long  remains  the 
index  of  ability  to  pay.  But  as  soon  jus  the  mjuss  of  property 
splits  up,  the  property  tax  l)ecomes  an  anachronism.  The 
various  kinds  of  personalty  escape,  until  finally  the  general 
property  tax  completes  the  cycle  of  its  development  and  re- 
verts to  its  original  form  of  the  real  projx'rty  tax.  The  property 
tax  in  the  United  States  is  simply  one  instance  of  this  universal 
tendency;  it  is  not  an  American  invention,  but  a  relic  of  media;- 
valism.  In  substance,  although  not  in  name,  it  has  gone  through 
every  phase  of  the  development,  and  any  attempt  to  escape 
the  shc'king  evils  of  the  present  by  making  it  a  general  prop- 
erty tax  in  fact  lus  well  as  in  name  is  foredoometl  to  failure. 
The  general  property  tax  as  the  chief  source  of  revenue  is  im- 
possible in  any  complicated  social  organism.  Mediaeval  methods 
cannot  succee<l  amid  modern  facts 

V.  Theory  of  the  General  Properly  Tax 

While  it  is  generally  confessed  that  the  property  tax,  as 
{idministered  in  the  United  States,  is  a  failure,  it  is  sometimes 
contended  that  if  thoroughly  executed  it  would  be  a  just  tax.  ^ 

'  Ibiil.,  pp.  4S-1<t.  '  Ihid.,  p.  ')•!.  3  Suimi,  p.  .W. 

*  "Wliilc  tlicrc  is  no  fairer  or  Ix'ftcr  iiioilc  <if  taxation  than  tho  n<l  vnlnrem 
system  pro|M>rly  and  justly  administered,  llierc  i.s  none  more  oppresnivo  or 

•.!!ljt!«f    ■.:•.),{   !!!-..-!il!.l!   whrr,   l!><.«  !y  nr  imi"  Hrrfly  <.>i(=<-ut«)  "      ItrpOTf  of  the 

<'i>mi>tTi>Uer-<iiuiriil  iij  (iiDujin,  Isill.p  ,"). 
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The  theory  of  the  general  property  tax  designed  as  the  sole  or 
principal  source  of  state  and  local  revenue,  as  set  forth  in  almost 
all  our  state  constitutions,  is  held  to  be  correct  in  principle. 
Is  this  true? 

In  the  first  place  we  must  disabuse  ourselves  of  the  idea 
that  property,  as  such,  owes  any  duty  to  pay  taxes.  The  state 
has  direct  relations  not  with  property,  but  with  persons.  It 
is  the  individual  who,  from  the  very  fact  of  his  existence  within 
the  state,  is  under  definite  obligations  toward  the  state,  of 
which  the  very  first  is  to  protect  and  support  it.  The  .state, 
indeed,  can  exist  without  the  particular  individual,  but  the 
individual  cannot  exist  without  the  state.  Every  civilized 
community  professes  to  tax  th(>  individual  according  to  his 
ability  to  pay,  which  may,  indeed,  be  measured  by  his  prop- 
erty or  by  any  other  standard.  In  the  last  instance,  however, 
it  is  the  individual  who  really  owes  this  duty. 

But  is  property  the  true  test  of  ability?  In  primitive  com- 
munities it  is  to  a  certain  extent.  Every  freeman  is  a  proprietor, 
and  all  are  supported  by  the  pro<luce  of  the  land.  Conijiarative 
equality  of  wealth  gives  comparative  equality  of  opportunity, 
and  the  finer  differences  in  ability  to  pay  are  not  yet  recognized. 
In  the  early  stages  of  society  property  is  indeed  a  rough  test 
of  ability. 

But  a  change  soon  sets  in.  As  society  differentiates,  cla.sses 
arise  who  support  themselves  not  from  Iheir  property,  but  from 
their  earnings.  Manifestly  he  who  earns  a  salary  cannot  be 
declared  entirely  devoid  of  ability  to  pay,  as  compared  with  one 
who  receivfs  the  same  amount  as  interest  on  a  principal,  or  as 
profits  on  property.  Moreover,  the  jiroductiveness  of  property 
become^  a  controlling  element  in  calculating  the  owner's  ability. 
Of  two  factory  owners,  one  may  be  running  full  time  and  making 
large  profits;  the  other  may  be  compelled  to  keep  his  factory 
closed,  earning  nothing.  ( )f  two  landowners,  one  may  employ  im- 
proved proces.ses  and  enjoy  a  large  product;  the  other,  although 
on  etjually  valuable  land,  may  suffer  climatic  reverses  and 
pro<luce  far  less.  Of  two  capitalists,  one  may  invest  his  property 
so  as  to  obtain  large  proceeds:  the  other  may  put  an  equal 
amount  into  an  enterprise  which  yields  very  little.  It  is  plainly 
incorrect  to  say  that  the  ability  in  these  ca.«es  varies  with  the 
property.  The  test  of  ability  i>  shifted  from  |)roperty  to 
product,  prncocfiH  nr  oarniiv'-- 

The  truth  of  this  principle  is  faintly  recognized  in  the  legis- 
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lation  of  all  countries  one  step  removed  from  the  primitive  tax 
system.  Its  application  can  be  seen  in  some  of  the  mediajval 
town  taxes,  where  the  earnings  of  the  artisans  and  tradesmen 
were  taxable,  as  evidences  of  ability  or  faculty,  side  by  side  with 
the  property  of  others.  It  can  be  seen  also  in  various  attempts 
of  mediiEval  states  to  tax  the  proceeds  or  rents  of  land,  the 
salaries  of  officials  and  the  products  of  individual  exertion.  In 
like  manner,  it  can  be  seen  in  the  early  legislation  of  the  Ameri- 
can colonies.  Thus  the  law  tax  of  1634  in  Massachusetts  Bay 
provided  for  the  as.sessment  of  each  man  "according  to  his 
estate  and  with  consideration  of  all  other  his  abilityes  what- 
soever." The  measure  of  ability,  however,  was  still  property, 
as  appears  from  the  provision  of  1635  that  "all  men  shall  be 
rated  for  their  whole  abilitie,  wheresoever  it  lies."  By  1646,  the 
glimmering  of  the  new  idea  is  seen;  for  the  law  now  provides 
not  only  for  rating  of  all  "estates,  both  real  and  personal,"  but 
also  for  the  taxation  of  "manual  persons  and  artists,"  who 
"are  to  be  rated  for  returns  and  gains  proportionable  unto  other 
men  for  the  i)ro<iuce  of  their  estates."  In  other  words,  not  only 
property  but  product  was  taken  into  account.  In  many  of  the 
other  American  colonies,  also,  the  profits  of  certain  classes  were 
taxable  like  the  produce  of  estates,  by  what  was  known  as  the 
faculty  tax  or  the  assessment  on  the  faculty.'  We  see,  there- 
fore, how  wide  of  the  mark  is  the  statement  that  the  system 
which  the  Americans  instinctively  adopted  was  "the  equal 
taxation  of  property,  the  non-taxation  of  labor." 

In  the  colonies,  indeed,  these  laws  mark  only  the  first  faint 
attempts  to  substitute  product  for  property  as  the  basis  of 
taxation.  Later  on,  the  distinction  was  lost  sight  of  and  the 
attempt  abandoned.  But  in  Europe  the  development  con- 
tinued and  the  basis  of  the  tax  system  was  changed  from  prop- 
erty to  product.  Thus  taxes  on  land,  houses,  wages,  salaries, 
interest,  profits,  etc.,  gradually  supplanted  the  propt»rty  tax,  and 
formed  a  more  or  less  complete  system  based  on  product.  In 
modern  societies,  as  we  have  seen,  the  basis  of  taxation  has 
very  recently  again  shiftetl  from  product  to  income.  The 
|)()int  here  to  l)e  noticed  is  that  throughout  all  Europe  the 
mediaeval  basis  of  taxation — the  mass  of  property — was  aban- 
doned because  it  no  longer  corresponded  to  the  demands  of  jus- 
tice.   The  property  tax  is  theoretically  unjust  iMH-ause  projxTty 

'  {"or  iluMjt'tailsof  this  (jcveiopmpnt  wee SeiiRinan,  The  Income  Tax,  1911, 
Hti7  et  seq. 
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no  longer  measures  tlie  al)ility  to  pay — beoauise  property  has 
been  replaced  by  product  as  an  index  to  faculty. 

This  is  the  reason  for  the  failure  of  the  property  tax.  It 
has,  indeed,  been  contended  by  some,  as,  for  instance,  by  Pressi- 
dent  Walker,  that  the  fatal  defect  of  the  property  tax  consists 
in  its  constituting  a  penalty  on  savings.'  This  criticism  seeiTis 
to  be  (juestionable,  for  the  same  objection  would  attach  to  any 
tax  based  on  income  just  so  far  as  income  exceetls  expendi- 
tures. An  income  tax  on  the  surplus  is  equally  a  tax  on  sav- 
ings. There  is  no  difference  in  this  rcsjiect  between  a  property 
tax  and  this  portion  of  an  income  tax.  The  only  logical  con- 
clusion from  this  objection  to  the  property  tax  is  a  tax  on  e.\- 
pense.  If  we  wish  to  avoid  taxing  savings,  we  must  tax  only 
expenditure.  And  yet  President  Walker  correctly  opposes  the 
expense  tax  as  the  most  unjust  of  all.  The  propertj'  tax  is  un- 
just, not  because  it  is  a  penalty  on  savings,  but  because  prop- 
erty is  no  longer  a  measure  of  ability. 

There  is  not  a  single  scientist  of  note  who  upholds  the  prop- 
erty tax  as  the  sole  or  chief  direct  contribution.  Some  of  the 
German  writers  on  finance  do,  indeed,  advocate  a  general  prop- 
erty tax,  but  simply  as  a  subordinate  supplement  to  all  existing 
direct  taxes,^  and  mainly  as  an  adjunct  to  the  income  tax,  in 
order  to  tax  income  from  property  more  than  professional  or 
individual  earnings.  These  writers,  however,  overlook  the 
fact  that  the  same  result  may  be  attained  by  making  a  differ- 
ence in  the  rate  of  the  income  tax,  as  in  Italy.  Above  all,  the 
continental  countries  have  been  so  long  exempt  from  the  gen- 
eral property  tax  that  the  European  writers  have  given  it  very 
little  attention,  have  forgotten  its  shortcomings  and  have  failed 
to  analyze  its  inherent  defects. 

One  other  argument  of  somewhat  more  weight  is  sometimes 
advanced  in  favor  of  the  property  tax,  viz.,  that  uniler  any 
other  system  unproductive  proj)erty,  like  jewellery,  art  collec- 
tions, unimproved  lands,  etc.,  would  be  exempt.  This  con- 
sideration at  its  best  does  not  justify  u  general  proix'rty  tax, 
but  a  tax  on  special  kinds  of  i)roperty.  Entirely  apart  from 
the  impolicy  of  taxing  art  collections,  or  the  impossibility  of 

'  Polilieal  Science  Qtuirlrrly,  vol.  iii.  (1888),  p.  3. 

'Cf.  Gustav  Cohn,  Fi>i<imiri.-<.stu.-<chofl,  §475:  "  Ncbrn  Her  Erwcrbsbe- 
steuening  bleibt  filrdir- Prr-itztvst <T,i-r,inK  h--.it onuri-isi  hl■^i<■h^•i!lkt!>r  K:'.i!n! 
Ubri(j."  Sit"  thf  Englisli  translation,  p  ."xlii:  ■Tho  taxation  ol  earnings  as 
it  exists  to-day  leaves  but  scant  r(K)m  for  taxes  on  possessions." 
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(liscovorinK  jrwollrry,  or  tlir  utter  iiisigtiificunco  of  his  kind  of 
pro|X'rty  whi-n  i-onipuntl  with  the  totul  natiotiul  wealth,  the 
urKument  is  defeetive.  The  conversion  of  capital  into  unpro- 
ductive wealth  of  itself  destroys  the  revenue,  which  is  tlie  only 
true  fund  for  the  payment  of  taxes.  It  is  undeniable  that  if 
the  property  were  productive,  and  if  the  tax  were  leviwl  on  the 
product,  the  owner  would  pay  a  larger  sum.  liut  on  the  other 
hand,  his  revenue  would  be  still  greater  and  his  annual  sur- 
plus alx)ve  the  tax  would  constitute  an  ever-increasing  pro- 
ductive fund.  To  leave  unproductive  property  free  may  thus 
indetnl  lessen  the  share  of  the  government,  but  seems  to  be 
nothing  more  than  justice  to  the  individual.  His  renunciation 
of  revenue  diminishes  pro  tanto  his  tax-paying  abiUty.  It  is 
really  only  because  of  the  belief  that  the  possession  of  these 
articles  of  consumption  involves  an  expenditure  for  their  main- 
tenance, or  forms  an  indirect  proof  that  their  owner  is  able  not 
only  to  retain  these  articles  of  luxury,  but  also  to  live  in  com- 
fort on  his  income,  that  we  attempt  to  t:ix  this  kind  of  property. 
In  other  won's,  just  as  relative  expenditures  of  certain  kinds 
afford  a  rough  criterion  of  a  man's  income,  l)ecause  his  stand- 
ard of  living  usually  bears  a  fairly  definite  relation  to  his  income, 
so  the  taxation  of  sjM'cial  articles  of  pron<'rty  may  really  be  con- 
sidered an  indirect  way  of  getting  at  relative  revenue.  But 
l)recisely  because  it  is  very  rough  and  indirect,  it  is  in  the  main 
unsatisfactory. 

The  great  element  of  reason  in  the  demand  for  the  taxation 
of  unproductive  projx'rty  is  to  be  found  in  the  assessment  of 
real  estate.  It  is  an  undoubtetl  fact  that  real  estate  is  often 
held  for  sjM'culative  i)uri)oses,  and  that  it  is  the  duty  of  the 
community  not  to  encourage  such  sjM-culation  by  exempting 
vacant  lands  from  taxation.  The  owner  exjiects  to  reap  from 
the  future  value  of  the  land,  wliether  he  sells  or  keeps  it,  a  sum 
more  than  sufficit  nt  to  recompense  him  for  his  outlay  and  inter- 
vening loss  of  interest  and  j)rofit.  He  is  prospectively  earning 
an  annual  revenue  from  the  land,  whose  present  unpnxluctive- 
ness  is  technical  rather  than  real.  It  is  thus  jx-rfectly  logical 
to  tax  unproductive  real  estate  even  though  the  basis  of  taxa- 
tion be  product  rather  than  property.  It  is  the  estimated, 
rather  than  the  actual,  product  that  is  taxed. 

But  even  grant in^  that  there  is  this  justification  for  a  tax  on 
certain  forms  of  uni)roductive  property,  it  would  not  strengthen 
the  cat-e  for  a  general  property  tax.     At  best  it  would  simply 
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mean  that  the  tax  on  prcnluct  should  be  supplcmontod  by 
a  tax  on  certain  kinds  of  unprmiuctivp  property,  which  are 
ri'aily  prospectively  productive.  No  one  has  ever  objected  to  a 
real  estate  tax,  whether  it  Ix"  levied  on  the  basis  of  value  or  of 
assumed  pro<luct.  But  a  real  estate  tax  is  not  a  general  property 
tax;  tlie  principle  of  the  real  estate  tax  does  not  signify  that 
property  in  general  should  be  made  the  test  of  ability  to  pay. 
We  may,  therefore,  still  assert  that  if  there  are  any  evils  arising 
from  the  absence  of  a  general  [)roperty  tax,  they  are  slight  when 
comparetl  to  the  evils  insejjarable  from  its  existei.ce. 

VI.  Conclusion 

From  the  preceding  survey  it  is  difficult  to  escape  the  con- 
clusion that  the  general  property  tax  as  the  main  source  of 
public  revenue  is  a  failure  from  the  triple  standpoint  of  history, 
theory  and  practice. 

Historically,  the  property  tax  was  once  well-nigh  universal. 
Far  from  being  an  original  idea  which  the  Americans  instinc- 
tively a<lopttd,  it  is  found  in  all  early  societies  whose  economic 
conditions  were  similar  to  those  of  the  American  colonies.  It 
was  the  first  crude  attempt  to  attain  a  semblance  of  equity, 
and  it  at  first  respondetl  roughly  to  the  demands  of  democratic 
justice.  In  a  community  mainly  agricultural,  the  projwrty  tax 
was  not  unsuite<l  to  the  social  conditions.  But  as  soon  as  com- 
mercial and  industrial  considerations  came  to  the  foreground 
in  national  or  municipal  life,  the  property  tax  decayed,  became 
a  shadow  of  its  former  self  and,  while  professing  to  be  a  tax  on 
all  property,  ultimately  turned  into  a  tax  on  real  property. 
The  disparity  Iwtween  facts  and  appearances,  l)etween  prac- 
tice and  theory,  almost  everj-where  became  so  evident  and 
engendered  such  misery,  that  the  propertj'  tax  was  graduallj- 
relegated  to  a  sulwrdinate  iwsition  in  the  fiscal  system,  and  wa? 
at  last  completely  alwlishwl.  All  attempts  to  stem  the  current 
and  to  prolong  the  tax  by  a  more  stringent  administration  had 
no  effect  but  that  of  injurious  reaction  on  the  iiiomle  of  the  com- 
munity. America  is  to-tlay  the  only  great  nation  deaf  to  the 
warnings  of  history.  But  it  is  fast  nearing  the  stage  where  it. 
too,  will  have  to  submit  to  the  inevitable. 

Theoretically,  we  have  found  that  the  general  property  tax 
is  deficient  in  two  respects.  First,  the  theorv  presiipfKises  tliot 
there  is  an  ascertainable  general  projierty  -a  definite  surplus 
of  assets  over  liabilities.    In  primitive  social  comlitions  this  is 
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true;  there  is  a  compasite  mass  of  property,  I)ecau8e  th*^  o  is  no 
industrial  difTcrentiation.  But  in  the  modern  age  property  i» 
split  up  into  a  hundred  elements,  »o  that  if  we  attempt  to  tax 
each  element  separately,  it  is  often  impossible  to  decide  from 
which  category  deductions  are  to  Imj  made  for  indebtedness. 
An  individual,  for  instance,  owes  more  on  his  book  accounts 
than  is  due  to  him.  Granting  that  he  therefore  pays  no  tax 
rm  his  book  accounts,  shall  ho  l)e  permittetl  to  deduct  this  sur- 
plus of  debt  from  the  value  of  his  real  estate?  This  is  mani- 
festly inadmissible.  And  yet  unless  this  is  done  he  is  taxed  not 
on  his  property,  but  on  his  surplus  of  debt — not  on  his  real 
assets,  but  on  what  he  owes;  not  on  his  ability,  but  on  his 
liability.  The  theory  of  the  property  tax  is  not  carriei  out; 
and  it  cannot  l)e  carried  out  because  the  conditions  of  the 
theory  fail.  The  general  mass  of  property  ha.s  disappeared,  and 
with  it  vanishes  the  foundation  of  the  gencnil  property  tax. 

Secondly,  the  projierty  tax  is  faulty,  iKHause  property  is 
no  longer  a  criterion  of  faculty  or  tax-paying  capacity.  Two 
equal  ma.s.ses  of  property  may  he  unequally  productive,  and 
hence  unequally  affect  the  margin  of  income  from  which  the 
public  contributions  are  paiil.  The  standard  of  ability  has 
been  shifted  from  property  to  product;  the  test  now  is  not  the 
extent,  but  the  productivity,  of  wealth.  Ami  since  revenue  is  a 
l)etter  index  than  wealth,  the  vast  class  of  earnings  derived 
not  from  property  but  from  exertion  is  completely  and  unjusti- 
fiably exempted  by  the  taxation  of  property  alone.  The  theory 
of  the  property  tax  again  fails  because  the  conditions  of  the 
theory  have  disappeared. 
fPradically,  the  general  property  tax  as  actually  admin- 
istered is  beyond  all  doubt  one  of  tlie  worst  taxes  known  in  the 
civilized  world.  Because  of  its  attempt  to  tax  intangible  as 
well  as  tangible  things,  it  sins  against  the  cardinal  rules  of  uni- 
formity, of  equality  and  of  universality  of  taxation.  It  puts 
a  premium  on  dishonesty  and  debauches  the  public  conscience; 
it  reduces  deception  to  a  system,  and  makes  a  science  of  knavery; 
it  presses  hardest  on  those  least  able  to  pay;  it  imposes  double 
taxation  on  one  man  and  grants  entire  immunity  to  the  next. 
In  short,  the  general  property  tax  is  so  flagrantly  inequitable, 
that  its  retention  can  be  explained  only  through  ignorance  or 
inertia.  It  is  the  cause  of  such  crying  injustice  that  its  altera- 
tion or  its  al)olitum  must  become  the  t)attie  cry  of  every  states- 
man and  reformer. 
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CHAPTER  III 


THE    SINGLE   TAX 

Amono  the  proji'fts  for  social  and  tax  reform,  few  have  l)een 
more  earnestly  and  enthusiastically  supjjorted  than  the  single 
tax.  Many  p<'rsons,  however,  have  only  a  faint  idea  of  what  the 
project  really  is;  wiiile  others  have  been  so  influenced  by  the 
allurinR  arguments  of  its  advocat(>s,  that  they  have  not  troubled 
themsi'lves  to  investigate  the  problem  from  the  standpoint  of 
modern  economic  science.  Let  us  att(>mi)t,  in  ihe  following 
pages,  to  explain  the  nature  of  the  single  tax  and  to  ct)n8ider 
critically  the  arguments  that  are  commonly  urged  in  its  fa\or. 

I.  What  ifi  the  Slmjlc  Tax? 

In  the  lirst  place,  the  single  tax  denotes,  iis  it.^  name  implies, 
the  only  tax,  the  exclusive  tax,  the  tax  on  some  one  class  of 
things.  The  idea  that  the  wants  of  the  state  may  be  su|)plied 
by  such  a  tax  is  not  a  new  one.  During  the  seventeenth  and 
e.ghte<'nth  c(>nturies,  a  band  of  reformers  in  England  as  well 
as  on  the  continent  put  forward  the  idea  of  a  single  tax  on  ex- 
ix'iise.'  So  many  of  the  privileged  classt's  had  succeetleil  in 
securing  exemptit)n  from  the  various  direct  taxes,  that  it  Wiis 
lioped  to  realize  a  substantial  universality  of  taxation  by  taxing 
everybody  on  his  exiM'nditure;  and  since  it  wa.s  supposinl  that 
this  tax  could  lie  evadt  d  by  no  one,  it  was  for  a  time  very  jxipular. 
L;iter  on  in  tiie  eighteenth  century  there  Wiu*  a  party  in  Eng- 
land whose  motto  was  a  single  tax  on  houses.'-'  Again,  at  the 
beginning  of  the  nineteenth  century  the  exj-'-rience  of  England 
with  the  income  tax  UhI  a  nunilw  ■  of  riters  on  the  continent 
to  advance  the  plan  of  a  single  tax  on  incomes.'  Toward  the 
middle  of  the  century,  again,  a  single  stamp  tax  was  advocated 

'  Sn/irn,  p.  8. 
'/.  ."^riipnan,  The  Shiflittg  and  Inriiience  of  Taxation,  3d  ixl.,  1910,  pp. 
S'l  !».■>. 

'  Kiir  llu'  (i«"nn:m  ailvocalcs  of  thi.s  sinKic  tax  set-  SeliKmun,  The  Incomt 
Tai,  Htll,  pp. 'Jin-L'Sti. 
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in  France,'  and  a  generation  later,  the  project  of  a  sing!"  tax  on 
capital  was  «'nthusiastically  atlvocatwl  not  by  socialists,  but  by 
conservative  reformers.'-  The  single  tax  proclainunl  by  Henry 
George  is  thus  simply  the  last  of  many  similar  schemes  that  have 
been  pro|X)un(le<l ;  and  it  is  not  improbable  that  after  it  has  dis- 
appeannl  economists  of  the  future  will  be  occupied  in  dealing 
with  yet  another  form  of  single  tax. 

The  present  scheme  is  a  single  tax  on  land  values-  that  is," 
a  tax  on  the  value  of  the  bare  land  irrespective  of  the  buildings 
or  other  improvements  in  or  on  ♦he  land.  Curiously  enough 
the  taxation  of  land  has  been  supj)orted  by  two  lines  of  argument 
which  are  fundamentally  opposed.  Thus  about  a  generation  ago 
Mr.  Isaac  Sherman,  an  eminent  citizen  of  the  city  of  New  York, 
proiKJsed  a  plan  by  which  all  state  and  local  taxes  at  least  were 
to  be  levied  on  real  estate.  Mr.  Sherman  and  his  followers  con- 
fesse<l  that  taxes  ought  to  be  borne  by  the  whole  community. 
They  favored  the  taxation  of  land  on  the  theory  that  the  tax 
would  be  shifted  from  the  landowner  to  the  consumer,  and  would 
thus  be  diffused  througiiout  the  community.  As  every  one  is  a 
consumer,  each  would  in  the  end  bear  his  share  of  the  buflen. 
The  tax  would,  moreover,  have  the  additional  merits  of  sim- 
plicity and  convenience. 

Many  iMH)ple  to-<lay  declare  their  tulluMon  to  a  tix  on  land 
for  this  reason.  But  it  is  renuukable  that  what  constitutes 
the  chief  advantage  of  the  tax  in  the  eyes  of  this  party  is  re- 
garded in  precisely  the  opjKjsite  way  by  the  real  advocates 
of  the  single  tax  on  land  values.  Mr.  Sherman  said  that  the 
tax  on  real  estate  is  to  be  recommended  because  it  falls  only 
nommally  on  the  owner,  and  is  in  fact  shifted  to  the  consumer. 
Mr.  Oeorgr  said  that  the  tax  on  land  values  will  stay  where  it 
is  put,  namely,  on  the  landowner,  and  that  it  is  to  be  recom- 
mended precisely  because  it  will  not  be  shifted  to  the  consumer. 
The  difference  between  the  two  the  ^^ies  could  not  be  more 
fundamental. 

,As  betwwn  these  two  theories,  there  is  a  substantial  con- 
sensus of  opinion  among  economists  that  Mr.  (leorg*'  is  correct. 
From  the  ame  of  Hicardo,  it  has  been  well-nigh  universally  con- 
ft^sed  that  a  tax  on  land  values,  i.e.  a  tax  on  economic  rent, 

'  Alexis  Wilholtn,  I'rnjel  <l'imiiA'.  unique  uninninl  xur  In  fortune  puhlique. 
Paris,  ISiV). 

'  K!*ix"ci:iliy  Mi-nicr  timl  Iti8  followers.  For  thcst'  avv  S«'ligman,  The  lu- 
come  Tnx,  1911,  p.  2!tO. 
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will  fall  wholly  on  the  owner.'  This  is  precisely  the  reason  why 
the  scheme  is  advocated  by  the  single-taxers,  who  desire  to  tax 
the  landowner  out  of  existence — to  take  away  from  the  owner 
of  the  land  all  his  revenue  rights  in  the  land.  The  essential 
antagonism  between  the  two  schemes,  therefore,  cannot  be 
emphasizcnl  too  strongly.  The  one  desires  a  land  tax  because 
it  will  be  borne  by  the  whole  community;  the  other  desires  a 
tax  on  land  values  because  it  will  be  bornf  not  by  the  whole 
community,  but  by  a  particular  class.  Yet  many  pi'rson.-  who 
really  favor  the  former  theory  mistakenly  give  their  adhesion  to 
the  latt«'r.  There  are  many  self-styled  single-taxers  who  simply 
believe  that  a  land  tax  is  the  most  convenient  of  all  metluKls  for 
securing  the  desired  equality  of  burden.  In  reality,  there  is  no 
kinship  betwetni  them  and  the  single-taxers  proper.  Mr.  GtH)rge 
warns  us  not  to  confus^  a  tax  on  land  with  a  tax  on  land  value. 
.\nother  point  which  needs  especial  emphasis  is  the  distinc- 
tion to  be  observed  between  the  single  tax  and  a  tax  on  land 
values.  T!"  single  tax  with  which  we  have  to  deal  is  imleed  a 
tax  on  land  values,  but  a  tax  on  land  values  is  not  necessarily 
a  single  tax.  The  essential  feature  of  the  single  tax  is  the 
singleness  of  the  tax — the  demand  for  the  al)oiition  of  all  other 
taxes  and  the  substitution  of  a  tax  on  land  values.  This  is 
something  ((uite  different  from  the  demand  for  a  tax  on  land 
values  as  a  supplement  t<i  other  t:ixes.  The  addition  in  recent 
\'ears  of  a  tax  on  land  values  to  tlu'  tax  systems  of  various 
countries  must  not  Ix"  interpreted  to  Im'  an  acceptance  of  the 
single-tax  philosophy.  The  more  modern  advocates  of  the 
"single  tax  limited."  /.  c.  u  local  tax  on  land  value>  plu-^  a  state 
tax  on  corporation^,  plus  perhaps  a  national  income  tax  are 
really  not  single-taxers  at  all.  The  distinction  iietween  the 
single  tax  and  a  tax  on  land  vahns  is  of  fundamental  importance. 

II.   Til:    (IcnrrnI  Theory 

The  K^'iicrMl  cconoiuic  tlidiry  on  which  the  demi^nd  for  the 
sinnlc  t.i'^  i-  liMscd  iii.iy  be  -^unitnetl  up  in  a  few  words.  Land  is 
the  crcMtion  ol'  (Jod;  it  i>  not  the  result  of  any  man's  labor;  no 
one,  tlicrcforc,  has  a  right  to  own  lund  Imn  um'  in  the  value 
of  land  is  due  mainly  to  the  growth  of  die  community:  like  the 
l.uul  itself,  it  is  not  the  result  of  any  individual  effort;  it  is  an 
uiicMriii'd  iiicreiiiciit  \vliic!i  properly  belongs  to  -ocictv.     More- 

'  Si"*'  .S-ligiiian,  Till'  Shiftiiii/  iml  Incidriia:  «/  TaxiUion,  .'id  cl..  I'.dd, 
pp.  2M-:.W. 
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over,  private  property  in  land  is  undoulHedly  the  cause  of  all 
social  evils.  It  therefore  becomes  the  duty  of  t\w  government 
to  take  what  rightfully  belongs  to  the  whole  community.  Every 
one  may  still  retain  the  resuh  of  his  own  labor;  but  the  value 
of  the  bare  land,  the  economic  rent,  must  be  taken  for  the  state. 
Ill  this  way,  and  in  this  way  alone,  can  the  social  problem  i)e 
solved.  The  consequences  are  epitomized  as  follows  in  the 
platform  of  the  Single  Tax  League:  "It  would  solve  the  labor 
problem,  do  away  with  involuntary  poverty,  raise  wages  in  all 
occupations  to  the  full  earnings  of  labor,  make  over-prcnluction 
impossil)le  until  all  human  wants  ,:re  satisfied,  render  labor- 
saving  inventions  a  blessing  to  all,  and  cause  such  an  enormous 
pnxiuction  and  .such  an  e(iuitable  lli^t^ibution  of  wealth  as 
would  give  to  all  comfort,  leisure,  and  participation  in  the  ad- 
vant;iges  of  an  advancing  civilization." 

This  is  an  inviting  prospect.  It  is  not  so  much  a  method  of 
tax  n-forin,  as  a  panacea  for  human  ills,  that  is  here  set  forth. 
It  would  !)(■  interesting  to  discuss  this  fine  fabric  of  the  iileal. 
But  we  must  be  more  mo<lest  and  confine  our  attention  to  the 
.scheiii.   primarilv  as  a  practical  method  of  tax  reform. 

In  order  to  attain  a  basis  for  this  discussion,  it  is  necessary 
to  allude  to  the  two  funtlanientai  doctrines  on  which  the  i)lan 
is  founded.  The  first  is  tlie  underlying  theory  of  priv;'te 
property;  the  second  is  the  theory  of  the  relation  of  the  individ- 
ual to  the  public  purse. 

In  the  first  place,  the  single-tax  theory  of  property  is  the 
labor  theory — the  theory  tliat  individual  luunan  labor  con- 
stitutes the  <'nly  clear  title  to  proi)erty.  It  would  be  interesting, 
were  there  space,  to  trace  tlie  genesis  of  this  doctrine.  The 
Romans,  as  is  w*'ll  known,  had  ,in  entirely  difTerent  theory — 
the  occu|)ation  theory,  b.ised  on  the  riiiht  of  the  first  occupant. 
Against  this  rather  brtital  doctrine,  which  in  the  early  middle 
ages  iiaved  the  way  for  intolerable  ,ihu.-es,  the  philosophers 
advanced  the  lai)or  theory,  iioping  t'nereby  to  bring  about  a 
reform  in  actual  institutions.  The  labor  theory  went  hand  in 
hand  with  the  doctrine  of  natural  rights,  which  was  the  result 
of  an  earnest  .attempt  to  alxilish  the  al)uses  of  the  (incicii  rajinic, 
and  which  came  U>  a  climax  in  the  eighteenth  century.  Modem 
jurisprudence  and  modern  ])oliticaI  i)liil().sophy,  however,  li.ave 
incontestably  proved  the  mistake  underlying  tliis  .•i.'^suniption 
of  natural  law  or  n.itural  rii^lits.  They  have  shown  that  natural 
law  is  simply  tlie  idea  of  particular  thinker^  of  a  particular  age  of 
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what  ought  to  be  law.  Those  particular  thinkers,  indeed,  often 
influence  the  social  consciousness,  as  they  in  turn  are  influenc»'d 
by  it,  ,so  that  natural  law  may  be  called  law  in  the  making.  But 
at  an}'  given  time  it  represents  simply  an  ideal.  Whether  that 
ideal  will  approv  itself  to  society  dejK'nds  on  a  variety  of  cir- 
cumstances, l)u1  ^liettj-  on  the  (juestion  whether  society  is 
prepared  for  the  «hange.  Just  as  the  mo<1<'rn  theory  of  juris- 
prudence is  st)ciolop;ical  in  character,  sn  also  the  modern  tlu'<>rv 
of  property  may  be  called  the  soeial  utility  tlieory.' 

The  social  utility  theory  says  that  just  as  all  law,  all  order  and 
rdl  justice  are  the  direct  outurowtlis  of  so<'ial  causes,  and  just 
ji.'^  jinvate  ethics  is  nothing  but  the  (•on>('(iuence  of  .social  ethics, 
so  private  property  is  to  be  justified  simi)iy  by  the  fact  that  it 
is  the  la-st  .stage  of  a  sluw  and  painful  social  evolution.  At  the 
outset,  proiKTty,  and  esiwcially  i)roi)erty  in  land,  w;t-  largely 
owned  in  common.  It  was  only  through  the  gradual  progres.s  of 
e<'nnomie  and  .social  forces  that  private  i)roi)erty  came  to  l)e 
recognized  as  tending  on  the  whole  to  further  the  welfare  of 
tde  entire  comnumity.  The  social  utility  theory  does  not,  of 
course,  mean  that  what  has  once  been  must  always  be.  It  is 
not  a  reactionary  doctrine  which  looks  upon  all  that  is  as  good. 
It  -iimply  maintains  that  the  burden  of  proof  is  always  upon 
tile  party  urging  the  change;  and  that  whei\  the  change  ad- 
V()eated  is  a  direct  reversal  of  the  progress  of  centuries,  and 
a  reversion  to  primitive  conditions  away  from  which  all  history 
ii.-is  travelled,  the  necessity  for  its  absolute  proof  becomes  far 
■stronger.  T!ie  nationalization  of  land  is  a  demand  which,  in 
order  to  win  general  acceptance,  must  be  based  on  theories 
independent  of  the  doctrine  of  natural  rights. 

I'A-en  though  we  n.cept  the  theory  of  natural  rights,  we  need 
not  therefore  accept  the  single  tax.  If  it  is  said  that  the  value 
of  land  is  the  work  of  the  comnnniity,  and  tli.at  in  con.stHpience 
every  one  h.as  a  natural  right  to  it.  how  can  we  logically  deiiy 
that  the  value  of  any  soealled  product  is,  at  least  partly,  the 
work  of  t  he  coinnninity?  Mr.  ( leorge  bases  his  defence  of  private 
property  in  <onimodities  other  than  land  (m  the  lat)or  theory. 
Vet  individual  labor,  it  may  be  said,  has  never  by  itself  produced 
anythinjr  in  livili/ed  society.    Take,  for  example,  the  workman 

(■'oi  .1  (looi!  ,  \|)(i.-iii,in  i(f  tlu-  in.-iiiflicicni'v  of  t!ic  iloi'lrine  <if  luilural 
riKlii>.  .1  iIImii  -^idii  (if  A  Inch  u  I II I  III  III'  mil  (if  place  here.  I  lie  rculoris  rcfcrrcil 
to  I'itchic,  .\iit.ii-iil  It'li/hl.,  !  ,'J'i;  mi, I,  uilh  special  rcfcri-ncc  In  ilir  land 
<|Ui"-iiiiii.  Ill  UiixliN- -  i-^s-iy  nn  ■■Natural   Hisrlits,"  in  his  t\,U-rti4  h'-^idi/^. 
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fashioning  a  ohjiir.  The  wood  has  nut  Vmi  jk  .  hufKl  by  him;  it 
is  the  gift  of  luituro.  The  tools  that  hv  iww  ar»  ihf  result  of  the 
contributions  of  others:  the  house  in  which  ?#*  W(>«'ks,  the  clothes 
he  wears,  the  fool  he  eats  (all  of  which  are  iif«ess!*r\  in  civilized 
society  to  the  making  of  a  chair  :irc  the  result  •/  in.  .  oiitribu- 
tions  of  the  community.  His  safrty  from  robln'rv  nu;  jnlage— 
nay,  his  very  existence-  is  deix'iident  on  ti,'  ise,---  cd- 
operation  of  the  ,s<}oiety  about  him.  flow  can  it  ix  aif!  ,»  Mie 
face  of  all  this,  that  his  own  individual  labor  wli<>ri\  t^^cs 
anv^hing?  If  it  be  maintaine<t  that  he  pays  for  hi-  ',<^ii-  ;>is 
clothing  and  his  protection,  it  may  Ix'  answered  that  the  tf»#f' 
owner  also  ])ays  for  the  land.  Nothing  .- wholi.  'h<  r<'suli  o*"  H'.- 
aided  individual  lal)or.  Xo  one  luis  a  nglit  to  >:i  1  r.s  i)(lot,#s 
absolutely  and  completely  to  nie,  bccausi^  I  alott*-  iia'  •  j/foducir 
it.  Society,  from  this  point  of  \iew.  holds  ;i  mortgage  in  every- 
thing that  is  i)rodueed  The  -oiialists  have  'x'cn  in  thi-  •  y*'e' 
more  logicd:  and  that  perhao-  explains  why  the  inoveiiK  i' 
which  Mr.  ( !eorge  gavf  such  an  unpetu>  in  Knglaiul  and  i  -c- 
where  is  fast  changing  from  one  in  tavor  of  land  nationalizatio!' 
into  one  for  nationalization  of  ah  means  of  j)roduition.  Tin 
socialists,  indeed,  as  well  as  Mr.  ( icnrgc  are  in  error.  b(<;iu-c 
the  premi.ses  of  etui;  are  wromr.  It  i-  not  the  labor  theory,  but 
the  social  utilitv  theory,  which  is  th<'  real  defence  of  private 
projjerty.  But  if  we  accei)t  the  premises  ot  rhe  smgle-ta.xers,  we 
are  inevitably  impellefl  to  go  further  than  taey  do.  The  dif- 
ference between  property  in  l.ind  and  jirofH'rty  in  other  things 
is  from  the  standpoint  of  indi\idua!  icrsn.^  social  etfort  simply 
one  of  li  grce,  not  of  kind. 

The  other  fundamental  doctrine  of  tlic  advocates  of  tti*'  single 
tax  is  the  theory  of  benefit.-  tlie  doctrine  that  a  man  imglit  r..i 
contribute  to  ])ublic  burdens  in  projxirtioii  to  the  benefit--  that 
he  receives.  The  theory  i-  th.tt,  -incc  the  individual  iivU  a 
special  adv.antage  frotn  tlic  conununit\-  ui  ih.'  shape  of  untamed 
increment,  he  ought  to  make  somi'  rcc(iiii[)cns( .  To  thi~  on- 
lention,  two  aii>\vcrs  may  Ix-  made:  first,  that  the  l)eiiefit  ttiecry 
of  taxation  is  inadi  (piatc;  and  -'cond,  that,  >  .(  n  if  it  were  true, 
it  would  not  support  the  >inglc  tax.    Let  us  take  u[)  these  in  turn. 

It  is  jjointed  out  in  another  cha])ter  that  the  payrn-nt-  made 
by  the  individual  to  the  govcriiiiKMit  an  .xi  ('edingiy  (ii\er-e 
in  character.'  Where  the  govenitnent  ;ici>  dimply  .t"  a  oriv.ate 
individual,  in  performing  certain  -crvice-  ior  the  citi;-.ca    the 

'  hifrn.  i-!i;ip    xu'. 


i     f 


72 


ESSAYS  IN   TAXATIOX 


.1 ' 


I 


1 1 


i-- 
1  i 

ill 


i^ 


payment  is  a  priee.  It  is  a  ctusc  of  do  ut  facias.  The  govern- 
ment docs  something;  the  individual  gives  something.  Again, 
even  after  common  interests  have  develo|)ed,  the  individual 
may  ask  the  government  to  do  some  particular  thing  for  him, 
to  confer  some  privilege  upon  him.  He  may  wish  to  get  mar- 
ried or  to  run  a  cab.  For  this  particular  privilege  it  is  perfectly 
proper  that  the  government  should  make  a  charge — known  in 
modern  times  as  a  fee  or  toll.  Again,  the  government  may  Ijc 
at  considerable  expense  in  laying  out  a  new  street,  the  result 
of  which  will  l)e  to  enhance  the  value  of  a  particular  plot  of 
ground.  There  is  here  no  reason  why  the  government  should 
not  demand  that  the  owner  of  this  plot  should  defray,  at  all 
events  in  part,  the  cost  of  this  improvement.  This  is  calleil  a 
special  a.sses.sment.  In  all  these  cases  the  individual  receives 
an  undeniable,  special  l)enefit  as  the  result  of  a  .special  expendi- 
ture made,  or  privilege  conferretl,  by  the  government.  The 
principle  of  give  and  take,  therefore,  is  applicable. 

On  the  other  hand,  there  are  certain  actions  of  the  govern- 
ment which  interest  the  whole  community,  ami  from  which 
the  individual  receives  no  benefit,  except  what  accrues  to  him 
incidentally  as  a  mcml)er  of  the  community.  If  the  govern- 
ment undertakes  a  war,  no  one  citizen  is  iK^nefited  more  than 
another.  If  the  government  sjjcnds  money  for  instituting  a 
public  schot)l  system,  for  erecting  tribunals,  or  for  preserving 
the  public  health,  it  cannot  be  claimed  that  any  one  individual 
receives  a  mejwurable,  special  benefit;  all  are  equally  interested 
in  good  government.  When  payment  is  made  for  these  general 
expenditures — and  such  a  i)ayment  is  called  a  tax — the  proper 
principle  of  contribution  is  no  longer  that  of  benefits  or  of 
give  and  take,  but  of  ability,  faculty,  capacity.  Every  man 
must  support  the  government  to  the  full  extent,  if  nee<l  be,  of 
his  ability  to  pay.  He  does  not  measure  the  l)enefits  of  state 
Mition  to  himself  first,  liecause  these  lienefits  are  (juantitatively 
luuneiusurable;  nml  secondly,  l)ecause  such  measurement  im- 
plies a  deci<leilly  erroneous  conception  of  the  relation  of  the 
individual  to  the  modern  state. 

\t  one  timt;  the  doctrine  of  benefit  had  a  relative  justification. 
Two  centuries  ago  when  the  abs«)lute  rulers  of  central  Europe 
loaded  down  their  subjects  with  g'^ievous  bnrieiw  and  devt^-d 
the  profits  to  their  own  iM'tty  pleasures — ^when  in  France,  for 
example,  the  r)easant  w.is  taxable  n  mrrci  d  miserironlc  of 
the  nol)ility — it  was  natural  that  a  >cliool  should  iirUv  to  pro- 
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test  and  to  proclaim  the  principle  of  Wnefits.  Their  argument 
wa«  that  as  the  state  protects  everylMxIy,  everj-lxxly  is  under  a 
duty  to  pay  taxes;  in  other  words,  their  plea  was  for  universal- 
ity of  taxation.  This  was  a  distinct  step  in  advance.  Later  on, 
however,  the  doctrine  was  stretched  to  assert  that  everylxMly 
should  pay  in  proportion  to  l)enefits  rcceivetl,  with  the  implica- 
tion that  if  the  state  could  not  be  proved  to  confer  any  special 
l)cnefit  on  the  individual,  he  should  not  be  held  to  pay  any- 
thing. 

As  thus  extende<l,  the  theory  has  been  rejected  l>y  well-nigh 
all  the  thinkers  of  the  last  fifty  years.  It  is  now  generally 
agreed  that  we  pay  taxes  not  k-causc  the  state  protects  us,  or 
because  we  get  any  benefits  from  the  state,  but  simply  because 
the  state  is  a  part  of  us.  The  duty  of  supporting  and  pro- 
tecting it  is  l)om  with  us.  In  civilized  society  the  state  is  as 
necessary  to  the  individual  as  the  air  he  breathes;  unless  he  re- 
verts to  stateless  savagery  and  anarchy  he  cannot  live  beyond 
its  confines.  His  every  action  is  conditioned  by  the  fact  of  its 
existence.  He  does  not  choose  the  state,  but  is  bom  into  it; 
it  is  interwoven  with  the  very  fibres  of  his  being;  nav,  in  the 
last  resort,  he  gives  to  it  his  very  life.  To  say  that  he'supports 
the  state  only  In-causc  it  benefits  him,  is  a  narrow  and  selfish 
•loctrine.  We  pay  taxes  not  because  we  get  benefits  from  the 
state,  but  because  it  is  as  much  our  duty  to  support  the  state 
as  to  support  ourselves  or  our  family;  because,  in  short,  the 
state  is  an  integral  part  of  us. 

The  principle  of  benefit,  moreover,  would  lead  us  into  the 
greate.st  absurdities.  If  we  accept  it,  we  must  apply  it  logic- 
ally; we  must  not  restrict  its  beneficent  workings  to  the  land- 
owner. As  has  been  pointed  out  in  another  place,'  the  poor 
man,  according  to  the  theory  of  benefit,  ought  to  be  taxed 
more  than  the  rich,  because  he  is  less  alile  than  the  rich  man  to 
protect  himself.  It  is,  however,  needless  to  discuss  this  j«)int 
because,  as  we  have  seen  in  a  previous  cliaijtcr,  so  far  as  the 
individual  is  concerned,  ability  to  pay  is  not  only  the  ideal 
ba.sis  of  taxation,  but  the  gonl  toward  wliich  stx'iefy  is  steadily 
working.  It  lies  instinctively  and  unctni-ciiHisly  at  the  bottom 
of  many  of  our  endeavors  at  reform.  When  we  say  that  in- 
direct taxes  are  often  unfair  to  laborers,  we  mean  that  tlicv 
are  less  able  than  the  wealthier  iH)rtion  of  the  coiiununity  to 

'  '7  f^'liRrnan,  Progressive  Ttixniinn  in  Theon/  and  Practice,  2<l  (il    1<X)S 
pp.  I.'i()-l,^)7.  .  .         , 
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pay  the  tax.  Wlion  we  my  that  u  corporation  with  lar^e  re- 
ceipts should  pay  more  than  one  with  small  receipts,  we  tlo 
80  because  we  know  that  its  ability  to  pay  is  greater.  The  prin- 
ciple of  l)cnefit  is,  therefore,  not  the  basis  of  taxation.  It  is 
the  principle  away  from  which  all  m(Hlem  science  and  proRress 
have  lieen  working.  It  is  founded  on  a  false  political  philos- 
ophy, and  it  can  result  only  in  a  false  political  economy. 

It  may  Ik;  contended,  however,  that  the  doctrine  of  the  single- 
taxers  is  really  somewhat  different,  and  that  what  they  desire 
to  emphasize  is  the  principle  of  privilege  or  opportunity,  rather 
than  that  of  l)enetit.  This,  however,  d»»es  not  really  help  their 
case.  It  is  undeniable  that  privilege  constitutes  an  important 
factor  in  the  tax  probleni;  but  correctly  interpreted,  privilege 
as  we  shall  see  in  a  subse<iuent  chapter,'  is  simply  an  element 
in  taxable  ability.  The  lucrative  iirivileges  that  are  conferred 
on  an  individual  increa.se  his  income  or  his  property,  and  to  that 
extent  augment  the  nuKlern  index  of  his  taxpaying  ability. 
There  is  therefore  no  real  op|X)sition  lx;tw«HMi  the  two  concep- 
tions; but  it  is  obvious  that  privilege  is  the  minor  factor,  ability 
the  major.  Privilege  is  one  of  the  elements  that  constitute 
ability,  not  the  sole  element. 

The  result  of  this  coiisideratitm  is  that  a  tax  on  land  values 
is  legitimate  because  it  reacht>s  one  of  the  elements  of  taxable 
ability,  liut  the  conclusion  follows  with  ecjual  force  that  the 
demand  for  a  single  tax  on  land  values  is  inadmissible.  This 
is  true  for  two  reasons-  in  the  first  iilacc  it  emphasizes  the  prin- 
ci[>le  of  jirivilege  to  the  neglect  of  all  the  other  constituent  ele- 
ments of  faculty;  it  attempts  to  erect  into  the  superior  position 
a  {M)int  of  inferior  importance;  it  takes  a  part  and  makes  of  it  a 
wliole.  In  the  second  place,  even  if  the  principle  of  privilege 
were  put  into  this  ])ositi(m  of  pre-<>miiu'n<i',  the  single-taxers 
err  in  singling  out  a  jiarticular  jirivilcge  and  l)a.>*ing  their  sys- 
tem on  tins,  to  the  exclusion  of  other  scarcely  less  important 
privilegiv  I'his  \nnn\  will  l)e  more  fully  discussed  1h>1ow. 
under  the  he:i<l  of  the  justice  of  the  single  tax.  Thus  in  a 
double  w.iy  the  single-taxers  have  failed  to  gain  the  as.sent  of 
tax  scientist^  and  tax  reformers.  The  arguments,  which  are  of 
uuiiuestioned  vaiitlity  when  advanced  in  favor  of  the  addition 
of  a  land-value  tax  to  existing  fiscal  systems.  lo-<e  their  force  in 
proportion  that  the  emphasis  is  laid  on  the  desirability  of  the 
siii.l<  'ax. 
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III.  l\-articc.l  Defects 

I.#t  us  now  leave  the  diHcussion  of  principles  and  come  to  the 
objections  that  may  be  ume<l  against  tlie  single  tax  a-s  a  practical 
methotl  of  tax  reform.  i"o  a  certain  c'xtent  indeed,  the  paths  of 
American  fiscal  refornjcrs  and  of  the  single-taxers  are  parallel,  so 
that  up  to  a  given  |X)int  it  is  the  advantages  rather  than  the  de- 
fectsof  thesingle-tax  movement  that  might  beempha.sizetl.  A.s\vc 
have  pointwl  out  in  a  prece<ling  chapter,  the  general  property  tax 
has  become  a  failure  in  America.  Kvery  serious  student  agrees 
that  the  jv-rsonal  propcTt y  tax  as  a  part  of  the  general  property 
tax  naust  be  abolished.  What  to  put  in  its  stea<l  is  another 
question  whi<'h  nred  not  be  touched  uihju  here.  But  the  old 
must  always  Im-  demolislud  iM'forc  the  new  can  be  erecU'd. 
Now  so  far  as  the  destructive  side  is  concerned,  single-taxers 
and  other  tax  reformers  may  go  hand  in  hand.  So  ingraintnl  is 
the  belief  of  the  average  American  in  the  virtue  of  the  general 
property  tax  that  the  united  efforts  of  all  are  nec»-ssary  to  effect 
a  change.  And  where,  as  is  sometimes  the  case,  the  more 
moderate  single-taxers  will  go  further  and  advocate  practicable 
substitutes  for  the  present-day  prop<'rty  tax,  there  is  still  more 
reason  for  co-oiM-ration.'  In  the  struggle  against  the  common 
enemy  there  is  no  time  for  the  combatants  on  the  same  side  to 
lay  stress  on  differences  of  opinion.  This  explains  why  it  is  that 
in  several  of  the  American  states  the  single-taxers  and  other 
tax  reformers  are  working  in  unison.  But  this  harmony  is, 
after  all,  destintnl  to  be  only  temiwrary.  After  a  time,  when  the 
period  for  real  constructive  work  arrives,  the  differences  are 
bound  to  make  themselves  felt  and  the  rift  will  reapix-ar.  So 
that,  however  greatly  we  may  priz(>  the  co-operation  ui  tliesingle- 
taxers  for  a  time,  the  emjjhasis  must  ultimately  again  be  put  on 
the  defects  of  the  scheme  as  a  practical,  constructive  solution 
of  tax  problems.  These  defects  may  be  summed  up  under  four 
heads;  First,  the  fiscal  defects;  second,  the  political  defects; 
third,  the  moral  defects;  and  fourth,  the  economic  defects. 

1.  Fi-ical  Defects 

One  of  the  great  aims  of  every  sound  financial  ^\<t(  in  i^  to 
bring  about  an  e(|uilibrium  of  the  budget     tliat    i-,  td  .ivuid 

'  Ainonn  tlic  iiKxit  intcrcslmji  ami  I'fTciiivc  nt  tin-  mmlcrn  sintli-iavrs 
is  .\Ii  I'illchnnvii  of  Bnsion  Cf  cs|»Miiil|\  lii>  I  H  C.  ,i(  Tuxuln,,,  wli-i'h 
liiis  gnnp  thniijgli  scvcnil  (Mliiiinw 
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1)  surplus  m  well  us  a  (U-ficit.  Now,  whilo  many  taxes  may 
hv  Hudtlonly  luworwl,  not  many  of  thorn  can  Ik;  mado  to  give 
a  suddenly  increaiWHl  yirUl.  Om-  of  the  cardinal  principU'H  of 
taxation,  therefore,  is  ela.sti<  ily.  In  order  to  secure  this,  two 
conditions  are  necessary.  In  the  hrst  place,  the  source  from 
which  the  tax  is  deriveil  must  he  of  such  a  nature  that  an  in- 
crease of  the  rate  will  always  mean  an  increase  of  the  yield. 
There  shouUl  he  in  tin-  sourct;  of  taxation  a  reserve  power 
which  can  1h'  ilrawn  u|H)n  in  case  of  nenl.  Si'condly,  the 
revenue  should  he  secureil  from  a  iiumlM-r  of  objects,  so  that 
the  shrinkiiges  or  (U-ficits  temjwrarily  due  to  the  one  class  may 
he  made  noo<l  by  the  increase  or  surplus  revenues  of  the  other 
class.  Among  the  elastic  taxes  ih  the  income  tax,  and  it  is  well 
known  that  in  EnRlish  finance  one  of  the  chief  functions  of  this 
income  tax  is  to  preserve  the  eiiuilibrium  of  the  builget.  So 
again,  certain  taxes  on  conmiodities  are  often  utilizitl  for  this 
puriHis*'.  The  single  tax  on  land  valuj-s,  however,  is  utterly 
inelastic;  U'r  since,  according  to  the  thi-ory  of  its  advocates, 
the  total  rt  iital  value  is  to  Im-  taken  from  the  landowners,  the 
single  tax  taimot  be  increased.  Where  nothing  has  In-en  left, 
nothing  more  can  be  taken.  In  the  case  of  an  emergency  there 
would,  therefore,  be  no  iiossibility  of  increa-*inR  the  revenues. 
Even  if  the  total  land  value  were  not  taken,  it  would  still  re- 
main true  that  a  direct  tax  on  the  unimprovid  value  of  land  is 
far  more  inelastic  than  other  taxes;  for  when  the  supply  is 
constant  and  the  price  varies  with  the  conditions  ot  demand, 
the  selling  value  as  well  as  the  rental  value  is  subject  to  far 
mtire  fluctuations  than  in  commo<liti»'s  where  the  supply  may 
be  altere<l  at  i)leasure.  Furthermore,  a.s  we  have  seen,  a  single 
tax  of  any  kind,  whether  on  lands  or  on  anything  else,  would 
l)e  less  elastic  than  a  .system  of  taxes  where  one  may  be  played 
olT  against  the  other.  Lack  of  elasticity  is  a  serious  defect  in 
the  single  tax. 

.Vnother  fiscal  weakness  of  the  single  tax  is  that  it  inevitably 
intensities  the  ine(iualities  resulting  from  unju.st  a.s.s«>ssments. 
We  all  know  how  ilifficult  it  is  to  carry  out  laws  which  provide 
for  e(iual  assessnu-nts.  Under  the  real  estate  tax  in  the  United 
States,  for  example,  tiie  ;issess<^)rs  are  usually  .sworn  to  rate  the 
property  at  its  actual  or  selling  value,  and  the  selling  value  of 
a  piece  of  land  or  wf  a  hoi  <e  is  cdniparatively  easy  to  ascertain; 
yet  it  is  notorious  that  in  no  two  counties,  nay  even  in  no  two 
adjoining  pieces  of  proiM-rty.  is  the  standard  of  a.ssessment  the 
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samn.    Thus  the  n|)«)rt  of  tho  h.wii  Ucvrnuo  Conunissi,.!,  c.f 
IK1M,  Htutfs  tlmt  realty  in  lowii  was  ass«-ss,^|  at  from  scv.iit.m 
to  mxty  iMT  (vnt  of  ti..-  tru.-  xAnv.     It  is  w.H  it„own,  t.M,, 
that  in  (  hiniRo  adjacent  plots  of  nal  estate  were  until  reeently 
nm^eil  at  iwreentaRj-s  .)f  ri.jieulously  varvinR  .lennr.     Now 
It  IS  manifestly  not  so  easy  to  ass<'ss  the  land  valu.s -that  is' 
the  bare  value  of  the  land  irn«si)<Ttive  of  all  improu-ments, - 
ns  It  IS  to  as.sess  the  s«'llinK  value  of  a  pieee  of  real  estate.    For 
instance,  an  acre  of  agricultural  land  near  i  lar^e  town  may  he 
worth  «2(H);  l„it  if  u^rd  for  truck-farmiuK.  c.msid.Tal.lv  n.ore 
than  f2(X)  may  have  hcen  .■xi).-nde<l  on  it  durinn  the  last  century 
or  two.    Who  can  tell  how  much  of  the  .f'itX)  present  value  is  the 
value  of  the  l)are  land  and  how  much  is  i,,  ix-  assigned  to  the 
\a\wT  expended?     I'nder  tlu-  present  metluMl  we  have  at  ha^t 
a  definite  test— the  selling  value;  under  the  new  methml  we 
should  have  no  test  at  all.    There  is  ."very  likelihood,  therefore, 
that  the  ihirieulties  of  the  pn-sent  situation  would  he  intensihed. 
During  the  past  f.-w  years  a  immiuT  of  .\mcrican  cities  and 
u  few  stat.'s  have  initiated  the  syst.-m  of  dilTcrcntiatinR  between 
ass<'s.sments  cm  land  values  and  on  improvements.     In  every 
case,  however,  by  improvements  is  meant  in  practice  not  tie 
improvements  in  the  land,  but  the  improvements  ../,  the  land, 
ami  not  even  all  the  improvements  on  the  land,  but  only  those 
consisting  of  buildings.    In  the  cities  this  is  of  course  allthat  is 
neech-il;  but  in  the  rural  districts  no  etTort  is  made  to  ascertain 
land  values  in  the  pro|M'r  sense  of  the  term.    .\nv  .ittemijt  to  do 
so  would  at  once  engender  the  difficulties  referred  to  above. 
Moreover,  under  the  present  system,  inade<iuate  as  it  is,  there 
IS  always  a  chance  that  the  imixTfect  enf()rcemcnt  of  a  [larticii- 
lar  ta.\  law  will  be  ofTset   by  the  asses><ment   of  other  t.ixes. 
•  hrect  or  indirect.     I'nder  the  single  tax  not  onlv  W(.uld  there 
be  more  difficulty  than  ,it  pres«-nt  in  m:iking  the  (iriginal  .-isscss- 
inent,  but  ;uiy  ine<iuality  in  the  .isscssment  would  be  seriously 
intensified  l)y  the  very  fact  that  it  is  a  single  tax. 

2.  Pnhtical  Defects 
The  adoption  of  the  single  tax  means  the  total  abolition  of 
all  cu.stom  houses  and  import  duties;  it  means  that  there  can 
be  no  such  thing  as  a  syst.'m  of  protection  to  home  industry. 
Many  wouM,  it  is  true,  favor  the  single  tax  preciselv  on  this 
M. count;  but  there  are  some  self-styled  '•single-taxers  "  who 
t'clieve  that  as  a  matter  of  national  policy  there  is  a  ju-titic:i- 
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tion  for  imi)ort  duties.  Whatever  we  may  think  of  the  economic 
justification  of  import  (hities,  it  must  he  recognized  that  tliey 
may  sometimes  form  an  important  iiolitical  weajjon.  It  is 
dear,  however,  that  leaving  the  (|uestion  of  i)rote('tion  entirely 
asi(h>,  the  ado])tion  of  the  single  tax  will  make  it  impossible 
to  utilize  import  duties  for  political,  fiscal  or  other  purjioses. 

In  the  second  place,  the  adoption  of  the  single  tax  would 
render  it  impossible  for  governments  to  utilize  the  taxing  power 
as  a  political  or  social  engine.  For  instance,  the  United  States 
government  jiow  imposes  a  tax  on  the  circulation  of  state  bank- 
notes in  order  to  bring  about  certain  desiral)le  results  in  the 
currency  situation.  Again,  tlii"  I'nited  States  government 
levies  a  high  tax  on  opium,  not  for  tlie  i)urpose  of  revenue,  but 
in  order  to  discourage  the  consum])tion  of  opium;  and  it  also 
assesses  a  tax  on  oleomargarine,  primarily  in  order  to  ensure 
the  purity  of  butter.  Under  the  single  tax,  all  such  efforts  would 
be  impossible.  Finally,  Xo  mention  only  one  other  example, 
one  of  the  chief  methods  of  dealing  with  the  drink  question 
is  throvigh  the  im|)osition  of  high  liquor  licenses,  the  fiscal  im- 
portance of  which  is  only  secondary.  Under  the  single  tax  we 
should  be  jirevented  from  attacking  the  problem  in  that  way. 
(Jovernments  have  always  made  use  of  the  taxing  power  to 
regulate  and  to  destroy,  as  well  as  to  yield  a  revenue.  Were 
the  single  tax  to  be  adopted,  this  power  would  be  eliminated.' 

Thirdly,  the  political  results  of  the  single  tax  would  be 
dangerous  in  another  way.  So  far  as  there  ih  any  truth  in  the 
assertion  that  in  a  d(>mocracy  it  involves  some  risk  for  a  small 
class  to  pay  the  taxes  and  for  a  large  class  to  vote  them,  it  is 
especially  applicable  to  the  single  tax.  Since  the  "unearned 
increment"  would  flow  of  itself,  silently  and  noisele.ssly  into  the 
treasury,  there  would  be  no  need  of  a  budget;  and  the  sense 
of  responsibility  in  the  citizens  would  be  percepti])ly  diminished. 
It  is  well  known  that  liberty  has  been  intimately  bound  up  with 
the  contest  against  unju-t  taxation;  the  constitutional  history 
of  England  is  to  a  large  extent  a  history  of  the  struggle  of  the 
people  to  gain  control  of  the  trea.sury;  the  American  Revolution 
was  precipitated  by  a  question  of  taxation;  the  French  Revolu- 
tion was  brought  al)out  primarily  by  the  fiscal  abuses  of  the 
ancien  rcgiinc.    To  take  away.  then,  from  the  vast  majority  of 

'  Mr.  Gcornc  iniiccd  states  that  tic  ilocs  nut  (ihjcct  to  rcpros.sivo  t.ixrs. 
because  ncitlicr  a  land  nor  a  revenue  (iiiestion  is  involvcfl.  Hut  clearly  the 
tax  would  t.hcn  not  l)e  a  '  single"  tax. 
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dnoH-o  their  ocon„m.f  interests  from  tl.ose  of  the  state  wonkl 
especially  in  a  modern^demoeracy,  he  fraught  with  dangei 

3.  Ethical  Drfxi.s 
The  advocates  of  the  single  tax  love  to  base  their  arguments 
on  the  ground  of  justice.  In  thi.s  they  are  certainlv  wise-  for 
even  though  all  other  arguments  were  in  its  favor,  if'tlu-  justice 
of  the  smg  e  tax  could  he  succe.s.sfully  impugned,  it  w„ul<l  hv 
ore,loome.l  to  failure.  Let  us  thc-n  ascertain  whether  i  I 
indeed  true  that  the  single  tax  is  an  equitable,  method  of  taxa- 

The  two  great  canons  of  justice  in  taxation  are  universalitv 
and  uniformity  or  .quality.  If  anything  has  been  gain,.!  h v 
the  revolutions  of  the  eighteenth  century  and  bv  the  growing 
puhhe  conscien<.e  of  the  nin,.te.>nth  an.l  tw.-ntietli.  it  is  a  re,-og- 
ution  of  the  fact  that  all  ow,-  a  duty  to  support  the  state,  tlS^ 
;.vn',v™  1  ^^'  >f  r"'*'  .'xemptions  is  ini<iuitous,  and  that  every 
taxpayer  should  he  treat.^i  according  to  the  same  standard 
Judged  by  any  or  all  of  these  tests,  can  it  he  seriouslv  m2- 
tamed  that  the  single  tax  is  an  (>quitahl,.  form  of  taxation? 

roward  the  close  of  the  ,.ighte,>nth  centurv,  there  was  a 
school  of  Prench  writers,  the  Physiocrats,  who 'first  advocated 
the  plan  of  a  single  tax  on  land-the  famous  i,np6l  uniouc     It 
was  considerably  talked  about  until  \oltaire  turned  his  caustic 
pen  upon  them  and  wrote  th,>  celel)rat(-d  essay  L-hornme   a 
Uuarante  ecus-the  man  of  forty  crowns-,  one  of  the  mos 
effective  bits  of  mordant  sarcasm  ever  writf.n.     \oltaire  pic- 
mTd  o  "'rr'*"''?  "^  th,.  French  peasant  toiling  lahoriouslv 
amid  conditions  of  unspeakable  .listress,  hut  succeeding  in  get- 
mg  from  the  soil  a  product  equivalent  to  fortv  crowns.     The 
t.uc-gatherer  comes  along,  finds  that  the  peasant  can  manage  to 
keep  body  and  soul  together  on  twenty  crowns,  and  takes  awav 
the  other  twenty.     Then  the  p,>asant  me,>ts  ..n  old  a^iuainN 
ance,  originally  poor,  who  has  Ikvh  left  a  fortun.>  of  400  000 
crowns  a  year  m  money  and  securities.    He  rolls  along  the-  high- 
way in  a  si.x-horso  ehariot,  with  six  lackeys,  each  with  double 
the  peasant  s  income;  his  moihr  dlwUl  gc-ts  2,000  crowns  salary 
and  steals  20.000;  his  mistress  costs  80,0(K)  crowns  a  vear 
You  pay  of  course  half  your  income,  2(K),000  crowns,  to  th<'. 
state.       asked  the  peasant.     "Vou  are  joking,  mv  friend," 
an.wered  he,  "I  am  no  landed  proprit-tor  like  vou  '  The  t-.x- 


^ifi^'"ii^.i^x:m^^j^- 


80 


ESSAYS  I\   rAXATION 


I 
I 

I 


gatherer  would  bo  an  imlji-cile  to  a.s.ses.s  me;  for  cverythiup;  I 
have  comes  ultimately  from  the  laml,  and  someljody  has  paitl 
the  tax  already.  To  make  me  pay  would  be  intolerable  double 
taxation.  Ta-ta,  my  friend;  you  ju.st  pay  your  single  tax,  enjoy 
in  peace  your  clear  income  of  twenty  crowns;  serve  your  country 
well,  and  come  once  in  a  while  to  take  dinner  with  my  lackey. 
Yes,  yes,  the  single  tax,  it  is  a  glorious  thing."  This  little 
picture,  perhaps,  tUd  more  than  all  else  to  nullify  the  efforts  of 
the  Physiocrats. 

We  shall  later  discuss  the  effects  of  the  modern  single  tax 
on  the  farmer,  but  the  principle  underlying  Voltaire's  thought 
is  equally  applicable  here.  On  what  grounds  of  morals  or  jus- 
tice shall  the  landowner  be  singled  out  for  taxation? 

We  have  seen  that  the  theory  of  natural  right;;  is  not  adequate; 
we  have  learned  that  the  principle  of  opportunity  does  not 
correctly  portray  the  relations  of  the  individual  to  the  state. 
Even  if  the  theory  of  unearned  increment  were  true,  it  would 
not  by  any  means  justify  the  single  tax  on  land  values.  In  the 
first  place,  land  values  do  not  always  or  necessarily  increase; 
and,  secondly,  there  are  a  great  many  other  values  which  in- 
crease mainly  by  tlie  operation  of  forces  which  the  owner  of  the 
property  neither  creates  nor  controls. 

Land  values  do  not  idways  or  necessarily  increase.  Thus,  in 
the  testimony  given  l)efore  the  Rapid  Transit  Commission  in  the 
city  of  New  York  in  March,  1895,  one  of  the  witnesses  spoke 
of  several  long  avenues  being  lined  with  the  graves  of  property- 
owners.  What  did  he  mean?  Simply  that  ten,  or  twenty, 
or  thirty  years  b(>fore,  certain  individuals  had  invested  in  the 
land,  in  hope  of  a  rise  in  value,  just  as  people  invest  in  bonds  or 
stocks  or  other  securities.  Instead  of  values  rising,  however, 
they  remained  stationary  or  even  decreased;  while,  in  the  mean- 
time, the  accumulated  taxes  and  a.ssessments  upon  this  non- 
productive property  completely  ruined  many  of  the  investors. 
It  is  inileed  true  that  in  most  growing  cities  land  values  in  cer- 
tain localities  will  increase;  l)ut  it  is  equally  true  that  there  are 
always  sections  in  such  cities  where,  for  obvious  reasons,  land 
values  decrease.  These  facts  are  familiar  to  all  observers  in 
large  cities.  Moreover,  in  some  European  countries  the  rental 
value  of  the  land,  in  whole  sections,  is  less  to-day,  owing  to 
transatlantic  competition,  than  it  was  a  few  decades  ago.  The 
tax  on  land  value  would  in  such  ca.^es  yiekl  only  a  precarious 
revenue. 
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More  important  still  is  the  fact  that  even  though  land  values 
often  increase  similar  increase  in  value  is  not  by  any  meaas 
confined  to  land.  Let  us  ask  anyone  whose  mind  is  not  befogged 
by  the  mist  ol  erroneous  enthusiasms:  Who  are  the  rich  men  of 

ndivM     1  rf''"     ^\"''  ^''''  ''^'  ^^"^  '^"^  S^^-'^ter  part  of  our  huge 
in  hvKlual  fortunes  been  acc,uired?     Let  us  study  the  way  in 
w-lncli  mc>n  have  become  millionaires,  especially  in  the  United 
otaf's.      ihc  usual  cause  is  some  fortuitous  conjuncture  of 
events,  some  chance  happening  due  to  no  one's  labor,  but  to  a 
tu  n  m  the  wheel  of  fortune-call  it  speculation,  call  it  luck, 
call  ,t  by  any  name  we  will.    How  have  most  of  the  fortunes  in 
Wall  Street  been  made?    Who  is  responsil)le  for  the  increased 
va  ue  of  investments?    Who  can  say  that  the  successful  manager 
of  the  ring  the  corner,  the  pool  and  the  trust  has  worked  out  his 
salvation  through  his  own  industry?    Land  speculation  is  only 
a  part  of  the  sum  total.     If  it  be  claimed  that  the  fortunate 
speculator  deserves  h.s  fortune  because  of  his  sagacity  and  fore- 
sight, why  d,.ny  these  attributes,  at  least  in  part,  to  the  land- 
owner.    It  can,  of  course,  not  be  denied  that  wealth  has  been 
acquired  by  thrift  and  industry;  but  it  remains  true  that  most 
of  the  very  large  fortunes  that  strike  the  common  observer  are 
due  to  these  incalculable  turns  in  the  wheel  of  fortune,  and 
that  the  so-called  unearned  increment  of  land  values  form« 
only  a  portion  of  these  to+al  gains. 

Value  is  a  social,  not  an  individual  phenomenon.    If  social 
environment  gives  a  value  to  bare  land,  the  same  social  environ- 
ment, l)y  increasing  the  demand  for  other  commodities,  may  at 
least  in  part  help  to  augment  their  value.    It  is  indeed  true  that 
It   we  contrast  land  with  concrete  commodities  that  can  be 
multip hetl  at  will,  the  difference  seems  to  be  profound      In- 
cr(>ased  demantl  may  lower,  not  increase,  the  price  of  the  latter 
t)y  rwlucmg  cost  of  production.    But  what  the  single-taxers 
torget  IS  that  property  consists  of,  and  income  is  derived  from 
not  only  concrete   commodities,   but  services,   relations  and 
prr.ileges  of  all  kinds,'  where  increased  demand,  outstripping 
any  corresponding  decrease  in  the  cost  y^r  unit  of  producing  a 
greater  supply,  is  primarily  responsible  for  the  increased  value 
A  newspaper  ma  desert  is  worth  notliing;  a  newspaper  in  a  town 
is  worth  something;  a  newspaper  in  a  city  is  worth  still  more. 
Ihe  newspaper  is  in  part  the  product  of  labor,  but  the  greater 
demand  increases  the  value.    .\  milk-route  also  is  more  profit- 
'Sehgman,  Pnncipks  of  F.rnr>nn,ir:=^  5th  ed.  (1912),  §5  54,  113. 
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al)le  in  a  city  than  in  a  villaso.  If  it  In;  said  that  land  differs 
from  all  these  in  that  it  is  a  monojwly,  tlu;  answer  is  irresistible 
that  if  there  is  any  one  thing  whieli  distinguishes  the  motlern 
age,  it  is  the  development  of  economic  monoixjlies  of  all  kinds. 
So  important,  indeed,  have  these  l)ecome  tliat  modern  economic 
theory  1  is  been  compelled  to  supplement  the  old  doctrine  of 
value  which  was  based  on  the  assumption  of  free  competition 
by  a  newer  and  more  comprehensive  theory,  especially  ajjplicable 
to  all  these  modern  forms  of  monoj^oly  price.  Many  of  these 
monopoly  profits  cannot  be  reachetl  by  a  tax  on  land  values. 

On  what  ix»ssil)le  theory  of  justice,  then,  shall  we  tax  the 
man  who  has  invested  $100,000  in  land  which  the  next  year 
appreciates  fifty  per  cent;  and,  on  the  other  hand,  exempt  the 
man  who  has  invested  $100,000  in  the  stock  of  the  Sugar 
Trust,  which  the  next  year  may  also  enhance  fifty  ix>r  cent? 
Why  should  the  earnings  invested  in  land  be  taxed  and  the 
earnings  invested  in  any  corjwrate  security  be  wholly  untaxed? 
It  might,  indeed,  be  claimeil  that  a  railway  stockholder  will 
be  affected  by  a  tax  on  the  lanil  owned  by  the  corporation:  but 
it  is  difficult  to  see  how  a  railway  bondholder  can  be  reached 
by  any  tax  on  land  values  except  in  so  far  as  the  ultimate 
security  for  his  debt  may  be  affected.  As  the  bonded  indebted- 
nes.s  of  the  railways  tonlay  far  exceeds  their  caiiital  stock,  it 
appears  that,  even  in  the  case  of  these  industries  whose  increas- 
ing values  are  largely  due  to  the  infiuence  of  the  community, 
the  majority  of  investors  would  scarcely  be  touchetl.  In  the 
great  mass  of  industries,  of  which  the  Sugar  Trust  is  an  example, 
where  the  land  owned  by  the  corporation  is  of  exceedingly  small 
consequence  as  compared  with  its  other  as.sets,  it  is  plain  that 
a  tax  on  land  values  would  not  reach  even  the  stockholders  or 
the  owners  proper.  Almost  every  industry,  moreover,  is  de- 
pendent for  its  increasing  profits  uiK)n  the  development  of  the 
community,  that  is,  upon  the  increasing  demand  for  the  profluct. 
Land  rises  in  value  l)ecause  there  are  more  people  who  want  to 
occupy  that  land;  th(>  earnings  of  a  city  newspaper  increase 
chieHy  Ijecause  there  are  more  people  who  want  news.  In  each 
case  the  increased  returns  are  due  primarily  to  social  causes; 
and  while  a  larger  newspaper  iuileed  costs  more  to  produce, 
while  more  land  does  not,  yet  so  far  as  actual  jirofits  are  con- 
cerned, tile  distinction  between  them,  for  all  practical  purposes, 
is  one  only  of  degree,  not  of  kind.  To  confiscate  the  capital  in- 
vested in  land  with  the  chance  of  the  land  either  falling  or  rising 
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in  value,  while  exemptinR  absolutely  the  capital  invested  in 
corporate  or  industrial  securities,  is  hut  a  travestv  of  justice 
It  wi.l  he  iinpo.s.sil)le  t(.  convince  the  common  people  that  so- 
called  unearniHl  increments  are  confine.l  to  land.  As  a  matter 
of  fact  the  "unearned  increment"  of  land  is  only  one  instance  of 
a  tar  larger  class. 

So  far  as  a  man  receives  special  opportunities  from  the  com- 
niunity,  which  undoubteilly  increase  his  ability  to  pay    they 
should  be  taken  into  account  in  framing  any  scheme  of  taxation 
And  smce  the  rapid  growth  of  mcMlern  towns  brings  into  .strong 
relief  the  appreciation  of  site  values  which  are  due  primarily  to 
the  growth  of  the  community  itself,  it  is  not  only  justifiable'but 
eminently  desirable  that  a  part— and  a  large  part-of  the 
revenues  should  b(>  raised  from  a  tax  on  land  values.    But  let  us 
not  single  out  one  special  opportunity,  liecause  it  strikes  the 
eyes  of  urban  observers,  while  W(>  neglect  all  th(>  other  oprwr- 
tumties  which  are  e(,ual!y,  or  almost  (xpially,  the  result  of  social 
torces.    \\  hile  some  kind  of  a  tax  on  land  values  is  a  legitimate 
part  of  a  tax  system,  the  .single  tax  on  land  values  is  unjust • 
hrst,  because  opportunity  is  not  the  only  elemLnt  that  must  be 
taken  into  account  in  framing  a  tax  sy.stem;  and,  secondlv 
because,  even  though  it  were,  revenues  from  land  are  by  no 
means  the  only  form  of  the  results  of  special  opportunity.    The 
single  tax  is  unju.st  b(H'au.se  it  is  exclusive  and  unequal. 

Even  though  the  .single  tax,  however,  were  theoretically  just 
It  would  not  follow  that  it  is  desirable.    Let  us,  therefore,  come 
to  the  fanal  part  of  our  inquiry. 

4.  Economic  Defects 

These  considerations  which  have  often  been  overlooked  may 
be  di-scussed  from  three  points  of  view:  first,  th.^  ecoiKnnic 
effect  of  the  single  tax  on  poor  communities;  second,  the  eco- 
nomic effect  on  farmers  and  the  agricultural  interests  in  general; 
third,  the  economic  effect  on  rich  communities. 

In  the  first  place,  what  would  be  the  effect  on  poor  communi- 
ties? 

In  such  cas(,.s  the  ta.xable  property  of  the  community  consists 
principally  of  the  aften  dila[)i(lated  farm  houses  erected  on  the 
land;  of  the  tools,  implements  and  beasts  of  l)ur(len  used  for  till- 
ing t_he  land;  and  of  the  r)ersonal  effects  and  monev  that  })elong 
to  the  farmers.  Even  making  due  all(>wanc(>  for  the  relative 
{M>v<'rty  of  the  community,  it  may  he  .-,ai.i  iliat  ihe  great  mass  of 
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thoir  possessions,  thorcforo,  consists  of  personalty.  In  so  far  na 
there  is  any  real  property  at  all,  it  is  only  to  an  exceedingly 
slight  extent  composed  of  land  values.  How  then,  it  may  he 
asked,  can  taxes  he  raised  in  a  community  like  this?  How  can 
the  roads  he  maintained,  the  school  houses  he  kept  up,  and  tlu? 
other  improvements  he  effectetl?  Since  land  values  are  in- 
significant, a  tax  imposed  on  an  insignificant  hiusis  must  he 
insignitic  at.  In  fact  it  may  ho  said  that  a  total  confiscation  of 
the  lam.  values  would  not  suffice  to  defray  any  considerahle 
part  of  the  necessary  expenditures.  If  we  take  any  of  the  assess- 
ors' reports  in  the  less  wealthy  and  not  rapidly  growing  American 
states,  it  will  he  found  that,  contrary  to  the  conditions  of  the 
rest  of  the  -jountry,  the  assessed  jx-rsonal  profM-rty  far  exceeds 
in  valu«!  the  total  assessed  real  estate.  For  instance,  in  1890 
personalty  was  to  total  realty  in  Montana  as  r>H  to  ",.5  millions 
of  dollar-!,  in  Wyoming  as  20  to  13  millions,  in  New  Mexico 
iis  28  to  If)  millions.  Compare  these  figures  with  the  older 
sections,  as  New  York  or  Pennsylvania,  where  the  proportion 
was  as  882  to  ',i,UH  millions  and  018  to  2,042  millions  respec- 
tively.' In  I9(M,  the  date  of  the  last  availahle  statistics,  the 
proportions  were  ahout  the  same.  Taxahle  personalty  was  to 
realty  in  Montana  as  107  to  95  millions,  in  Wj-oming  as  28  to 
18  millions,  in  New  Mexico  as  20  to  10  millions;  hut  in  New 
York  as  080  to  7,0") I  millions  and  in  Pennsjlvania  as  2(X)  to 
3,470  millions.  The  estimated  true  values  were  as  follows: 
Montana,  as  418  to  328  millions;  Wyoming,  as  197  to  133 
millions;  New  Mexico,  as  177  to  \'A  millions;  New  York  as 
0,017  lo  9,1.51  millions;  Peiuisylvania,  as  4,882  to  0,593  millions.- 
If  we  are  to  aholish  not  only  the  tax  on  personalty,  hut  all  that 
part  of  the  tax  on  realty  which  is  not  drawn  from  land  values, 
it  can  (>asily  he  seen  how  difficult  it  would  he  to  carry  on  govern- 
ment in  thest>  sections. 

What  is  true  of  poor  communities  as  a  whole  applies  also  to 
the  poorer  sections  of  a  rich  comnnmity  constituted  largely  or 
almost  entirely  of  an  agricultural  iK)pulation  which  is  not 
ra()idly  increasing  in  numhers  or  wealth.  The  single-taxers 
themselves  claim  that  land  values  amount  to  practically  nothing 
in  the  farming  districts.  We  shall  see  helow  the  fallacy  in  this 
general  contention;  hut  so  far  as  the  community  is  a  poor  one 

'Thcsf  figures  :ir('  taken  from  the  census  reports  of  1890.  See  Abstract 
of  the  Khiriith  Cm.-'iis:  IS.'m  i  ISOt),  p.  1')."). 

-CenoU.-,  Uepoll.  Wiidlh,  iJihl  mrl  TiLntlion,  I'.WT. 
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assachnsetls,  one  of  the  sinjile-taxors  wiio  was  testilyinjr 
as  to  the  situation  in  certain  rural  townships  was  asked"  the 
question:  Huw  will  it  1r>  jw.ssible  for  this  ^nmr  town,  in  wl,i,|, 
there  is  vor^•  little  huul  value,  to  raise  its  taxes?  The  wiMu-s 
was  eompelletl  to  reply  that  it  would  Ix.'  imixjssihle  for  the  com- 
munity to  do  so,  and  he  sugRosted  that  the  expenses  of  the 
ixjor  communities  should  l.e  defrayed  in  large  part  from  the 
revenues  of  the  rich  communities.' 

This  proiKisal  is  not  easy  uf  accomplishment;  for  with  the 
.\merican  theories  of  local  governmi'iit,  ii  woukl  he  difh.ult  to 
induce  certam  sections  in  the  communitv  to  assume  tlie  l.uniens 
of  other  sections.     We  are  all  acciuain'ted  with  the  contiiiiial 
bickerings  m  our  state  taxation,  due  to  the  efforts  of  the  richer 
counties  to  escajjc  paying  more  than  their  proportion  of  the 
general  state  taxes;  and  we  have  seen  the  .liscontent  arou>ed  in 
1891  by  the  attempt  in  the  shape  of  the  federal  income  tax  to 
make  certain  wealthy  sections  of  the  country  i)ay  a  <lisi)rop.,r- 
tionate  part  of  the  revenue  of  the  national  government.    Where 
these  efiforts  have  given  rise  to  so  much  dissatisfaction,  it  i^  ob- 
viously improbable  that  the  })urely  local  exix-nses  of  anv  com- 
munity will  be  defrayed  by  the  efTorts  of  other  communities. 
While  it  is  indeed  true  that  the  general  state  government  has— 
and  very  properly— in  recent  years  constructed  highwav-  and 
l)uilt  liospitals,  antl  while  even  according  to  our  present  -ystem 
school  ta.xes  levied  according  to  wealth  are  sf^metimcv.  in  part 
at  lea-st,  distributed  according  to  r^jpulation.  thi-  tendency 
however  ilesirable  in  itself,  has  well-defined  limit>.    To  a  \(ry 
large  extent,  at  least,  it  will  probably  continue  to  be  true  that 
ni  purely  local  matters  every  county  and  town  mu-t  stami  on 
its  own  feet.    But  if  the  single  tax  i.>  unable  to  defray  even  the 
local  e.xp«'nses  of  a  ix>or  coninmnity,  not  to  >ixak  of  it-  -hare  of 
general  state  or  federal  exjMiises,  it  is  dearly  ix-yond  the  r<aini 
of  practical  [Kjlitics.     In  \HX)r  communities,  unjess  rapidlv  in- 
crea.sing  in  p<jpulation  and  res<^iurees,  the  single  tax  would  be 
a  somewhat  precarious  reliance. 


'*«. 
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Let  as  consider,  next,  what  would  1^-  the  efTect-  of  tlie  r-ingle 
tax  on  farmers  in  general.    One  of  the  chiims  of  the  advocate^ 

'  C^-   Hf-lfin^x   rili:Uri-j   In    T'!j:"Ji':n.    \^'.y\.    !;r:     Is."     Ik-t,    -.T.A    .'•';  ,_.r'    ..f  -if. 

JonU  Sjucuil  f'ommitttf  nn  Tai'tliori,  Ism,  p.  ;j>,. 
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of  the  system  is  that  it  would  relieve  the  farminR  population  of 
the  buriien  of  taxes  now  weighinR  ui)on  them.  A  careful  con- 
sideration of  the  facts  shows,  however,  that  this  claim  is  un- 
founded, and  that,  on  the  contrary,  the  result  of  the  single 
tax  woulil  Ije  to  make  the  farmers  pay  more  than  they  are  pay- 
ing to-tlay. 

In  only  a  few  states  is  a  distinction  made  in  the  as.ses.sment8 
iK'tween  land  ami  improvements  on  land.  Let  us  take,  as  a 
typical  instance,  Ohio  county  in  West  Virginia,  in  which  the 
city  of  Wlieeling  is  situated.  In  the  auditor's  reiwrt  for  1892, 
we  find  the  following  figures: ' — 


Value  of  buildings  on  lots, 
\'alue  of  buililiiigs  on  lands, 

Total  value  of  IniildiriKs, 

\'alue  of  town  lots  witliout  build- 
ings, 

Value  of  land  witliout  buildinfrs, 

Total  value  of  all  land  without 
buildings. 

Total  value  of  lands,  lots  and 
buildings, 

Value  of  personalty, 

Total  assessments. 

Population, 

In  other  wonls,  whereas  Ohio  county  then  paid  ten  and  one- 
half  |)er  cent  of  all  taxes,  and  would  have  paid  about  the  same 
if  real  estate  alone  were  taxed,  had  the  single  tax  been  intro- 
duced it  ^\oald  have  paid  only  five  and  one-lialf  per  cent  of  the 
total  taxes,  or  al)out  one-half  of  what  was  actually  the  case.  The 
corresponding  figures  for  1!)08  were  0.9  jier  cent  on  total  valua- 
tion, 9.8  per  cent  on  real  estate  alone,  anil  t).8  per  cent  on  land 
values  idoiie.  If  the  large  towns  would  pay  so  much  less,  of 
course  the  farming  districts  would  have  to  pay  so  much  more. 
The  improvements  in  the  towns  are  worth  more  than  the  value 
of  the  bare  land;  while  in  the  country  districts  the  reverse  is 
true. 

'  Those  fiRUfps  aro  subject  to  some  qualifipation  because  of  the  inchision 
of  the  viiliie  of  oil  leiuses  in  the  personal  property.  But  the  corrections 
wuuM  jiiubably  uut  suiTicc  to  alter  the  conciusion. 


Ohio  Cou.vnr 

.SS..-).-)4,()10 
♦)/l,7'J5 

Propobtioh 
Ent,h«Stat.    -,J^- 
Per  ceul 

82-',840,r)ll 
14,.J71,H.-).i 

«0,225,8O5 

4,409,152 
1,67S,962 

«;i7,212,306 

14,453,;«1 
9,j,77 1,281 

25 

«0,()S,S,114 

l'),;{13,919 

6,1.S7,710 

21,")01.f.29 

41, (MK) 

«1 10,224  „-)()2 

147.f).S.-),972 

-)1, 707,093 

19.S,i».-)9,920 

76;i,000 

51  i 

10'/3 

12 

10'  ■, 

'•>M^'1^ii' 
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As  jinotluT 

•'xaniplo  let  us 

take  ("nlifomiii. 

III   the  r(iin|)- 

t  roller's  rejmrt 

for  18;»:}.  we  find  the  following  fig 

ures : 

C'OlNT» 

VlLCK  •.(    Ht.il. 

Valuk  nr  Imphvve- 

Ratio  in  Land 

KfTlTK 

MLSTm  ■i\   Kuai. 

Va1.1  l;n  Ti>  '!irT»L 

(it.  l)»n   lamlj 

y.'^T-MK 

HtAL  l;»TAT>. 

f'dlllMI, 

l*tT  ''''nt 

•'?Ht,(ii!»,:ils 

81,2M,2fi.-, 

.v» 

Merced, 

11, 222,1 7<t 

l,<U7,i(« 

!»2 

Tillnre, 

17,2,-)S,.-)r2 

2,:j27.7(r, 

HH 

S;in  I'Vaneisco, 

I!«,S72.(H.-) 

.S2,.")V»,77.") 

7(» 

Total  state, 

7.')7,<i.s<»,2U7 

2J2,.JS.S,l(« 

70 

We  thus  see  that  while  in  the  city  of  San  Francisco  improve- 
ments e<inall((l  thirty  per  cent  of  the  total  real  estate  value,  hi 
some  of  the  country  districts  improvements  were  only  ten  Or 
fifteen  imt  cent  of  the  total.  Taking  the  state  as  a  whole,  land 
values  eiiualliHl  .seventy-six  jht  cent  of  all  re;d  estate,  while  in 
San  Francisco  land  values  were  only  seventv  per  cent  of  all 
real  estate.  To  levy  the  single  tax  would,  therefore,  make  San 
Francisco  pay  less,  and  some  of  the  coimtr>-  counties  far  more, 
than  at  present. 

Again,  let  u.s  call  attention  to  the  report  of  the  Commission 
on  Valuation,  mach-  in  1S92  to  the  Pennsylvania  Tax  Conference, 
which  is  probably  the  most  careful  attempt  made  up  to  that  time 
to  distinguish  land  values  from  improvement.s.  We  find  the 
following  figures : — 


Philadelphia  county. 
Purely  agricultural  land  in 

Pliiladclphia  county. 
Kilt  ire  state,  all  land, 
Kntire  state,  agricultural  land. 


Value  ar  Laxd 

•S;j.j7,0(>7,!».{(i 
21,r)10,421» 

i,ssi.:m.:)22 

72.">.4s.-,,  },{'.• 


Value  or  Iui>hi»>:ui:vti< 

SG4«,244.2M 

.■i.SI.'i.CO.-, 

1.7.')4,.")2."),!»4!t 

24.J,4!M,()72 


The  proportion  of  land  values  to  total  valuation  of  all  prop- 
erty was  in  the  county  of  Philadelphia,  thirty-six  per  cent;  in 
the  agricultural  coimties  of  Sullivan  and  Creene.  eighty-fine 
p<"r  cent  and  seventy-five  i)ercent.  resix-.tively :  and  in  the  whole 
state,  fifty-two  per  cent.  The  Commission  concludes:  "As  a 
rule,  in  agricultural  counties  the  land  values  are  the  greatest, 
as  would  Ik-  expecterl ;  wliile  in  manufacturing  countio  and  those 
having  large  ci'ies,  the  value  of  the  improvements  is  equal  to 
that  of  the  land,  or  greater." 

Let  us  now  choose  some  Western  states.  In  the  report  of  the 
auditor  of  Culorario  for  18r»4  we  find  the  loilowing  figures:— 
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Vniuc  (>f  nRriiiilturiil  iirul  RUizlun  Kind,  irrcxpcc- 

tivo  of  iiiiprovfnu'iit.s        ....  $36,907,810 

V.iliic  of  iinpiovc'inciitM 7,192,022 

ValiR'  of  town  and  city  liuid,  irn'.s|MTtive  of  im- 

provciiicntH M,()H(),205 

Value  of  improvciiionts 31,7X^,941 

In  other  word.s,  in  the  towns  improvements  const  it  iite<l  .ilnxit 
one-third  of  the  total  values;  whereas  in  the  euuntry,  improve- 
ments were  only  about  one-sixth  of  the  total. 

As  to  Montana  we  find,  in  the  reiwrt  of  the  Board  of  Equal- 
ization for  18i)-l,  the  following  figures:— 


'U 


.  A 

: ! 


i-i 


!•  ;# 


Value  of  city  and  town  lots 
Value  (if  inipiovenicnt.'i  on  same 
Value  of  land     .... 
Value  of  iin|)r(ivcrnents  on  same 


J29,362,7M 
l'),l')(),115 
17, 4!)3,t>,SO 

7,287,887 


In  Lewis  and  Tlarke  county,  the  home  of  the  largest  city  in 
the  state,  the  total  value  of  all  land  was  Sll,3!)7,StK);  that  of 
improvements,  8r>,2t)0,3(X).  In  .some  of  the  agricultural  or 
grazing  counties,  however,  the  value  of  the  land  was  far  higher 
in  proportion  to  the  improvements;  in  Meagher  county,  for 
example,  land  was  .?  1,82 1,38'),  while  improvements  were  only 
8629,054.  Most  striking  of  all,  in  this  very  same  county, 
in  the  case  of  agricultural  property,  the  figures  were:  land 
81,218,474,  improvements  .S2()(),S24;  while  in  tlie  town  lots  the 
figures  wer":  bare  Ir.nd  S(K)2,011,  improvements  $302,375.  In 
other  words,  not  only  nrr  improvements  projwrtionately  less 
in  the  rural  counties,  but  even  in  these  rural  counties  by  far  the 
larger  proportion  of  the  improvements  are  found  in  the  little 
towns,  as  ci  mpared  with  the  fanning  or  grazing  land  proper. 

In  the  sti  te  of  Washington,  the  State  Roard  of  Equaliza- 
tion igreed  oa  the  following  figures  for  1893: — 

Valu<  of  land  exclusive  of  improvements      .  $  87,527,472 

Value  of  improvements 8,970,908 

Value  of  city  and  town  lots     ....  101,889,377 

Value  of  iniprovcment.s 29,585,930 

In  Utah,  Salt  Lake  county,  the  seat  of  the  chief  city,  assessed, 
in  1893,  re:il  estate,  exclusive  of  improvements,  at  S31,347,(;70; 
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improvomonts,  ,it  ««>,48.3,141.  In  rural  counties  like  Hi.h 
county  and  Cache  cmty,  the  figures  were,  in  the  one  case, 
realty  ^.■>27,()<M),  irnprovenients  $81,44.'>;  in  the  other  casej 
realty  ?;i,771,H10,  improvements  !«!»l,'),t)14.  Here  again  the 
more  .Icnsely  settled  the  township,  the  greater  in  proportion 
IM  the  value  of  the  improvements. 

To  .  hoose  mon>  recent  figun's,  th.^  North  Dakota  state  hoard 
of  equalization  fixed  the  valuation  for  1!)1U  as  follows: 

Ijin.l  values S14r,,(i.Vl,(i72 

Iniprovenicnts !),!KHI,14:} 

Town  or  city  lots ll,<Mi(l.<».S2 

Improvements 10,<,)")!),l<)2 

Almost  etjually  remarkahle  figures  are  reported  for  Wyoming 
by  the  Commissioner  of  Taxation  for  liHMt-l'JlO:— 


IvUikI  values 
Improvements  . 
Town  lots 
Im|)rovenicnts  . 


840,02<),r)IS 

().:US,712 

I2,.s;m,.-)4i 

14,.324,4'tO 


The  same  is  true  in  the  Eastern  states.  Thus  in  New  Jersey, 
in  1911  in  certain  counties  the  land  values  were  greater  than 
the  value  of  the  improvements: — 


CouSTT 

Gloucester 

Somerset 

Salem 


Value  or  Land 
10.»74.1I.-) 

!»,S();i,2(»4 
8,870,393 


VaLCE  or  fMPR'H  KMESTS 

S,.j74,()7S 
7,8()fS,.>«) 
1,062,473 


While  in  the  cities  the  reverse  was  true.' 


CiTT 

Camden 
Newark 


Value  of  La.vd 

$18,010,635 
$'34,764,835 


Value  of  Improvements 

S  30,278,706 
150,144,175 


In  ail  these  cases— and  they  might  he  multiplied— if  is 
seen  that  the  value  of  the  improvements  is,  on  the  whole, 

'  These  fiKurps  were  forlunutcly  i.ot  available  wlirn  Mr.  .Shearman  stated 
(.\Vj/ur,;/  TaKitiiin.  •■li.  12)  Ih.-.t  "in  lu.  lars:..  .jitv  are  huiltiing.s  w<>rib  more 
than  50'^  of  all  real  estate." 
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greater  in  the  ur'oan  than  in  the  rural  districts.^  To  many 
this  will  be  a  surprise,  lietause  thej'  are  apt  to  be  blinded 
by  the  immediate  facts  about  them.  The  single-tax  advocate 
generally  lives  in  the  city,  and  sees  l)efore  him  a  city  lot,  each 
foot  of  which  will  sell  for  hundreds  or  perhaps  thousands  of 
dollars.  The  town  lot,  he  is  apt  to  exclaim,  is  worth  hundreds 
of  times  as  much  as  a  piece  ui"  land  in  the  agricultural  districts. 
This  is  perfectly  true;  hut  it  proves  nothing  as  to  tne  compara- 
tive ability  of  their  owners  to  pay  taxes  i)ecause  it  overlooks  a 
point  of  the  greatest  importance.  When  we  compare  urban 
with  agricultural  land  values,  we  do  not  compare  foot  with 
foot,  but  total  units  with  total  units.  Thus,  an  acre  of  land 
in  New  York  City  may  be  worth  a  thousand  times  as  much  as 
an  acre  of  land  in  the  country;  but  it  mu.st  be  rememl)ered 
that  there  are  many  thousand  times  as  many  acres  in  the 
country  as  there  are  acres  in  New  York  City.  A  lot  in  New 
York  may  be  worth  ten  thousand  dollars,  l)ut  a  farm  of  five 
hundred  acres  in  tlie  country  may  also  be  worth  ten  thousand 
dollars,  exclusive  of  improvements.  The  farmer  who  has  paid 
ten  thousand  dollars  for  his  farm,  and  has  then  proceeiled  to 
improve  and  cultivate  it,  will  not  be  sjitisfied,  when  tiie  assessor 
taxes  him  and  exempts  all  the  business  men  and  house-owners 
in  the  adjoining  village,  with  the  statement  that  the  owner  of  a 
ten-thousand-dollar  lot  in  New  York  City  paj's  a  hundred  times 
as  much  per  front  foot.  He  will  be  apt  to  reply  that  it  makes  no 
diffcrenct  to  him  whether  the  New  Yorker's  ten  thousancF  dollars 
is  taxed;  but  that  he  ol)jects  to  his  own  ten  thousand  dollars 
b(>ing  taxed,  while  his  neighbors  in  the  village,  who  are  far 
richer  than  he,  pay  nothing  at  all.  In  short,  while  attention  is 
directed  to  the  fact  that  lan<l  values  are  undoubtedly  less  |)er 
.•icre  in  the  country  than  in  tlie  city,  it  is  forgotten  that  the 
numhcr  of  acres  in  the  country  is  so  many  times  larger  than  the 
numl)er  of  acres  in  the  cities  that  the  total  land  values  in  the 


It 


'  Tlic  only  otricial  cxaininatiDii  of  this  iniittrr  is  found  in  tlic  Rovrrninont, 
report  entitled  Tiixrjiim  in  ('(luiilri/  luiil  ('ill/:  An  Kxnniimiliitn  of  the  Diit- 
lriliidii)ii  of  I'ro/Krli/  Tojcrs  iin  nlnxm  hi/  Ojjicinl  Sliilislict  of  .  1  .s.scxwy/  Yalua- 
tioii.  V .  S,  l)(i>'trii't  of  AKiicullure,  Division  of  Statistics,  ^;i,sc.  JSories, 
l!ll)l(.  Tliis  e\ainiiialioii  covcn'd  the  District  of  C'oluinl)ia  and  the  sixt(^'n 
states  whieli  a>ses.s<'(l  land  vahies  separately.  The  conclusion  w  ;  that  in 
a  majority  of  the  cases  land  values  wc-re  pro|)ortionately  Kreator  in  riinil 
than  in  urban  districts.  The  (inures  are  printed  and  eoinnumted  in  Max 
West,  "Cilv  and  Countrv  Taxes,"  in  I'otiliml  Sciinic  Quarlirti/,  vol.  14 
(18'.K)),  pp."4S»-490. 
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country  will  form  a  substantial  part  of  the  whole.  Moreover, 
we  have  seen  that  the  value  of  improvements  is  relatively 
greater  in  the  towns  than  in  the  country.'  In  the  country  the 
farmhouse  is  built  for  a  few  hundreds  or  thousands  of  dollars; 
in  the  city  the  fine  stone  mansion  or  steel  skyscraper  is  erected' 
at  a  cost  of  hundreds  of  thousands  or  niillicms  of  ilollars. 

If,  therefore,  all  improvements  were  to  be  entirely  exempted, 
the  result  of  a  tax  on  land  values  would  be  to  make  the  farmers 
pay  more  than  they  do  at  present.  It  is  not  dciiieil  that  as  be- 
tween the  general  property  tax  as  actually  admi:iisti>red  ami  a  tax 
on  real  estate  only,  the  farmer  would  be  benefited  by  the  adop- 
tion of  the^  latter.  For  personal  property,  as  has  been  elsewhere 
explained,-  is  assessed  chiefly  in  the  agricultural  conmiunities. 
The  remedy,  however,  consists  not  in  taxing  land  values  alone, 
but  in  striving  to  reach  the  owners  of  jiersonal  i)roperty  by  some 
other  method  than  that  of  the  general  i)roperty  tax.  But  even 
assuming  that  this  n  form  cannot  be  effected,  what  the  farmers 
would  gain  by  the  abolition  of  the  personal  proi)erty  tax,  they 
would  lose  and  more  than  lose,  as  we  have  seen,  by  the  total 
exemption  of  all  improvements.'  As  long  as  the  I'nited  States 
remains  pre-eminently  an  agricultural  community,  it  is  not 
likely  that  the  single  tax  will  become  a  practical  (luestion.' 

'  The  single-taxors  claim  that  much  of  the  present  value  of  farm  land- 
due  to  fencinR,  draining,  (7c.— sliould  he  cUuspied  a.s  improvements.  But,  as 
we  have  jwinted  out  above,  it  is  quite  impo.ssible  in  practice  to  distinguisli 
improvements  on  tlie  land  from  improvements  in  the  land.  No  attempt 
is  ever  made,  in  lussessing  land  values,  to  <lifTerentiate  between  the  two. 

^  Supra,  p.  IS. 

'This  conclusion  is  confirmed  by  Dr.  West,  after  analyzing  the  official 
statistics,  in  the  article  cil(Hl  on  the  previous  page,  in  which  he  al.so  states 
that  "the  exemption  of  intangible  personally  alone  would  in  a  majority  of 
cases  relieve  urban  comnuuiities  at  tlie  exp<'nse  oi  -ural  ilistricts;  but  that 
the  exemption  of  both  tangible  and  intangibli-  |Nrsonaliy  would  Ix'nefit  the 
rural  districts  in  thretMiuarlcrs  of  the  commonwealths." 

*  In  a  pamphlet  entitleii  I'lo/ihs  f'oirtr  iiiitl  Piiltlic  Tnxalion,  written  by 
A.  D.  Cridge  and  \\ .  S.  Iren,  published  by  the  Fels  fimd  and  distributed 
in  1910  to  every  voter  in  <  )regon,  some  remarkable  ligures  are  presented 
as  to  the  effect  of  the  adoption  of  .a  land-value  tax  in  lowering  fanners' 
ta.xes.  The  figures  arc  worthless  because  of  the  naivo  a.ssumption  that  the 
naked  land  value  of  tillable  lands  (those  actually  in  cultivation)  is  no 
greater  than  that  of  the  non-tillable  lands.  In  other  words,  if  a  piece  of 
good  land  is  cleare<l,  its  nake<l  land  \ahic.  according  to  this  vi(>\v,  would 
be  no  gre.iter  than  that  of  an  adjoining  rocky  hillside  which  is  not  put 
tmdcr  cultivation  because  it  would  not  be  worth  while,  ii  is  such  argu- 
uientji  that.  :ir(>  sprca;!  brnivjca^:!  t<>  thr  g-nera!  publi*  ! 
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Thirdly,  and  finally,  let  us  consider  the  economic  effects  of 
tlie  single  tax  on  rich  urban  communities. 

It  is  contended  by  th(>  single-taxers,  witii  siK'cial  reference 
to  the  advantages  claimed  as  likely  to  accrue  to  the  tenement- 
house  iwpuhitioii  of  the  large  cities,  that  the  introduction  of 
their  system  would  bring  about  the  social  millennium.  It  is 
supposed  that  if  we  abolish  the  ta.\  on  improvements,  that  is, 
on  houses,  the  vacant  lots  will  l)e  built  over  as  if  by  magic, 
rents  will  fall,  the  wages  of  the  workmen  will  nsv,  and  a  period 
of  general  prosperity  will  be  ushered  in. 

It  may  be  asked,  in  the  first  jjlace,  where  all  this  additional 
capital  whicli  is  to  be  invested  in  houses  is  coming  from.  There 
is  no  fund  floating  about  in  the  air  which  cm  be  brought  to 
earth  simply  by  the  imposition  of  the  single  tax;  the  amounts 
to  be  laid  out  in  houses  nmst  be  taken  from  the  capital  now- 
invested  in  some  oilier  form  of  iMvcluctive  cnteqirise.  Tl:e 
amount  of  loanable  cai)ital  in  the  money  market  at  any  one 
time  is  definitely  fixed.  lOven  <leposits  in  banks  arc  already 
invested,  for  the  most  part,  in  mortgages  or  in  corporate  se- 
curities; that  is,  they  are  already  utilized  for  productive  pur- 
poses. What  is  put  into  new  houses  will,  therefore,  simply  bo 
so  much  taken  away  from  other  productive  emploj-nicnts. 

It  may  be  asked  next,  how  are  the  rents  of  our  tenement- 
house  population  so  suddenly  to  fall?  The  theory  that  a  tax  on 
houses  is  shifted  to  the  consumer  or  tenant  is  true  enough, 
lirovidcd  that  the  tax  be  exclusive— that  is.  provided  that  noth- 
ing be  taxed  except  houses.  If,  on  the  contrary,  the  house 
tax  is  simply  a  part  of  a  wider  system  of  taxation;  if  other 
forms  of  property  are  assessed,  like  investments  in  land  and  in 
personal  property;  if  a  corjjoration  tax  is  imposed  to  hit  the 
investors  in  corporate  securities;  or  if  we  have  an  income  tax 
which  is  to  reach  general  {)rofits, — in  all  these  cases  the  very 
conditions  of  the  theory  according  to  which  a  house  tax  is 
shifted  disappear.'  To  the  extent,  then,  that  the  h  lusc  tax  is 
not  a  single  tax,  the  ten(l(>ncy  for  it  to  be  shifted  will  be  di- 
minished. The  only  r  uit,  in  this  direction,  of  the  single  tax 
would  b(>,  as  a  matter  of  fact,  that  people  would  pay  their 
rent  to  the  state  in.stead  of  to  private  indivitluals.  We  hear  a 
great  deal  about  the  unoccupied  lands  held  for  speculative 
purposes  in  large  cities:  liut  it  is  a  fact  that  south  of  T^ourtecnth 
-Street  in  the  city  of  New  York~-the  home  of  the  major  part 

'Si'c  Th(  Shifting  and  Incidenre  of  Taxiilion  CM  ed.),  pp.  .^,)2,  293. 
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of  the  tenement-house  popiilation-not  seven-tenths  „f  one  per 
cent  of  the  building  lots  lie  idle,  and  of  these  some  lots  are 
occupied  a.s  coul  yards,  and  some  adjoining  factories  or  laree 
estab  ishments   are   used   for  storage   purposes.'     How   then 
would  the  single  tax  relieve  the  inhabitants  of  the  slum-^''    The- 
will  not  go  to  the  suburbs  where  there  is  an  abundance  of  lanrl 
for  the  same  reason  that  they  do  not  go  there  now.    Rent  in 
the  suburbs  is  at  present  relatively  less  than  in  the  slums 
which  are  nevertheless  crowded.    The  average  workman  plainly 
prefers  to  be  near  his  work,  and  to  enjoy  the  social  opportuni- 
ties of  contact  with  his  fellow-workmen,  evenings  as  well  as 
daytime.    Al)ove  all,  without  cheap  and  rapid  transit,  ho  can- 
not afford  the  expenditure  of  time  and  mone\-,  necessary  for 
conveying  the  various  memi)ers  of  his  faniilv  to  and  from  the 
suburbs.    The  single  tax,  however,  would  not  alter  conditions 
of   transit      Even  assuming,  therefore,  that  there  was  some 
magic  fund  to  cover  the  suburban  lots  with  houses,  the  rents  in 
the  snims  would  not  be  affected  to  anv  appreciable  degree 

Somewhat  akin  to  this  is  the  question  of  exempting  improve- 
ments from  the  local  tax  on  real  estate,  as  a  part  of  *he  whole 
scheme  of  taxation.     Even  here,  however,  it  is  scarcelv  open 
to  doubt  that  the  claims  made  by  its  defenders  as  a  cure  for 
urban  congestion  of  population  are  greatlv  exaggerated  =     In 
small  towns  where  it  is  customary  for  the  owner  of  the  land 
also  to  own  the  buildings,  it  makes  indeed,  verv  littl(>  difference 
whether  the  tax  is  impose.l  in  a  lump  sum  on  both  land  and 
buildings,  or  whether  the  same  .imount  is  paid  bv  the  owner  on 
his  land  with  the  buildings  exempted.     The  chief  diffcrciuv  is 
to  be  found  m  the  larger  cities,  where  there  is  a  variation  in  the 
proportion  of  the  value  of  the  structure  to  that  of  th.-  land 
Where  the  budding  value  is  sixty  jxt  cent  of  th<'  total,  as  in  the 
suburbs  of  a  large  city,  compiircd  with  fortv  .•ui<i  thirtv-five 
per  cent  m  the  crowded  district^,  it  midit  seem  thiit  a  rcmU-ioii 
of  the  tax  on  improvements  would  tend  to  foster  the  construction 
of  buildings  m  the  .Miluirbs  and  thus  to  reduce  rents  all  aroun.l 
and  m  this  way  lessen  congestion.    But  eiitin^ly  apart  from  th. 

■  In  1911  thorp  were  south  of  Fourteenth  stre<t  in  N.^w  York  tOT  vacunt 

Iots.wilhav.ih..M,fS.),.S44,!»I()o.,tof,-.lotaInuml«rof21.20;j|.arc,ls<,fr.-,I 
estate  with  an  a.ss,.ss,.]  vahiali..n  .,f  Sl,:i'!l,s.Mi,.K„J.  ,<„.  the  /(•, /«w  .,r  th^ 
(  ommismiMTs  of  T„rt.~<  nnd  .[.<.■<, ssnuhU  for  I'.tl  1. 

'See  .^,K.eially  Tninti.,,,  nf  h„„l  Wduf.-,  ,n  Amerirnn  Cilu.    Th,  Xext 
■'itep  in  ExtermiwittHQ  I'onrty.    Hy  Heiij.irui!!  C.  M.irsh.  Xe-.v  \::tI    ]'u\ 
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coiisidcratioiis  adduced  in  the  last  paragraph  as  to  the  relative 
iiiclusticity  of  rents  in  the  slums,  it  may  be  pointed  out  that  if 
inipnivt'int-nts  are  wholly  exempt  the  tendency  would  obviously 
lie  for  landowners  in  the  crowiled  shuns  to  erect  still  higher  tene- 
ments, which  would  have  to  return  only  the  interest  on  the  u  - 
fiit'd  investment,  and  which  would  therefore  again  increase 
congestion.  In  iH)int  of  fact,  suitable  transiwrtation  facilities, 
proper  lu>usint;  and  building  laws,  ami  adetjuate  credit  condi- 
tions t'xcrt  a  far  mtire  iminirtant  intluence  on  congestion  and 
Imuse  rent>  than  diH's  any  system  of  exemi>tion  of  improvements 
from  taxation. 

The  exemptitm  of  improvements  from  the  local  real  estate 
tax  has  been  tried  es^HTially  in  Australasia  and  in  (^'anada. 
In  .Vustralasia  the  results  are  inconclusive,  and  the  real  impor- 
tance of  the  reform  lies  not  so  nmch  in  the  exemption  of  improve- 
ments as  iu  the  sul)stitution  of  cai>ital  values  for  rental  values 
in  the  as.st's.-<nu'ut  of  land.  '  In  Canada  .several  cities  and  prov- 
inces have  in  nrent  years  exempted  buildings  in  whole  or  in 
part,  from  the  real  estate  tax.-'  'hie  ailvantages  of  the  system, 
however,  have  not  U-en  those  ailvance«.l  by  its  advocates.  In 
Winiu(M'g  and  N'am'ouver,  tor  instance,  house  rents  have  not 
fallen,  but  risen:  aiul  speculation  at  large,  far  from  l)eing  abated, 
has  increa.sed  enormously.  This  is,  of  course,  due  to  the  fact 
that  taxation,  even  as  a  whole,  is  of  incomparably  less  importance 
than  the  economic  force-;  which  make  for  the  growth  of  the 
'uununity.  But  it  is  (juiti'  idle  to  si)eculate  upon  what  the 
result  would  have  been  if  the  improvements  hail  been  taxed; 
we  are  told  that  little  ditl'erence  can  be  noted  between  the 
ranadian  towns  where  irni)rovements  are  exempt  and  the 
.Vuieritan  towns  across  the  border,  where  they  are  taxe<l.' 
rtie  true  rea.-<on  why  there  has  been  so  little  opposition  to  the 
exemption  of  improv  ■  ""Uts  in  Canada  is  that  the  tax  rate,  in 
tile  face  of  an  eno.  ncrease  of  Ituid  values  which  is  nat- 

urally foun<.l  in  all  i..,<idly  growing  communities,  ha-s  been 
kept  very  low .    .Joined  to  this  is  the  sentiment  against  absentee 

'  Kur  I   iiM-ussum  oi'  this .-/,  Infrn,  p.  .VJO. 

'  l''i>l'  I  !ull  ;tl'il  :iiruf:lll>  <!  ;l!('llU  III  of  ;lll  ihe  fuCtS  of  the  CllSO  SCC  chap. 
\!ii.  .)i'  l'riniii,-'iii  inti  l.,iciil  institioii  in  Citmulii,  by  S.  V'inobiTg,  Ni'W 
^"|■'^.  \'H1      \'h\>  !s  Mil.  r_'s  III  thi-  (.■i>luiiibi;i  liiiviT^ity  St-Tu:s  tn  Histitry, 

l:\'lllii/IHi-^      llni    i'  :hili     I. '1:1-. 

S s]ic.i,iil'.     !■'     ( '.    \\  .i.lc.    !'>n    Siniiti     Tiix    fhirnhuif   in    Vnncnurer. 

\ -lii.'i.iu  "I-.   I'M.'      \\.i;if  i'i)iiii'iiil>  'iiai   'lir  I'li'.cr  C:in:nlian    "  rii)n-<in(£l<.^ 
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ownership,  which  is  often  apt  to  l)o  strong  in  any  young  com- 
munity, as  is  evi(ioncp<i  hy  similar  movements  "toward  the 
exemption  of  improvements  that  are  found  in  tlie  earlv  liistory 
of  pn»s|H'rous  American  states.'  The  situation  in  Canada  is  th'e 
s;»me  as  tliat  in  Austrahisia.-  As  soon  as  tlic  normal  cundition- 
of  a  long  establishiHl  eommimity  present  themxlve-.  with  only 
a  gradual  and  nuxlerate  increase  of  prosjK-rity.  hut  wnh  th<- 
rapidly  growing  expenditure  of  a  complicated  ec(,nomif  life.  th< 
real  problem  will  present  itself,  as  it  is.  for  ia-tance.  found  in 
the  cities  of  the  Eastern  Uniteil  States. 

So  far  as  it  is  true  that  land  in  or  near  cities  is  held  larg*  ly  for 
speculative  purix^st-s.  the  difficulty  can  be  met  \,\  the  enforce- 
ment of  now  existing  laws,  and  l>y  the  impo^iti-^n  of  a  ^^>«cial  or 
:i  higher  tax  on  unoccupic>l  land-  in  or  near  the  citv.  TLr-  lax 
laws  of  the  American  states  everywhere  instruct  the  official.- 
to  assess  proix-rty  at  its  tnje  or  selling  value,  but  it  i-  notorious 
that  imimproveil  lots  are.  a^  a  rule,  con-irierably  und'-rvalijed 
as  .ompareii  with  tho-e  un  which  improvement-  hav.-  )  (-<-n 
ereeteil.  If.  then,  we  simjiiy  enforce  the  laws  a^  t}.e>-  exi-t.  it 
will  Ive  more  difhcult  for  anyone  to  hold  land  tw  long  on  -j,. '  di- 
lation. If  in  addition  wt-  impose  a  >i«cia!  tax  or  a  Li^}.<r  t.iX 
on  uninrroveti  city  l..t-.  it  ^\-ill  W  -till  more  difficij]!  to  '\<,  --•,. 
It  is  thus  evident  that  the  d.r-ire<l  end  may  k-  accornpii-i.-j 
without  -nvoking  the  aid  of  the  single  tax. 


iay-  of  I'l-K-i.  for  in.it an"-.  hupVjvt'nt-T,' r 
empu-d  for  a  tinif-  in  ls4<'t.  aii'l  a  few  y<-,ir.-  iut'-r  ;i,'.  mi;r,ruu- 
t<»:.k  pla.>-  in  which  the-  ■ii.-va-lvijjTufif^  of  -Lf-  uri'-anu^l  ;:;'■.••'-;•;.-.■,• 
o  tK>ri-T.trt:lers  ~Cfi  •^fMf-Jaiiy  ^o  ai..-' ;.-'•*■  .-jr-f  .Li-or-  v..;<  f^,,-. 
-.•_h  redw-Uoiii  or.  the  -iinc'-r-  of  I^.'j.j  tiion'.-jy.-ly.     \-  •':.<    •'. .  ^ 
up.  however    nit^-n' n-  o-.^-r,<.r-.vjp  '\:':u'.z.'>':.'-<\  .:.  ;•-  rt-i'  -. 
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iTifi:-  a&.i  -he  .ieraaU'i  ''•■;  th.-- 
■■  f-  J.  E.  Briiidl^y.  //,^.r/v->  ■/  7''jj-/zrr/".  ,-, 
the  laterestiric  f^i;t•o^iiL-  iT<'V,%  ••'■Zi-'-ii.'jijT-jj- 
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FurtluTmore,  so  far  lis  tht  iiloa  of  uin'arniHl  increment  is 
really  applicable  to  urban  real  estate,  the  problem  can  be  solved 
not  only  by  extendinK  the  American  system  of  s|)ecial  assess- 
ments which  takes  for  public  purposes,  and  precisely  at  the  time 
of  its  creation,  the  increased  value  which  may  properly  be  said 
t(i  be  due  to  any  jwsitive  action  on  the  part  of  the  community; 
but  also  by  imposing  an  additional  increment-value  tax,  which 
will  take  for  the  community  a  part  of  the  increased  value 
caused  by  the  silent  growth  of  the  comnmnity  itself.'  By 
enforcing  the  tax  laws  as  they  exist  tonlay,  by  extending  the 
law  of  special  assessments  to  all  the  cases  which  are  properly 
referable  to  the  principle  of  benefits,  by  levying  a  si)ecial  tax  on 
unbuilt  citj'  lots  and  by  adding  to  the  existing  co<le  of  taxation 
some  form  of  increment-value  land  taxes,  we  shall  in  all 
pr()l)ability  do  as  much  as  is  under  existing  conditions  either 
practicable  or  equitable. 


il 


IV.  Conclusions 

We  have  studied  the  single  tax  from  different  points  of  view. 
It  is  undoubtedly  true  that  the  single-tax  agitation  has  been  of 
great  value.  It  has  in  some  countries  served  to  ilirect  attention 
to  the  abuses  of  a  medi;eval  lanil  .-ystem.  It  has  in  the  United 
States  heljM'il  to  ilisdose  the  shortcomings  of  the  antiquated 
general  proiK-rty  tax.  It  has  everywhere  done  yeoman's  service 
in  emphasizing  the  question  of  unjust  privilege.  But  none  the 
less  we  have  founil  ourselves  unable  to  accept  its  demands. 
We  have  seen  that  the  single  tax  is  defective  fiscally,  politically, 
morally  and  economically.  We  have  learned,  first,  that  it  would 
be  inel'.istic,  and  that  it  wouUl  intensify  the  inequalities  resulting 
from  unjust  assessments;  secondly,  that  although  itself  pro- 
posed chietly  t'  ow  social  considerations  it  would  prevent  the 
governnicut  from  utilizing  the  taxing  power  for  other  social 
purjKJses,  and  tliat  it  would  divorce  the  interests  of  the  people 
from  those  of  the  government;  thirdly,  that  it  would  offend 
against  the  canons  of  universality  and  equality  of  taxation, 
and  that  it  would  seriou-ly  exaggerate  the  difference  between 
profits  from  land  and  profits  from  other  sources;  and  finally, 
that  it  would  be  entirely  inade«iuate  in  poor  communities, 
that  it  would  generally  have  an  injurious  influence  on  the 
farmer,  and  that  even  in  the  large  urban  centres  it  would  ex- 
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ompt   larRo  sootions  of  the  ,x,pulatiu„  without   hringinK  anv 

Plus  is  ,.l..arly  not  .1,0  pla.v  f.  .lisn.s.s  the  wi.l.r  ,.laim  of  the 
Mn«l,^  axers  that  th.  application  of  th.-ir  Mmm-  woui    intm 
j  "-  the  ....al  mill..r.ni,„„.    Ev.-n  as  a  nu-tho^l  of  tu  nf  rm 
howovor  the  proj.-et  is,  as  we  have  seen,  a  n.istaicer  one      (C 

h^:^"i;;  t  whir"  '^  *;"■  't  '"'t  "'"'>'•  -^  --  --^-tiv:" 

just.     Hut  whatever  I.e  the  mueh  ne..le,l  reform  ..n.]  howver 
I  s,ral,le  may  he  the  a.Klition  of  a  ta.x  on  h.n.i  values  to   i^  r . 

revenue  systems.  ,t  is  not  probahle  that  either  the  ,omr  on 
2P'"  or  t>o  stu.ient  will  aeeept  a  seheme  which  is     tTt 
m  palpably  unjust,  which  al.an.ions  one  of  the  fundamem  1 
hoones  o  mo,Iem  taxation-that  of  relative  al.ilitv  or  faX-- 

Z£tot^,::.  '^"    '''  '"^'-^  "^  ''^^  -"3-  on  -the 
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DOUHLK   TAXATION 

Doi'BLK  taxatiim  in  the  simplest  sense  denotes  the  taxation 
of  the  same  ihtsiui  or  the  same  thing  twice  over.'  This  is  at 
once  a  very  ol«l  antl  a  very  new  phenomenon.  It  is  very  old  so 
far  as  it  is  foiuuktl  on  mere  extortion,  on  the  caprice  of  govern- 
ment and  on  the  desire  to  raist-  revenues  without  any  regard  to 
the  rehitive  burden  on  the  taxpayer.  All  government  was  at 
first  l)a.sed  on  might .  Although  this  was  the  original  cause  of  the 
douhle  taxation  of  one  man  and  the  exemi)tion  of  his  neighlwr, 
it  is  in  ti\iHlcrn  times  entirely  overshadowtnl  by  the  second  cause, 
which  is  essentially  of  recent  growth.  We  live  in  an  age  of 
industrial  complexity  and  ditTerentiation.  In  former  times 
projHTty  riglits  were  simple,  and  the  little  capital  that  existeti 
was  largely  owneil  by  the  prwlucer.  T<wiay  not  only  does  the 
sjune  capitalist  invest  in  different  enterprises,  not  only  is  the 
prvKliKvr  often  dependent  for  a  part  of  his  capital  on  sums  that 
U'long  ti>  others,  but  the  olil  gwgraphical  unity  has  l>een  dis- 
.solvcd,  and  there  is  no  necessary  coiuiection  In-tween  the  residence 

>(■»'  in  nt'iHTjl.  FraiK-is  \V:ilkcr,  HoiMt  Taxation  in  the  I'nited  States, 
publistKil  iu  tho  CV)luuihi.i  I'liivt-rsily  Studitf  in  lliatory,  Econornks  ami 
fnhtu-  l.iuc.  vol.  V.  !u<.  I  ;  is«l.-,'.  ( '/.  alsi>  T.  Sutru,  •"  Double  and  Multiple 
TaxutH'ii  "  111  /'ri«>(./(M/si,/  '/ic  S^V(lnd  Irilrrniituiitnl  TdxCimfcrinc,-.  Colum- 
bus. 1>HH>.  p.  :A7  aiulC.  Cnn-ker,  '  Smie  J u<licial  Opinions  against  Double 
raxatioii."  /■\)-(r'/(  Cdiif'niur.  1!>11.  p.  -tU  For  the  earlier  .\nieriean 
lilertiuirt- on  the  subject  *»■<■  A.  I..  Perry,  Extra-lt-rntonal  Taxalwn.  B<}8ton. 
is;:);  (.'nvnje  (.;.  Crocker.  An  ExfXMiti'oi  of  the  IXuMi:  TaxntUin  of  I'er^onal 
I'ropiih,  in  M.iMiwhHMit.:'.  Bo.stuii,  lVv.->;  aiul  the  same  author's  The  Iti- 
juslie,  ,iml  Inextx-diencu  of  Oonhh  Tuxatum.  Boston,  Is'.l-.';  .J.  C.  Hopt-s, 
Dvnl>b  Taxation.  .{n/umei,t  hefore  the  Joint  Committee.  Cainbriilue.  l>vM: 
Jusiah  1'.  (.^uliKy.  LhoM,  Toxnttun  in  .\/(i.s>(ii7n(.sW/.v.  liostoii,  IvSO;  Hiehanl 
H.  Dana.  OouhU  Tnxotion  'ii,j'i6t  and  ineximlitnt.  Boston.  ISO'J:  ami  the 
s;tinf  author's  lhi;hU   Tnxnlion  in  MtiMnch'iMi's.  Boston  ilS**.')). 

The  i-oi!fii!i>ntal  hreranm'  is  singularly  wi-ak  in  the  diseassion  of  the 
geiii-ral  pn«l)leiii.  although  more  .sjuisfaetory  in  some  detailetl  qiiestioas. 
Fur  a  mor«'  reeent  tn'at merit  of  the  pnibleni  ;i.s  a  whole.  s«h-  Fheberg. 
LX>p(H'ltit"steueruiig  iu  Conrad's  ll.iinlrorterl'uch  der  Sta<itKU-iMen--<chiften, 
M  etl,  ■  I'.'ti)  .  vol  iii.;  und  M.  .1  Briu'-our.  l)i.i  ilouhles  iniptmtions  Ji.Titlen 
au  Ifoinl  -it   'ue  Hoiion'd  'V  •m   imira  de  rue  iithi  nttiuinui,      LoUVoUi  ;  iOtUi. 
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of  the  capitalist  and  the  pla.-e  whore  hi.  capital  i.  en.plov«l 
A  system  of  taxation,  therefore,  which  ma-  have  l>een  rur 
ectly  just  under  the  older  and  simpler  condition     LwL,  1 

acS  7  tr'"''  ''""'■"  ?/  *'"'  '="'"^^'  of  government  o  ta  • 
account  of  these  new  comph.-ations  in  proix-rtv  rights  \«  , 
matter  of  fact,  almost  all  existing  doul.le  taxat'ion  in  .■  vihzH 
anuons  .s  due  to  mattention  to  these  modern  inuustriai  intri' 

If  we  approach  the  sul,je,.t  of  doul.le  taxation  more  rlo>^lv 

as  mu  >  kmds  of  ,lupli,ate  taxation  as  there  are  kind^  of  fixe. 
or  of  mdustnal  relations.     We  tind  the  term  u."l  ^^ut 
utmo>t  kH^seness.  h>  that  what  may  l^  in  one  state  a  ver^•  im 
jx^rtant  s,>H-.es  cvf  double  taxation  may  1.  ,ui,e  \^l^.Z 

tu  n  always  calls  up  a  i>arti.-ular  st-t  of  ..rohh-m.-  whjl,-  in  tlu- 
0^  er  ^te  the  .„ne  phrase  wi„  .K-no.e  something  entiHv  "m^^ 
ent.     Ix-t   us  therefore  endeavor  to  give  an   anah-j-'  of  the 

problem,  wnll  explam  the  principle  in  all  .tate< 

There  are  two  distinct  categori(^  of  double  taxation-that 
hy  (^,m,>etmg  juns<lictions  or  authorities,  and  that  hv  xU-  -ame 
Jun.sd,ct.on  or  authority.  The  first  w  ess^-ntiallv  g^i  Lph  ^ 
n  ch.mu.ter.  It  ,s  partly  due  to  the  fa-t  that  m4-rT.  we  1th 
u.  more  or  le^.  cosmopolitan.     A  man  living  in  on.  -tat.  and 

b>  f>oth  ^-tates.  l>e<-au>e  they  comp^-te  with  r-a.-h  other  in  -  '-im- 
mg  juris<iiction  over  that  prop.-rty.  Not  onlv  i-  rhi-  t-.^- 
I>etween  foreign  countric-^.  but  it  is  K,uai!v  trie.'and  m  <:ri  /.f  .'I, 
greater  importance,  a<  l^tw^^-n  convicting  au-j.oriTu.  i^Vf, 
same  countr>-.  The  separ-.r-  commonwealrN  ;  '  ' 
state,  the  Mr-parate  counti*-  in  a  ■■fTOm'.nw.-a-tV 
towns  m  a  «,unty-ea.-h  and  all  of  -j.^m  m^vZ-V^  .r,r^'  -^ 
claims  on  the  >ame  individual  or  on  tr.-  -rT,*-ri^-^  .-  ^,^^^  ^•' 
l>3uble  taxation-^:,r  it  may  1*-  triD;.  or  qua/j-ur, .-  f.^i'-on-v''- 
f^petmg  jun^liction-  is  thus  a  pr^Wu't  ..-  \uo  m.^C-  rr,/^ 
'ility  o!  capital  and  iaU.r:  and  with  ri.^  en..wine  iir^v,-lw.r. . 
local  taxation,  the  diffiouhje.  t.ff-  muMj.!;*-!.  '  ""  ^"      " 

It  may  happen,  howf-vf-r.  that  a  -ingi'-  autrori-v  — 
town,  county,  commonwealth  or  n^'ion--;-  X.r.v, 
f^ntialiy  -imiiar^diffirulTi.-.  .-  to  r-rop-rv  \.r  r^-Z, 
■■■■'  ;ur;?u:r.-t;on.     i  i;,i»  ;;  Uian  r.'jy-  a  pif-'-e  o:  .and.  ar.-' 
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purl  i)f  tho  purchase  price  from  another  man  Hving  in  the  same 
town.  If  the  town  taxes  the  vahie  of  the  hind,  which  in  tliia 
case  inchules  the  value  of  the  mortpiRe,  and  then  taxes  the 
mortgage,  the  (juestion  of  (loul)U>  taxation  inum'iliately  presents 
its<«lf.  So,  again,  if  a  man  invests  his  pro|K"rty  in  tiie  stock  of  a 
cor|)oration  doing  business  in  tlie  same  phice  wliile  tlie  state 
taxes  lM)th  the  investor  and  tiie  coriK)ration,  we  are  confronted 
by  the  same  difficulty.  In  such  cases  the  taxes  are  imjwsed 
by  the  same  autliority  or  juri.sdiction.  Let  us  di-scuss  each 
class  in  turn. 

I.  Double  Taxation  by  the  Same  Authority 
The  simplest  case  arises  when  a  person  is  taxed  on  his  prop- 
erty, income  or  profits,  while  an  additional  tax  is  imposed  on 
♦  he  pro|x?rty,  income  or  profits  of  the  business  in  which  he  is  a 
partner.  This  is  such  a  Hagrant  case  of  double  taxation  that  it 
is  not  practised  by  any  civilized  government.  For,  clearly, 
the  business  income  is  to  that  extent  the  individual  income. 
This  case  may  therefore  be  neglected  as  of  no  practical  moment. 
The  first  im|K)rtant  instance  of  tlouble  taxation  arises  when 
.;r'  attempt  is  made  to  tax  projierty  and  also  to  tax  income;  or 
to  tax  either  property  or  income,  and  also  to  levy  a  business 
or  license  tax.  On  this  ix)int  there  is  much  misconcejition. 
Many  consider  this  to  be  wnmg,  Wcause  it  is  double  taxation. 
As  a  matter  of  fact,  however,  if  all  are  put  ujwn  the  same 
plane,  ihe  simultaneous  taxation  of  proix'rty  and  of  income 
works  no  injustice.  If  all  the  meml)ors  of  the  class  are  treated 
alike,  it  makes  no  ditTerence  whether  there  is  one  single  high 
tax  on  property,  or  a  low  tax  on  property  and  another  low  tax 
on  the  i)r()fits  of  the  proix>rty.  In  fact,  the  government  would 
be  p«'rfectiy  justified  in  taxing  the  i>roi)erty,  the  income  of  the 
proiMTty  and  also  the  exjH'iises  or  any  other  attril»ute  of  the 
proiKTty.  All  such  duplicate  or  triplicate  taxes  are  ixrfectly  rea- 
sonable so  U)ng  as  they  fall  eijually  on  all.  Taken  together, 
they  amount  sinii)ly  to  a  high  rate  for  a  single  tax  on  the  prop- 
erty. noul)le  taxation,  therefore,  is  not  always  wrong;  it  is 
unjust  only  when  one  taxpayer  is  assessed  twice  while  another  in 
substantially  the  same  class  is  assessed  but  ojicc.  It  is  the 
ineiiuality  of  taxation  that  instinctively  shocks  us.  But  if  all 
persons  witiiin  the  class  are  eciually  subjected  to  the  burden, 
there  can  be  no  just  complaint. 

It  tnay  !><•  nbjcctcd  t!>,;>,t  p(i»p!e  arc  not  freat^i  alike  vvb,cn 
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they  p„y  ,I,(TmM,t   taxes  on  tho  sarn..  i,„.„me.     Our  opinion 
mus   ^-l-ml.   unu...r.  .ntin-ly  on  ,1...  at,i,u,ie  wo  tak.  rl."  " 
l.at    s  .all.-,!  ••.l.fTm.nfaf.on-  of  taxation.     If  „,  „„„.,,i„ 
t  '-'t  all  .n..o,n,.s. honi.l  1.  tax.-.!  alik..  irn^iHrtiv.  of  .our.         " 
o  -J.H-  .on  woul.1  I.  vaii.l.     Hut  UHKlcrn  tl.n.ry  has  fom.ul  ■  .  1 
lH>  «l'™an.l  for  a  .hstin.tion  lK.,w.vn  earn..,!  and   un-arn.., 
na.mos.  or  lH.|w.rn  in.onus  from  laU.r  an.l  im-on.r.  fmn. 
proiHTly.     l-.v.-n  >o  couMTvatiw  a  writor  as  John  Stuart  Mill 
was  an  a,ih..r,.„t  to  this  prin.ipl...  wl.iH,  is  at  ,,n.>,.nt  ,,uit,. 
Kom-rally  a.hn.tt..,!.     This  '•.lirten.ntiation"  n.av  Ih-  M.ure       , 
two  ways     A  low.-r  rat.  n.ay  1..  Lvi,.!  on  laUir  in.onu-s  tin 
on  proiH-rty  „u.onu.s.  as  in  t ho  prosont  North  Carolina  in.onu. 
tax    as  ,n  tlu;  forn.or  \  irRnua  inconio  tax.  an.i  as  in  Italv.  in 
Hollan.1  amui  so.no  o    tho  .\ustralian  states     But  in^tea.l  of 
makn.K  a  dUTer....  .•  ,n  the  rates,  the  san.e  result  n,av  U-  rea.hej 
l>y  h'vyn.g  a  un.lorn,  tax  on  all  incomes  an.l  an  ad.litiunal  f.x 
on  pro,.;r  y.  so  that  the  ineonu.  from  proiHTty  thus  indire.tlv 
P  >s  a  lusher  rate.     Plus  ,s  the  ease  ii.  Prussia  and  in  son.e  of  thV 
jSw.xyantons.  where  the  proiKTty  tax  an.l  the  ineome  tax  ar. 
ev.e,   on  the  sanie  property.     In  other  wor.l..  pro,K-rtv  ine.-me 
><  put  mto  a  cl.tTerent  class  from  lalnjr  uuome.      It'i.  tux"l 
twiei^mee  on   pro|)erty  and  on.e  on   ineomo-hecau-e  the 
smnmg  nHH,uality  is  eonsidere.!  to  he  really  a  higher  e(,ualitv 
it  is  doul.le  taxation,  hut  it  is  not  unjust  .iouMe  taxzuiun      '  ' 
In  .s<.me  place's  the  principle  of  ditTerenti.-.tion  \nx.-.  n.-i  vet 
heen  adopK.l.      \  hen  the  income  tax  is  ad.le.1  to  the  pro,x>rtv 
tax.  the  m.-ome  frc.m  proixTty  alre.M.ly  tax,-.l  i.  exempt..!,  a.  in 
-Ma.s.s;,chus,.tts  an.l  m  some  of  the  Swiss  canton>.    yUnx  .liffi.ul- 
ties  have,  however,  aris^'n  in  the  endeavor  to  distinjruiMi  tl  tn- 
pr.!H-rty  incomes.     Tlu,s  in  Ma»a.hu>etts  ,:.e  .,ueM:..n  prc- 
senUHi  Itself  whether  the  in.-ome  from  a  t-usino^  ...,ul<l  U'  tuXHi 
If    he  proi^erty  investwi  in  the  business  was  alre.^.lv  taxtnl" '  'n 
ji  leading  case  this  practice  was  uj-hel.!  on  the  groun.i  th-u 
.usmes.s  profits  are  the  result  not  .^nly  of  the  ca,.ita!  inv.-tKi. 
hut  of  the  m.iu>try  and  skill  of  the  capitali>t.'     Althoudi  thi. 
IS  no  doubt  true,  as  a  matter  of  fact  the  interpretation  of  tl  e 
-Massachusetts  law  is  unjust   lx-cau.^>  in.ome^  .ierivt^l  s.Jeiy 

J  ?'i  w'^ );;''"-- ">vi-- 1"-  ' ■■  ■  ''■■  '""■^•-'"'«  •'— -  - 
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from  land  or  from  othor  investments  pay  only  once,  while 
ini-onies  derivtHl  from  huj-infHs  »'nti'rprist'  pii;  iwicr,  oni-o  on 
the  pro|KTty  invt-wttnl  ami  again  on  the  iniome  deriveil.  It  ia 
this  ine<iuality  of  the  tax  whifh  renilers  the  system  erutle  and 
ine(iuitable.  This  has  l)et'n  reeognizwl  in  j)ractiee,  anil  the 
evistom  hius  arisen  for  the  asseKscjr  to  allow  six  j»cr  cent  on  the 
capital  investetl  in  the  business  as  representing  the  income 
from  capital,  and  to  levy  the  income  tax  only  on  the  surplus 
jirofits.  In  the  Swiss  cantons  similar  provision  is  made  by  law 
and  applies  to  incomes  from  all  proiHTty,  the  amount  exempted 
iH'ing  four  to  five  |K'r  cent  of  the  capital.  Thvse  figures  are, 
indeed,  entirely  arbitrary,  although  they  represent  an  inter- 
esting attempt  to  avoid  double  tj  xation.' 

If,  however,  we  accept  the  principle  of  differentiation,  this 
attempt  is  to  a  certain  extent  unnecessary.  The  higher  taxa- 
tion of  income  from  pro|)erty  as  compareil  with  income  from 
other  sources  is  theoretically  defeasible,  although  the  exact 
amount  of  increase  cannot  l)e  fixed  a  priori.  It  is  only  when 
the  additional  rate  exceetls  this  amount  that  we  can  really 
speak  of  unjust  double  taxation  Up  to  that  ixjint  it  may 
indeed  1)6  double  taxation,  but  it  is  not  necessarily  unjust  taxa- 
tion. We  may,  then,  conclude  that  to  tjix  projwrty  and  alno 
the  income  from  property  is  not  of  itself  inequitable,  providetl 
that  the  income  from  all  property  is  taxeii.  To  single  out  a 
si)e(ial  ilass,  us  is  done  in  Massachusetts,  does  indeed  involve 
injustice.  But  if  the  tax  applies  to  all  property,  the  simul- 
taneous taxation  of  property  and  income  is  not  of  it.self  repre- 
hensible doiible  taxation.  Incomes  from  property  should  !« 
taxed  higher  than  incomes  from  lal)or. 

The  second  important  ca.se  of  double  taxation  is  connected 
with  the  question  of  indebtedness.  Shall  debts  l)e  deducted 
from  assessments  for  the  projwrty  tax,  or  the  interest  on  indebt- 
edness from  a.ssessments  for  the  income  tax?'-  Is  it  double 
taxation  to  tax  the  creditor  on  the  debt,  and  the  debtor  on  the 
whole  property  including  the  debt? 

Put  in  this  way  the  answer  is  plain.  A  mar  must  l)e  taxed 
upon  what  h.e  has,  not  upon  what  he  has  not.  \.  hat  he  owes  to 
another  is  not  really  a  part  of  his  propert  y .  The  one  great  reason 
why  the  countries  of  continental  EuroiM)  are  changing  theit 

'  For  some  aiKlit^  n:il  considerations,  see  infra,  chap,  viii,  sor.  ii. 
:Tlif  l.ili.-Bi  .-tiuiy  of  this  caac  is  Hcckc!,  Die  Einkomn'en^towr  =ir.:l  <lif 
Schiddziiistn,  ISSX). 
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HyHtcm  tnm  taxiitum  of  pr.Mliict  t<.  taxation  of  iiuonif  i^  fl,.,t 
under  t\w  former  metli.Hl,  which  (U.^reganls  th.  fHTsomil  im.-I- 
tion  of  tho  iudividuiil,  no  dcchiction  i.s  made  for  in(lel,t(Hhi...^- 
\\liereiia  by  tJie  ineoriu'  tax  such  deduction  is  mad*'.  For  net 
income  can  mean  only  the  surphis  alH)ve  ail  necessary  outlays 
m<-!udinK  interest  on  del.ts-connected  with  the  "acquisition 
of  the  revenue.  Every  income  tax,  v  hethcr  in  KuroiK.  or  in 
America,  therefore  {x-rmit.s  interest  on  indel)tedness  to  Ih-  de- 
ducted. 

What  is  true  of  the  income  tax  is  equally  true,  in  thetiry  of 
the  property  tax.  But  tiie  practical  limitations  to  the  ai)plica- 
tion  of  the  thwry  in  the  eiwe  of  the  latt.T,  and  more  especially 
in  the  tax  on  personalty,  are  verv  consi.lcrahle.  The  unfor- 
tunate experience  of  the  Unitcnl  States  has  ain  ady  been  dis- 
cussed. 

Ther«>  is,  however,  one  M<;ial  j.hase  of  the  ((Uesfion  which 
IS  of  wid«^pread  inten-st.  i  he  case  of  a  tax  on  land  or  on  real 
estate,  what  should  be  d(m,  with  th.'  amount  of  the  mortKitRc? 
The  prol)lem  of  double  taxation  arises,  as  in  several  <.'  the 
.\merican  .stat(>s,  wUvn  the  borrower  or  mortRaRor  is  assessed 
on  the  full  value  of  his  land,  and  the  lender  or  mortRaRee  is  also 
taxtKl  on  the  amount  of  the  mortRage  debt.  If  A.  the  owner  of 
a  SIOO.OOO  farm,  borrows  S.')(),(K)0  from  H,  the  state  thus  taxes 
S1'>(),000,  when  there  is  really  only  .?1()(),(XM)  of  property;  and 
so  far  a-s  B  is  able  to  shift  his  tax  on  A,  the  latt.T  pays  th<>  tax.s 
for  both.'  On  the  other  hand,  if  th.-  mortgaRor  is  allow.".!  t.i 
thnluct  the  value  of  the  mortgage,  an.l  if  the  ni.irtRage  debt  is 
not  tiVUHl  at  all  to  the  mortRaRee,  th.-  state  los.'s  a  legitimat.- 
revenue.  It  now  ta.xes  A  on  .S.")(),(XK)  and  do.s  not  tax  B  at  all 
thus  Retting  a  revenue  from  S.j(),()00,  when  there  i.-  r(>ally 
8100,000  of  property.  In  the  one  ca.se  we  have  double;  in  the 
other,  we  have  inadequate  taxation. 

What  is  the  remedy?  Several  plans  hav.'  been  tried.  Ac- 
.■or.hnR  to  the  first  the  mortgagor  is  taxe.1  on  the  full  amount 
of  the  prop«Tty,  but  the  mortgag<>e  is  exempt.  This  method 
is  bu.ed  on  the  theory  that  the  tax  on  the  lender  will  be  >hift.d 
at  any  event  to  the  borrower,  that  a.s  a  r.-sult  of  the  .x.niption 
of  mortgages  capitalists  will  lend  mor.-  readily  an<l  :it  a  lower 
rate,  and  that  the  benefit.s  of  exemption  will  accordingly  be 
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diffused  throughout  the  community.'  This  phm  is  obviously  the 
simplest  and  most  effective  method  of  avoiding  double  taxation. 
Several  American  states  have  now  adopted  this  plan,  with 
great  satisfaction  to  all  concerned.  For  under  this  scheme,  in 
the  case  mentioned  above,  the  state  will  still  get  the  revenue  on 
the  entire  iJlOO.OOO  worth  of  property,  and  the  mortgagor  will 
not  have  to  pay  the  double  tax,  once  to  the  state  and  again  in 
the  shape  of  interest  to  the  lender. 

A  second  plan  consists  in  exempting  not  the  le.ider,  but  the 
borrower;  not  the  credit  of  the  mortgagee,  but  the  liability  of 
the  mortgagor;  that  is,  to  tax  the  lender  on  the  amount  of  the 
mortgage  and  the  borrower  on  the  value  of  the  property  minus 
the  mortgage.  In  working  out  this  scheme,  however,  several 
commcjnwealths,  like  C'aliforni  and  Massachusetts,  adopted 
a  slight  modification,  .\ccording  to  the  amended  plan,  the 
mortgagor  can  offset  the  amount  of  the  mo'-^gage  del)t.  The 
mortgage,  on  the  other  hand,  is  taxable  in  the  hands  of  the 
mortgagee,  but  it  is  treated  as  realty,  not  a.s  personalty — that 
is,  its  niius  does  not  tollow  the  domicile  of  the  mortgagee,  but 
it  is  taxed  in  the  locality  where  the  mortgaged  property  lies. 
If  the  tax  is  paid  by  the  mortgagor,  he  may  recoup  it  from  the 
mortgagee.  In  Massachusetts,  indeed,  this  provision  is  practi- 
cally void,  because  nearly  all  mortgages  contain  a  clause  requir- 
ing the  raortgagor  to  i)ay  *^^a.\es  upon  the  mortgaged  estate, 
and  a  further  agreement  to  pay  all  taxes  upon  the  debt  in  the 
(>vent  of  the  repeal  of  the  law.  The  jiractical  result,  therefore, 
is  virtually  the  same  a;  ..'  mortgages  were  exempt,  and  the  bor- 
rower taxed  on  the  total  value  of  his  land.'-    In  California,  where 

'  Spp  Soligman,  The  Shifling  mid  Incidence  of  Tni'dion,  3il  ci].  (1010), 
pp.  ■i:\2-.i:il . 

■  Sec  the  RtiMri  iif  the  Sjicciid  ( 'unimillce  of  the  Bnslon  Execniirc  liu.iincss 
A''ii)ci(ilinn  on  Taxation,  ISSO,  p.  'M.  For  an  invcstinalion  of  the  question 
a.s  to  how  far  I  lie  rate  of  interest  lia.s  been  affected,  see  Thomas  Hills,  Ad- 
i}r< xx  on  T(tx(Uiin\,  dilinnd  iKfiirc  the  lioxton  FJxeriitirr  liasi'ie.s.'t  AxKnciidion, 
I.SOO,  p.  20;  ami  Xathan  Maltiiews,  .Jr.,  "  Douhje  T.axiition  of  MorttriiRCHl 
Heal  Ivstate,"  in  ()Hnrt<rbi  Journal  of  Economics,  iv.  OS'.M)).  p.  ;{l?0.  (f.  also 
H.  H.  Dana,  Ihmhle  Taxation  in  Masmchn.-ietix.  I'niili.shid  inuhrtheaii.ipices 
of  the  yfassiirhnsiits  Anli-l)oid)le-Taxalion  Liaijue,  ISO."),  pp.  72-S(>.  For 
e.irlier  <liseiis.-iion.-<  of  the  sulijecl  .see  Benjamin  .\.  Wilh.-i,  Id  marks  on  the 
Hill  pro-id infi  for  llie  Kxi  niption  of  Mort<ia<iex  on  }{nd  KMate  from  Taintion, 
New  York.  ls":i;  .lohn  C.  Hopes,  'luxation  of  Mmtihuied  lii<d  Kxtate.  Boston, 
INSI;  \.  \\.  Bei,ril,  Toxidion  of  Morti/ai/id  I'ropirlji.  Henniri^x  lufore  the 
l.njixlalin  ('(onnnttee,  n.  p.  ISSl;  Hrnry  Wiihl,  The  Exemption  of  Moneij 
hinders  from    Taxation:   its  Effect   ajKni  the  Interest   Hate,  Turners  Falls, 
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the  plan  \va.s  incorporated  into  the  constitution  of  1879,  all  such 
aRrccmonts  between  mortguKor  and  niortRagee  were  void.  This 
continued  until  1!>07  wh(>n,  after  an  amendment  to  the  constitu- 
tion in  IIKK),  a  law  was  passed  permit tin>?  separate  contracts. 
Legal  enactments,  however,  cannot  jirevent  the  operation  of 
economic  law.  As  a  matter  of  fact,  the  interest  rate  on  mort- 
gages  rose  as  a  consequence  of  the  law,  and  it  has  even  been 
claimed  with  some  degree  of  truth  that  interest  rose  by  a  slight 
am)unt  over  and  above  the  tax,  to  compensate  the  lender  for 
trouble  and  risk.'  By  the  end  of  the  nineties  this  was  beginning 
to  be  recognized,  and  during  the  next  decad(>  the  conviction 
of  the  futility  of  the  old  scheme  became  so  widespread  that  in 
lOlO  the  constitution  was  again  amended  so  as  to  jjrovide  for 
the  complete  exemption  of  mortgages.  In  the  meantime,  how- 
ever, the  Massachusetts  or  California  system  tiad  been  intro- 
duced in  1903  in  Wisconsin,  leading  there  also  to  practical 
exempt  ion.- 

In  addition  to  these  methods  of  attempting  to  avoid  double 
taxation  we  find  some  alternative*  and  halfway  schemes.  Sev- 
eral states  which  recognize'  the  inevitable  shifting  of  a  tax  on 
mortgages  to  the  borrower  or,  on  the  other  hand,  the  practical 
impossibility  of  the  discovery  of  mortgages  by  the  assessors,  are 
nevertheless  not  ready  io  abandon  all  revenue  from  this  source. 
A  few  of  tnese  states  try  to  solve  th(>  p-oblem  by  levying  a 
special  tax  on  mortgages,  but  at  such  a  low  rate  that  there  is 

'88.3;  and  the  same  author's  Morl</'i</c  Kxcmptioii  and  Tnxalion  of  Rxil  Estate 
onlii,  Host  oil.  1S89. 

'S("c  C.  C.  Plohn,  "The  Taxation  of  MortnaKcs  in  Cahfornia,"  in  The 
Valv  Iicvi<-H\  viii.  (1,S9<(),  pp.  :ilHi7.  I"or  later  .studies  on  the  question  of 
the  inridence  of  the  ta.x  or  li.ortKaces  .see  M orlfinfii-  Tnxntion  anil  the  linst- 
vi'-k  litlls.  Prepared  by  the  .New  York  Ta.x  Keforiu  A.s.s((eiation,  New 
\ori\,  VMU;  .l/or/f/df/c  Taxalinn  and  I iilin:-:!  Rulis,  New  York,  l(H)t),  a  .study 
iiiadehy  the  .New  York  Tax  Heform  .\.s.soci,iticni:  T.  H.  A(hinis,  ".VlortgaKe 
Taxation  in  W'i.seeMsiii,"  in  the  (Jinirlirli/  'mirnal  of  Econianirs.  x.xii.  (1<M)7) 
Jip-  1--7;  and  It.  .\.  Cainpheli.  Murlnaur  Taxulian.  Madison,  lilO.S. 

^  The  .same  .system  at  one  lime  exist e<l  in  Mieliijian.  Missouri  and  Oregon. 
The  .Missouri  constitutional  amendment  of  IIKK)  was  deelannl  hy  tiie  .state 
court  to  he  oppo.sed  to  the  federal  eons) it ul ion  in  l{us.s<'ll  r,s.  Croy,  ItU 
Mo.  (■)!),  on  the  ground  that  eorporale  morlgages  were  not  treated  in  tlie 
s.ime  way  as  thos.'  of  indi\iduals.  In  < )re(:on  t he  law  of  18S2  was  deelared 
UMconslitutional  in  IS,S}  for  much  the  .same  rea.son,  but  the  defect  was 
removed  liy  an  amendment  of  IS.S.").  In  lS(t:{,  liowev<>r,  the  law  was  re- 
pe.'ileil.  The  Mic-hi^'an  law  was  also  repealed  in  IS'.Ki,  and  mort gages  were 
again  taxalle  :,:  personal  property  until  l!tl  1  when  the  mortgage-reeoniing 
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less  inducement  to  conceal  them.  A  few  others  attempt  to 
solve  the  problem  liy  levying  a  small  tax  on  the  mortgage  when 
it  is  recorded,  and  thereafter  exempting  it.'  The;  first  method 
involves  practical  exemption  from  tho  beginning,  the  latter 
complete  exemption  after  the  first  year.  Thus  the  tendency 
may  be  said  to  be  everywhere  in  the  direction  of  exemption  as 
the  best  means  of  avoicling  double  taxation.^ 

In  the  above  tliscussion  we  have  treatinl  primarily  of  indi- 
vidual indebtedness.  The  same  question  often  arises  in  con- 
nection with  corporate  debts,  especially  in  the  shape  of  mortgage 
bonds.  It  has  usually  been  overlooked,  however,  that  there  is 
a  distinction  between  individual  and  corporate  property  or  in- 
come. In  the  case  of  individu  ,  to  tax  both  the  property  and 
the  amount  of  the  mortgage  debt  is  theoretically  unsound,  be- 
cause the  individual's  true  taxable  property  consists  in  his 
surplus  above  indebtedness.  The  capital  stock  of  a  corporation, 
however,  represents,  in  many  cases,  only  a  portion  of  the  prop- 
erty, while  the  remaimler  is  represented  by  the  bonded  indebted- 
ness. In  the  United  States,  for  example,  it  is  well  known  that 
railroads  are  built  mainly  on  the  proceeds  of  mortgage  bonds. 
To  exempt  the  mortgage  debt  in  the  case  of  these  corporations 
would  thus  be  inequitable;  for  only  by  taxing  both  capital  stock 
and  mortgage  debt  can  the  state  reach  the  true  faculty  of  the 
corporation.  In  the  case  of  individuals,  indebtedness  diminishes 
the  capacitv  to  pay  taxes;  in  the  case  of  corporations,  indebted- 

'  A.s  to  this  MPc  C.  V.  Robinson,  "  The  Mortpiixe  Recording  Tax  "  in  the 
I'olilicnl  Science  Quartrrh/,  vol.  xxv  (lOlO),  p.  (509. 

2  .Vt  pri'sont  (1912)  twcnty-cinlit  of  ilii-  .\incrican  states  and  territorioa 
still  tiix  both  mortRajjor  and  niortg.'in.  S  eight  {.\rizona,  California,  Colo- 
rado, Delaware,  Idaho,  Louisiana,  Utah  and  Wa-shington)  exempt  mort- 
BJiRes  completely;  one  (New  Hamp.shire)  e.xempts  money  loaiuxi  at  not 
exeee<lin(j  five  per  eent,  and  s<'c"ure<i  by  note  or  mortRtme  on  real  estate 
within  tlie  state;  one  (Indiana)  exempts  mortgafied  land  to  the  extent  of 
!57(K),  providi'd  thai  this  does  not  exeeetl  on(>-half  of  the  value  of  the  real 
estate,  but  the  mortjjane  credit  is  then  a.sses.s<Hi  to  the  morfgagw  at  his 
residence:  four  (Connecticut,  Ma.ssachusetts,  New  Jersey  and  Wisconsin) 
deduct  the  mortnii^e  from  the  value  of  the  land,  but  jK-rmit  the  mortgagor 
to  a.ssunie  the  tax,  the  mortgage  being  trcatwi  as  an  interest  in  the  real 
estate,  as  ex|)l;iined  in  the  text;  four  (Iowa,  Marjdand,  Pennsylvania  and 
Hhode  Island)  tax  mortgages  at  a  sp<>cial  low  rate;  and  four  (.Vhibama, 
Michigan,  Minnesota  and  New  York)  tax  niortg;iges  at  a  low  rate  when 
they  are  re<'ordi'd,  through  thi!  mortgage-reconling  tax.  For  a  detailei) 
account  of  the  .situation  in  l!K),'i  s(H!  Hobert  .\rgyll  (Campbell,  Mortgnqe 
Taxation,  Ciimixinilire  Lif/iilalion  Bidhlin  So.  17,  Legislative  Reference 
DfiwirlmenI,  M.iilison.   I!H)S 
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ness  often  augments  that  capacity  because  the  so-called  debt  is 
in  reality  an  integral  and  constituent  part  of  the  capital. 

Strictly  speaking,  the  projx'r  distinction  is  not  between  cor- 
porate and  individual  credit,  but  between  production  and  con- 
sumption credit.  In  the  case  of  individuals,  money  borrowed 
for  purposes  of  consumption  or  to  meet  pressing  emergencies  cer- 
tainly comes  under  the  above  rule  that  indebtedness  is  to  be  re- 
garded as  a  burden.  When,  hov.ever,  money  is  borrowed  in 
order  to  enlarge  the  business,  the  credit  takes  the  place  of 
capital  and  may  enable  the  borrower  to  make  larger  profits. 
The  income  of  the  borrower  therefore  is  really  increased  by 
the  surr  .us  of  the  additional  net  profits,  due  to  the  loan,  over 
and  a  ve  the  amount  of  the  interest  on  the  loan.  In  an  in- 
come tax  this  is  automatically  provided  for,  since  the  addi- 
tional profits  figure  on  the  one  side,  and  the  interest  charge 
on  the  other  side,  of  the  income  account.  Where  the  tax  is 
levied  on  property,  however,  no  allowance  is  made.  Strictly 
speaking,  only  so  much  of  the  borrowed  money  ought  to  be 
assessed  to  the  borrower  as  represents  the  capitalization  r*' 
the  surplus  profits.  Practically,  however,  this  is  impossible! 
to  ascertain,  and  we  are  therefore  justified  in  demanding  an 
exemption  of  debts  from  the  property  tax. 

On  the  other  hand,  in  the  ca.«e  of  corporations,  while  debts 
are  sometimes  contracted  to  meet  pressing  exigencies,  and  may 
thus  in  a  way  be  considered  a  kind  of  consumption  credit,  mort- 
gage bonds  at  lea.st  are  almost  exclusively  issued  in  order  to 
provide  capital.  Economically,  the  cor^jorate  capital  consists 
of  the  bonds  and  the  stock.  In  England,  as  is  well  known,  there 
are  even  no  railroad  bonds  at  all,  but  simply  debenture  stock. 
It  is  therefore  quite  fitting  that  the  interest  on  corporate  bonds 
should  not  be  deductible  in  case  of  the  income  tax,  nor  the 
mortgage  l)onds  them.selves  in  case  of  the  property  tax.  It  is 
the  correct  recognition  of  this  fact  that  has  led  to  thi  intro- 
duction of  the  tax  on  corporate  loans  in  many  states,  American 
and  foreign.' 

We  come  now  to  the  third  ca.«e  of  double  taxation,  which 
in  the  modern  days  of  corporate  industry  has  assumed  much 

'  The  great  defeot  in  the  otherwise  adinirable  study  of  Heekel,  riienti()ne<i 
above,  is  the  failure  to  dislingui.sh  between  corporations  and  natural  per- 
sons. He  is  indeed  forced  to  the  practical  <-on(lusion  that  corjmrations  niusf 
l)e  liable  for  the  tax  on  mortgage  debts,  but  his  arKuments  are  not  cnn- 
vincing;  cf.  p.  182  of  his  work. 
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importance, — that  of  the  double  taxation  of  a  coriwration  and 
of  the  inverstor  in  corporate  securities.  If  we  tax  the  cor(X)ra- 
tion,  shall  we  also  tax  the  indivitlual  stockholder  or  Imndiiolder? 
The  great  tlivergence  of  practice  in  America,  as  well  as  abroad, 
will  be  discussed  in  another  chapter; '  but  the  economic  theory 
is  simple.  If  the  tax — whether  on  income  or  on  projK'rtj' — is 
general,  and  applies  to  all  classes  of  corporations  and  to  other 
non-corjMjrate  investments  ;is  W(>11,  it  is  manifestly  double  taxa- 
tion to  jussess  the  security  holder  as  well  as  the  corjMjration. 
The  tax  on  the  corporation  diminishes  his  income  from  the 
corporate  security;  an  additional  tax  on  the  security  would  in- 
volve double  taxation  of  the  same  income  or  property.  But  if 
the  tax  is  a  special  or  exclusive  tax  instead  of  being  a  general 
tax,  the  matter  is  ilifferent.  In  that  case  the  general  doctrine 
of  capitalization  of  taxation  will  apply.-  If  only  one  class  of 
corporations  is  taxed,  the  purchaser  of  these  corporate  securities 
will  escape  taxation,  because  the  amount  of  the  tax  is  discounted 
in  the  depreciation  of  the  security.  For  example,  let  us  suppose 
that  a  corporation  previously  untaxed  has  been  paying  five  per 
cent  dividends  on  its  stock  quoted  at  par.  If  a  special  tax  of  ten 
I)er  cent  be  imposed  on  these  dividends,  the  stockholders  will 
get  only  four  and  a  half  per  cent.  But  since  by  the  sufnosition 
other  classes  of  corporations,  or  at  all  events  other  non-corporate 
investments,  arc  not  taxed,  the  price  of  the  stock  will  fall  to 
ninety.  People  who  can  get  five  per  cent  on  tl  At  capital  will 
not  ordinarily  consent  to  take  four  and  a  half  per  cent.  The 
original  holders  of  the  stock  will  indeed  lose,  but  the  new  pur- 
chasers will  not  be  affected,  because  the  tax  is  capitalized  and 
leads  to  a  depreciation  of  the  capital  value  of  the  stock.  A 
dividend  of  four  and  a  half  dollars  on  stock  costing  ninety  is 
as  good  as  one  of  five  dollars  on  stock  costing  a  h  idred.  A 
tax  levied  only  on  corporate  profits,  or  only  on  some  special 
classes  of  corporations,  does  not  affect  anyone  except  those  who 
become  stockholders  before  the  imposition  of  the  tax.  To  tax 
tlie  new  purchas(>r  on  his  security  would  not  in  such  a  case 
involve  unjust  double  taxation.^ 
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'  Infra,  chap,  vili,  sec.  v. 

'  See  8olinin;in,  Tlit:  Shifting  and  Incidence  of  Taxation  (.'id  ed.),  pp.  221- 
226. 

'  Tliis  and  the  following  point  is  not  consii'crcd  .if  ull  rithor  l)y  Professor 
Wa(jn(T\v}io  is  opposed  to  such  double  taxation  (if  corporations,  "IVirekte 
^S((■(lerr^  "  in  Sciuiniu-rK's  Ihimibuch  dir  Puiitinciun  Oiknniiniir,  111.  1,  4th 
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Thcro  IS  onp  other  .•onihtion  under  which  the  simultaneous 
taxation  of  the  coriwration  and  the  security  holder  is  not  unjust 
In   he  case  of  a  stockholder,  we  have  seen  that  if  the  tax  is  gen- 
oral  It  IS  unjust  to  tax  both  the  corporation  and  the  stock- 
holder.   In  the  case  of  a  bondholder  this  would  also  ordinarily 
be  true  when  the  income  tax  on  the  corporation  is,  for  instance, 
deducted  from  tli.>  interest  of  the  bondholder  as  well  as  from  the 
dividends  of  the  stockholder.     In  some  cases,  however,  it  hap- 
pens that  the  corporation  is  willing  to  assume  the  tax  as  a 
whole,  ami  to  count  the  tax  among  its  fixed  charges,  declaring 
he  coupons  fr.v  from  tax.    In  such  a  case  it  is  really  the  stock- 
holders who  pay:    for  the  interest  on  the  bonds  is  fixed,  and 
what  IS  not  deducted  from  the  interest  must  be  paid  out  of  the 
surplus  earnings  which  would  otherwise  ultimateU  go  to  the 
stockholders.    The  bondholders  are  not  reached  at'all  by  such 
a  tax,  except  in  the  very  indirect  way  that  they  mav  be  exposed 
to  an  ultimate  diminution  in  the  securitv  of  their  lien     But  tlir 
tax  as  such  <lo.-s  not  strik.>  them  at  all;  their  propertv  or  income 
in  the  corporate  honds  goes  scot-free.    An  additional  tax  upon 
he  bondholder  would  thus  really  not  involve  any  injustice  to 
theni.    Here,  as  w.'ll  as  in  the  preceding  case,  a  study  of  the  real 
incidence  of  the  tax  becomes  important.    What  is  apparently 
double  taxation  may  turn  out  not  to  be  such. 

We  mry,  therefore,  sum  up  by  saying  that  in  so  far  as  the 
tax  IS  general,  it  is  manifestly  unjust  to  tax  both  corporation 
and  security  holder;  but  that  wh(>n  the  tax  is  partial  or  when  the 
corporation  assumes  the  tax  as  a  whole,  the  additional  taxation 
of  stockholder  or  of  bondholder  is  not  necessaruv  either  double 
taxation  or  inequitable  taxation. 


There  remains  the  fourth  an.l  final  form  of  double  taxation 
by  the  same  jurisdiction,  which  has  givn  rise  to  considerable 
difhculty.  This  applies  especially  to  corporations.  Th.'  que- 
turn  here  is:  Is  it  permissible  to  tax  the  corporation  on  its 
pr,.perty  and  again  on  its  capital  ■^tock? 

The  answer  from  the  economic  standpoint  is  simple.  While 
th<-  exact  relations  between  cai.ital  stock  and  prop.Ttv  are  di<- 
ni^sed  more  fully  below,'  it  is  dear,  for  the  purj^ses  of  this 

'itnuH^lr  *'•■  ^'f '!'">: J^-^^^-f^''-  ^I'o  is  in  favor  of  such  double  tax«- 
inm  (Uir  .Shiiirn,  vol.  ii  (ISO.)i,  p.  24). 

'  /"//'/,  fhap.  viii,  stc.  m. 
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argument,  that  corporate  property  is  at  all  events  one  of 
the  elements  that  contribute  to  the  value  of  the  capital  stock. 
If  this  be  true,  to  tax  the  corporation  on  its  property  and  then 
to  levy  an  additional  tax  on  its  stock,  is  pro  tanto  duplicate  taxa- 
tion of  an  unjust  character.  If  other  jwrsons  are  taxed  only 
once  on  property,  corporations  should  not  be  taxed  again  on 
what  is  at  all  events  a  part  of  their  property. 

This  con  hides  the  discussion  of  the  imjwrtant  cases  of  double 
taxation  arising  from  the  actions  of  the  same  tax  jurisdiction. 
Equally  important  are  the  c:uses  due  to  the  conflicts  of  juris- 
diction between  independent  taxing  authorities.  These  we  now 
proceed  to  take  up. 

II.  Double  Taxation  by  Competing  Authorities 

The  problems  included  under  this  head  are  essentially  of 
modem  gro.vth.  Until  very  recently  they  have  received  little 
attention,  for  three  reasons.  In  the  first  place,  the  international 
relations  of  commerce  and  industry  were  comparatively  unim- 
portant; and  even  within  the  same  state  business  methods  and 
business  investments  were  far  more  localized  and  less  com- 
plicated. Secondly,  the  stranper  in  primitive  society  was 
originally  an  enemy.  The  survival  of  this  idea  in  the  concep- 
t'l^n  that  the  foreigner,  as  such,  is  an  especially  desirable  subject 
of  taxation  ha.s  only  slowly  given  way  to  the  broader  conceptioas 
of  the  modern  age.  Thirdly  and  chiefly,  in  former  times  but 
little  attention  wa-s  given  to  the  question  of  justice  in  taxation. 
Even  when  the  general  problem  was  considered,  the  details  of 
double  taxation  were  regarded  as  insignificant.  But  nowadays 
the  question  is  forging  to  the  front. 

It  need  not  be  pointed  out  that  amid  the  complexities  of 
nindcrn  industrial  life  equality  of  taxation  cannot  be  attained 
without  a  careful  consideration  of  these  problems.  To-day 
a  man  may  live  in  one  state,  may  own  property  in  a  second  and 
may  carry  on  business  in  a  third.  He  may  die  in  one  place  and 
leave  all  his  pr(){)erty  in  another.  He  may  spend  all  his  income 
in  one  town  and  may  derive  that  mcome  from  property  or 
business  in  another  town.  He  may  carry  on  business  in  several 
states,  or  if  ho  has  invested  in  corporate  securities,  the  corpora- 
tion may  l)t'  the  creature  of  another  state  and  n  y  be  situated 
or  do  business  in  a  third.  All  thes(>  cases  may  affect  foreign 
states  or  separate  commonwealths  of  the  sumo  federal  >^tate.  or 
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separate  cities  or  counties  of  the  same  commonwealth.     The 
possible  entanglements  are  well-nigh  innumerable.' 

The  question  thus  arises:  Where  shall  a  man  be  taxed' 
Whatever  principle  we  lay  down,  it  is  plain  that,  if  every  state 
or  every  tax  authority  followed  the  same  principle,  it  wo'uld  be 
easy  to  avoid  double  taxation.  The  complications  arise  from 
the  fact  that  one  state  follows  one  principle,  and  that  another 
state  follows  an  opposite  or  conflicting  principle.  Let  us  discu^  s 
the  different  principles  that  have  actually  been  employed. 

The  oldest  principle  is  that  of  citizenship  or  political  alle- 
giance. Originally  only  the  citizen  of  the  state  or  tlie  burgess 
of  the  town  had  any  obligation  to  the  government  under  which 
he  lived.  But  it  soon  happened  that  commercial  relations  de- 
veloped, until  in  modern  times  the  actual  population  of  any 
state  or  community  is  by  no  m(>ans  limited  to  citizens.  To  tax 
only  the  citizen  and  to  exempt  the  stranger,  whether  the  stranger 
be  from  another  state  or  only  from  another  city,  would  plainly 
be  inadmissible.  Political  allegiance  in  this  sense  is  nowhere 
to-day  made  the  ba.sis  of  taxation.  Yet  when  poHtical  allegiance 
involves  a  positive  rather  than  a  negative  attitude,  it  is  still 
followed,  at  all  events  in  international  relations.  While  the 
•stranger  is  not  exempted,  the  citizen  living  abroad  is  fre- 
quently 1-eld  responsible  to  his  country.  Political  fealty  cannot 
be  so  ea-sily  abandoned;  jwlitical  rights  involve  political  duties. 
Among  them  is  certainly  the  duty  to  pay  taxes. 

In  motlern  times,  ho'vever,  the  force  of  political  allegiance 
has  been  considerably  weakened.  The  political  ties  of  a  non- 
resident to  the  mother  country  may  often  be  merely  nominal. 
His  life  may  be  spent  abroad  and  his  real  interests  m'^y  be 
indissolubly  bound  up  with  his  new  home,  while  his  loyalty 
to  the  old  country  may  have  almost  completely  disai)peared. 

«/  T''"  ''"*''**'""  ^'-^  naturally  attracted  some  attention  in  federal  states 
We  find  little  discussion  of  the  problems  in  French  or  English  books  on 
finance.  It  is  only  lat.>ly  that  the  matter  has  been  seriously  .liscussed  in 
Germany  and  Switzerland.  See  esi)eciallv  .Schanz.  "Die  "Ort  der  Bes- 
teuerunn,"  m  Finom  Anhiv,  vol.  ix  (1892);  and  C.  .Antoni,  "Die  Steucr- 
subjekte  mi  Zusammenhalte  niit  der  Durchfuhrung  der  AUgemeinheit  der 
Hesteuerung,"  in  Finam  Arrhiv,  vol.  v  (ISSS),  p.  Olti.  A  more  recent 
work  IS  .J.  Fischer,  Dk  Dopiidhv.-iteuerung  in  Staat  und  Cnneimk.  Fine 
i  ntersiirhiing  iiher  die  lie.sUmrung  der  Bimdem-waridlen  und  Augldnder, 
Koinc  der  Foremen,  noch  dni  direkten  Utants-  und  CrmeindeKteuergexetzen 
DeutKchUmds  und  der  Schweiz,  Berlin,  UtO<t.  (/.  also  H.  Kramer,  Die 
tmkommen-  und  Vermiigenbcstcuerung  der  Aiixhinder  und  Forenxen,  Berlin 
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In  many  ciises,  imlcetl,  the  new  home  will  al^*()  iM'comc  the  place 
of  a  new  political  alK'Kiauc*'.  Hut  it  is  well  known  that  in  soino 
countries  the  iM)liti«al  bond  ^-annot  be  dissolved  even  by  per- 
manent emigration;  while  it  freciuently  happ«'ns  that  the 
immigrant  has  no  desire  to  ally  himself  ixilitieally  with  what  is 
socially  and  commercially  his  real  home.  In  tlu;  modern  age  of 
the  international  migration  of  persons  as  well  as  of  capital, 
political  allegiance  no  longer  forms  an  adeciuate  test  of  individual 
fiscal  obligation.  It  is  fast  breaking  down  in  practice,  and  it  is 
clearly  insuffi-ient  in  theory. 

The  second  i)rineiple  that  may  be  followed  is  that  of  mere 
temporary  residence;  every  one  who  happens  to  be  in  the  town 
or  state  may  be  taxable  there.  This,  however,  is  also  inaile- 
quate.  If  a  traveller  chances  to  spend  a  week  in  a  town  just 
when  the  tax  collector  comes  around,  there  is  no  gooil  reason 
why  he  should  be  as.scssed  on  his  whole  property  by  this  par- 
ticular town:  the  relations  between  him  and  the  government 
are  too  slight.  Moreover,  as  he  goes  from  place  to  place,  he 
may  be  taxable  in  each  place  or  in  none.  Temporary  residence 
is  plainly  inadmissible  as  a  test. 

The  third  principle  is  that  of  domicile  or  permanent  resi- 
dence. This  is  a  far  more  defensible  basis,  and  it  has  many 
arguments  in  its  favor.  Those  who  are  permanently  resident 
in  a  place  ought  undoubtedly  to  contribute  to  its  expenses. 
But  the  principle  is  not  perfectly  satisfactory.  For,  in  the 
first  place,  a  large  part  of  the  property  in  the  town  may  be 
owned  by  outsiders:  if  the  government  were  to  depend  only  on 
the  permanent  residents,  it  would  lose  a  portion  of  its  rightful 
dues.  In  the  second  place,  most  of  the  revenues  of  the  resident 
population  may  be  derived  from  outside  sources,  as  from  busi- 
ness conducted  in  other  states.  In  this  case,  the  home  govern- 
ment would  be  gaining  at  the  expense  of  its  neighbor.  Thirdly, 
property  owners  like  the  absentee  landlords  of  Ireland  or  the 
absentee  stockholders  of  the  railways  in  the  western  states  of 
America  cannot  be  declared  devoid  of  all  obligation  to  the 
place  whence  their  profits  are  derived.  Domicile,  therefore, 
cannot  be  the  exclusive  considerati(»".. 

The  fourth  principle  is  that  of  the  location  of  the  property. 
This  again  is  undoubtedly  legitimate  to  a  certain  extent.  For 
a  man  who  owns  property  has  always  betMi  considered  to  have 
such-  close  relations  with  the  c'verntnent  of  the  town  or  county 
where  his  property  is  situateil,  as  to  be  under  a  very  decided 
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obliKation  to  support  it.  Rut  for  rca-sons  just  the  reverse  of  tlu,se 
menfonecl  .„  the  preeediuR  ea.se,  the  location  of  the  prop,.rty 
clearly  cannot  Ix-  th.-  only  test.  P.-rnmnent  n>siclents  of  n  euns 
owe  some  duty  to  the  place  where  tlu>y  liv.-,  even  if  tlu.ir  projl 
erty  is  s.tuate.1  elsewhere.  A  New  Yorker  who  has  inv'S 
even  his  whole,  property  abroad  <-annot  be  said  to  be-  entirely 
without  any  duty  to  support  the  New  York  or  American  govern- 

We  see  then  that  each  of  the  la.st  three  principles-tem- 
porary residence,  domicile  and  location  of  property-has  a 
certain,  but  none  a  complete  jastification.  There  is,  however 
one  final  principle,  toward  which  all  modern  governments^  re 
ending,  which  reconciles  the  throe  preceding^  tests.  This  Is 
the  principle  of  economic  interest  or  economic  allegia,  ce,  a.s 
against  the  antiquated  doctrine  of  political  allegiance.  E;er^ 
man  may  be  taxed  by  competing  authorities  according  to  his 
economic  interests  under  each  authority.     The  ideal  solution 

tbhould  be  taxed  only  once,  and  that  it  should  be  divided 
among  the  tax  districts  according  to  his  relative  interests  in 

ach.     The  im  ividual  has  certain  economic  interests  in  the 
place  in  which  he  happens  to  live,  in  the  place  of  his  domicile 
mSHI  ^        '^^  ?'''"''  .''^"''■"  *"■■'  ^'•"•^^'^^y  '«  ^'t^'^ted  or  from 
01  ten  spends  it  m  another. 

iJl\!T;n^T  r'"*-''  ?*  t^l^t-where  that  the  conception  of 
Jaculty  m  taxation  involves  two  coasiderations.-those  con- 
witlwLtTl     '"■^l"''^'^*""."'-  P'-otl"'-tion,  and  those  connected 

Ob  iit^^of°;.r- 'T^t""?-      .^^  apportioning  the  total  fiscal 

0  ligation  of  the  individual  it  is  therefore  necessary  to  ascer- 

n  tTh     "'  ^'"'';"'  ''^''"^  '"^  ^''^™»«-^  ^'^  derived,  and 
tlum  to  observe  in  what  place  or  places  they  are  expended 
Only  in  this  way  can  his  real  economic  interests  be  located" 

e.s^'T  f  t.  ^!^^  ""^  "'''''  ^'"^  '"'"''«"  °^  ^^''  P'-«'''^-  ^vould  be 
ca,sj     Let  the  stiite  or  states  from  which  the  earnings  are  receiv<>d 

1  vide  among  themselves  the  taxes  on  production,  that  is,  tLe 

aTJr      ""''^"'"^^  ^"  ^''''^'''y  "'•  '"^'O""'  o"-  »>"-^iness  or 
any  other  measure  of  productive  capacity:  let  the  state  whore 
he  individual  lues  and  where  the  earnings  are  spent  levy 
taxes  on  consumption,  whether  direct  or  indirect. 
^_^^|  5;;^JJ«m;in,  Proore..(rc  Taxation  in  Th.-.-^j  and  Practice,  2d  cd.  (1908), 
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Tills  plan,  however,  inv«>lv«'s  one  serious  (Ufiieuhy.  Ex- 
pemlituro,  for  obvious  reii-sons,  is  no  longer  eonsideriHl  so  satis- 
factory a  basia  of  taxation  as  revenue.  And  allliough  tiixes  on 
consumption  are  still  largely  employed  and  are  <lefensible  for 
the  central  authorities,  their  use  for  local  or  comnumwealth 
puriwses  tends  every^vhere  to  Ik-  restricted  to  narrow  limits. 
Where  taxes  on  consumption  are  abandoned,  it  U'comes  nec- 
essary to  devise  some  compromise  in  api)ortioning  the  taxes 
on  production.  Some  writers  have  suggesteil  that  three-<iuarters 
of  the  tax  on  property  or  business  o*-  earnings  should  go  to 
the  state  of  domicile,  while  others  have  proi)osed  an  equal 
division.  It  may  l)e  conceded  that  the  exact  division  is  nec- 
essarily arbitrary;  but  even  an  arbitrary  division  is  Wtter  than 
no  division  at  all.  Whatever  figures  we  adoi)t,  it  is  none  the 
less  clear  that  the  principle  of  economic  interest  will  help  us  out 
of  many  a  difficulty. 

In  internationtU  relations  we  have  scarcely  begun  to  apply 
the  doctrine;  in  fact,  we  .still  cling  in  part  to  the  princi|)le  of 
IK)lit;cal  allegiance.  The  result  is  much  unjust  double  taxation.' 
In  internal  relations,  as  in  the  federal  states  of  America,  Ger- 
many and  Switzerlanil,  more  progress  h:us  Ix-en  made.  In  the 
United  States,  its  to  a  large  extent  everywhere  else,  the  rule 
of  sitiis  has  been  applied  to  real  estate.  This  is  taxed  where 
it  is  situated.  But  in  the  ciise  of  jiersonalty  or  business  most 
countries  waver  between  the  doctrines  of  ifitus  and  of  domicile. 
In  America,  for  example,  while  most  of  the  states  tax  per- 
sonal property  actually  located  within  their  bounds,'^  we  find  in 
many  places  the  legal  principle,  which  had  its  origin  in  entirely 
different  reasoas,  that  personalty  follows  the  owner— woW/m 
personam  sequn,ttur.^  Accordingly  if  the  owner  is  a  non- 
resident, his  personal  property  may  l)e  taxed  twice — once  by  the 
state  where  it  is  located,  and  again  by  the  state  of  his  domicile. 

'  Cf.  from  the  point  i)f  view  of  international  law  various  essays  by  E. 
Lehr,  "Li-.s  (loiil)lrs  impositions  en  droit  international,"  in  Journal  Cliimt, 
1001,  p.  722,  "Les  b:ises  de  riini)6t  en  droit  international,"  in  Revue  de 
(Imit  inUrimtional,  1.S97,  p.  42S;  "Les  Bases  W({itimes  des  imt)6t8  en  droit 
international,"  ibkl.,  1903,  p.  547.  Cf.  also  L.  von  Bar,  "Observation.s  sur 
les  prineii)es  du  droit  international  eoncemant  les  imi)6ts,  notammcnt  les 
doubles  imposition.-',"  ihid.,  1900,  p.  43.5. 

'That  this  is  IH•^mi^'sil)le  is  reoonnized  in  Coe  rs.  Errol,  116  U.  S.  ,517. 

•Or,  as  it  is  sometimes  put,  ,rinhili<i  inlmertnt  (it.si'hiw  domini.  Cf.  in 
generi!.  Story.  Conflict  of  Lairs.  §§  3112,  3S3,  .").')0.  Tlie  oritjinal  use  made  of 
tiiis  principle  in  America  may  be  seen  in  Callin  r.s-.  Hall,  21  V  t.  152. 
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In  tho  rnitcl  Stat(«s  scvorni  commonwoalths  hav.'  i.ul.r,! 
provided  by  statute  for  the  .-xemption  „f  a  resident's  .kts,,,,- 
alty,  if  permanently  located  and  taxed  in  another  state     Hueh 
18  now  the  law  in  Alabama,  California,  Connectieut,  Indiana 
Louisiana,  Maine,  Mis.souri,  New  J.-rsey,  Ohio,  Khod,>  Island' 
South   Carohna,   Vermont   and    West    VirRinia.'     The   same 
rule  has  b.;rn  extended  by  judieial  interpretation  to  Illinois 
Kaasas,  Missouri,  New  York,  North  Carolina  ap<l  Ohio-     In 
other  comrnonwealths  tlu-  rul.-  is  applied  „nlv  in  part.    Thus  in 
Arkansas,  South  (\irolina  and  Virginia  a  similar  exemi)tion  is 
made  for  all  i)ersonalty  except  in  so  far  as  mon<.v,  credits  or 
investments  in  bus.n.-ss  an-  concTned/^    In  Delawar..  onlv  so 
much  of  the  personalty  is  exempt  as  c.nsists  of  non-r.rod active 
s<.curit.es  of  other  commonwealths.^    Finally,  in  Michigan  all  the 
personalty  of  a  rosi.ient  is  taxable  except  that  which  is  invested 
in  another  commonwealth.'^"    But  in  most  <,f  the  commonwealths 
he  legal  fiction  still  prevails,  and  the  indivi.hial  is  taxed  on  'ill 
Ins  personalty  irrespt^-tive  of  its  locati<.n.    The  obvious  r.-sult  is 
double  taxation  of  a  natun-  which  cannot  possibly  be  justifi<>d. 

Stat.  (1901),  §2.i2\ct  xeq  (ai),)l..-s  t.,  i)r,.,H-rty  uclually  inv.-.stc,l  in  iner- 
chandizinR  or  manufacturitiK);  In.l.  Anm.f.  Staf.  (iml  iH4W  ll  lof 
July  9,  1890,  no.  KMi,  §  1;  Mo.  Rov.  Stat.  (H)(W  r  !  'l  Al  \lo  IW 
Stat.  (1889),  §§  7:m,  7,W,  7.^,31;  X.  J.  Up-.  S,a  .  (S77)  II 51  A  iZ' 
Stat.  (1892).  8  27;i5;  H.  I.  P,.,,.  Stat.,  chap.  42,  9  2p  cs  onb.  „  Ll^ 
chmery.  machme  t.K,ls,   stock  in   tra.lc.   mcrchamli.s... 'l  „„b,.     rod  Z 

Ti:^cS^::^l^-  ^"'"'  ^'"^^'  ^  '^'■'  ''■  '^'^  ^'-^^' «  ^^^^ 

RuVicountv'?oTn"4U  S,"/"^  nSfil);  Fi.shor  ...  Commissioners  of 
Kiish  Lounty,  19  Kan.  414;  Mate  r.v.  St.  Ixiuis  County,  47  Mo.  .594  (IS7I)- 

nJu  I  uT-  ^•^'''''  "  '■"'■  "">■'  ''■'■  <"''"nmi.s«ioners,  23  N.  V  -"M 
I8t.l),  which  decided  that  .hares  of  foreign  oor,K,rati..„s  are  exempt  from 
local  taxatmn  m  New  York  b«.au.se  they  have  no  ..tu.s  in  the  .state  vS 
He,  V.^'^f  "''fl!  '•'•  .<^<'.nV"i'^'^i""'^'«.  4  Hun,  .59.5  (1H7.5);  2  .lom's  eJ 
He  .  &3  where  the  prmeiple  nuMin  ,^r.ona,n  .sr,..„/.r  s  dcelarx)  to 
be  a  he  .on  which  ha.s  no  application  to  qu.«tion.s  of  revenue"-  Carr  e  r" 
Gordon.  21  Ohio.  00.5  (IS.53).  Cf.  f„r  the  pra.-tice  and  c-u-es  un  o  wl 
(Fu.t  Revort  „/  Me  iXcw  York)  Co,„,„uZuer.  ,o  ^J^h:Lo„^frL 
A^^exxment  npd  Collection  of  Taxes  (1871).  pp.  130-147;  an,l  for  a  mo  e 

^:SS;i^l^X:tl  '''"^  '^'  '■  '''''-•  ^""^'^  ^'-^'"'  ^^^ 

va.  c^i;  "of'  '''''*'"'  "^-  ^^'  ^'  ^-  ^'°-  ^"''■'  '^''P'  !'■  '^'-  I'ls; 

•  Del.  I,awM  1879.  eh.ip   2 

■'  Mich.  Laws  1885.  no.  153.  sec.  2. 
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Afi-onlinR  to  the  Hoctritu-  of  economic  interest,  the  Holution 
if  plain.  A  large  part  of  the  tax  .nlioultl  go  to  the  place  where 
the  property  lies  or  wlu-nee  the  earninKs  are  derived;  a  smaller 
share  to  the  dotnicile  of  tin-  owner.  Hut  this  presiipjxjses  uni- 
form action  on  the  part  of  the  eonilietinn  authorities.  As  long 
as  no  interstat*'  or  int«'rconmiunal  ftureements  are  made,  the 
simplest  plan  would  Ix'  for  the  state  of  locatitm  to  tax  the  tan- 
gible property,  and  the  state  of  residence  to  tax  the  intc  !)le 
|)rop<'rtj'  or  income  therefrom. 

This  conclusion,  however,  is  complicated  by  several  con- 
siderations. In  the  first  i)lace,  the  intangible  projM'rty  may 
consist  of  cor|M)rate  securities,  while  the  cor|)oration  may  al- 
ready 1m!  taxed  in  the  state  where  it  is  situated;  secondly,  the 
intangible  property  may  consist  of  a  mortgage  on  real  estate 
abroad,  which  in  that  state  is  treated  as  realty  and  already 
taxed;  and  finally,  the  American  expi'rience  with  the  taxation 
of  intangibli  personalty  in  general  is  very  sad.  For  practical 
l)urposes,  therefore,  the  conclusion  would  be:  Tax  only  realty 
an<l  tangible  pt^sonalty,  and  tax  this  in  the  state  of  location. 
When  the  era  of  interstate  agreements  is  finally  reached,  it 
will  be  feasible  to  attempt  the  more  ideal  plan  of  taxing  the  en- 
tire property  or  income,  dividing  the  proceeds  among  the 
states  of  location  and  domicile  according  to  a  pre-established 
proportion,  antl  in  harmony  with  the  doctrine  oi  etv  ,;mic 
interest.  In  the  interval  it  may  be  possible  to  reach  intangible 
j)ersonalty  through  some  form  of  national  taxation,  the  general 
government  then  to  apiK)rtion  the  proceeds  to  the  states. 

In  dermany  and  Switzerland  the  situation  is  much  simpler 
than  in  the  United  States  because  of  the  existence  ot  fetleral 
laws  regulating  the  entire  subject.  In  CJermany  the  federal 
Pi'gulation  dates  from  1S70,  and  was  further  develojied  by  a 
law  of  1909.'  .\  dermar.  citizen  is  no»v  su'"  -ct  to  direct  taxes 
only  in  the  state  of  his  domicile  or,  where  .le  has  ne  domicile, 
in  the  state  of  his  residence.  Real  estate  and  so-called  fixed 
industry  {stchcudt  (Hurrht)  can  Ik*  taxed  only  in  the  state 
where  the  real  estate  or  place  of  business  is  situated.    If  there 

'  r/.  Th.  Chiuss,  "[");i.s  KcichsKosotz  VDir.  13  Mai,  1S7()  wpgon  Rcsciti- 
CUiic  ilcr  D(>i)|)('lb{'sti'U('run(i  uiitcr  v('ruli'i''lu'n(l('r  Bcriicksicliticiinn  'l'"S 
Jv'lnvciztT  Hiiiiili'sr(>chls  crliiutcrt,"  in  Fiitnnz  Arrhir,  vol.  v.  (isssi,  p.  lilS 
■'  «'/.;  "  Dculsclics  DopiM'Isicucrticsctz  vimi  22  Murz,  UK)*),"  ihideni,  vol. 
xxvi.  (1<H)!)),  p.  S(»<)  (/  xK/.:  H.  Rlochniann,  'Das  UcichsKcsctz  wcKcn 
Hr'sciliKunK  ric-  '~.i-  ;)cll)('st('ii(runc  voin  I.'}  Mai,  l.S7()  erlautert,"  JD 
AiiiKiliii  ilis  l)i  I      '   ,1  l{ii(lis.  1SS7,  nns.  7-10. 
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arc  several  sueh  placeH  of  busim  iH.  the  tax  i«  divide,!  nniong 
the  varuuus  Mtaten  anordiiiK  to  a  fixed  pro|H»rtion.  If  anyone 
IS  :i.sses.HtHl  in  one  slate  for  a  direet  tax  when  Jie  has  pa"id  a 
mnnhir  tax  in  another  state  for  the  same  iM-riod,  he  has  a  riRht 
to  r.-inil.ursement.  The  (lernian  hiw,  however,  is  not  complete 
m  that  it  diM-s  not  rexidate  the  interlocal  taxation.  In  the 
matter  (.f  local  taxation  it  wiu-  thouKht  Ix-st  to  leave-  the  adjust- 
ment of  conflicts  to  inter-state  aKreements,  and  of  these  not  a 
few  havi-  Imm'h  consunimated.' 

In  Switzerland,  on  th<-  other  hand,  the  fcleral  law  applies 
to  local  as  well  as  to  stat<-  taxation.  It  was  not  until  1H7»  th;-.* 
the  eonstituticm  empi)wered  the  federal  Kovernnienf  to  prevent 
double  taxation.  After  that  time  the  H^deral  council  rendered 
a  number  of  decisions  most  of  which  were  summed  up  in  the  law 
of  188.-).-  The  principles  enforced  are  the  same  as  in  (lermany, 
l)ut  are  carried  out  in  further  detail  and  with  Rreater  etTective- 
ncss.  The  law  applies  also  to  inheritance  tax.'s,  which  accrue 
m  the  case  of  real  estate  to  the  canton  when-  it  is  situated, 
and  in  the  ca.se  of  personalty  to  the  canton  where  the  de- 
cea.sed  was  domiciled. 

It  will  be  well  now  to  take  up  in  turn  the  most  imr)ortant 
cases  of  double  taxation  by  difTerent  jurisdictions.  As  the 
problems  apply  to  interstate  or  inter-municipal  complications 
as  well  as  in  difficulties  Ix'tweeu  fon-iRn  countries,  the  word 
alien  must  be  understcwMl  to  nuiude  persons  trom  another 
town  or  commonwealth  as  well  as  from  a  foreign  country. 
And  since  the  questions  are  precisely  the  same  when  applied 
to  corporate  business  ;ts  when  applied  to  individuals  or  indi- 
vidual business,  the  term  citizen  must  be  understood  to  mean 
legal  as  well  a.H  natural  persons.  Let  us  proc«'ed  to  discuss 
the  cases  in  order. 

T/.  Dr.  .Stnitz,  "Die  Gcmoindcbcstoucrund  dps  Einkomnicns  uus 
!iu.slun<lischcin  (Jrun.lbcsitz  un.l  (;ow<Tl)c()cfri(>b  in  liciit.-icliliind  "  in 
y  iriinlliingmrrhii;  vol.  iv.  (1.>!H)),  p.  2()i);  and  Urinoour,  o/,.  rit..  p.  10. 

'f/.  the  two  work.s  by  K.  Zllrclicr  and  F.  SclircilxT,  each  <'nti(lc<l, 
Krihsche  Darstellung  d,-r  bnii<lr«r,rhltirheii  Prtijci^  h,trrff,,iil  dm  \nhni  de'r 
hoppetheskucrung  nnd  Vorsrhlaiji'  lur  Hiyihing  dirsir  Fnuj,.  and  cacli  pul)- 
IisIxHlin  18S2;  B.  Van  Muydcn,  l-^Jrim.if  rriliquf  dv  In  juhs/iriidnire  /idvmle 
CH  innticre  dc  double  imposilion  xuiri  den  pro/HisiUoii.'i  ei:  riw  d,-  mjUmnd  de 
fftte  question  par  u,ie  hi  fedmile,  ISS:>;  ]'.  SprL^iT,  Dn.-:  Vrrlmt  der  Dnpml- 
heMeuenmg  (18S7);  C.  A.  Uro<itbeck,  rnser  liuudrsrerhl  in  Dopmlhe- 
deuerung^mrhen  (1S9S);  P.  Stcipcr,  •'f.-b.-r  die  (irundzligc  nm^y  Hundcs- 
ecsctzos  h..tr»>fTend  das  Vorhof  dcr  D»p;u-!!-.;^t,i|i,ning  "  in  ZvUsdrifi jiir 
i'cAu'eumscAes /f«f^,  vol.  43  (1902). 
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1.  Shall  a  resident  eitizen  he  taxed  on  his  property  abroad  or 
on  his  income  from  abroad / 

In  iiitornational  relations  the  prin  iple  of  political  alle- 
giance is  still  largely  followed.  Thus  in  England,  and  many 
other  countries,  as  formerly  and  again  more  recently  in  the 
United  States,  a  resident  eitizen  is  subject  to  the  income  tax 
on  his  entire  income,  whether  received  abroad  or  not.  If,  as  is 
usually  the  case,  the  income  is  again  taxed  where  it  is  earned 
we  have  a  glaring  case  of  double  taxation.  It  is  only  in  the 
inheritance  tax  that  the  i)rincii)le  of  cilizenshii)  has  begun  to 
be  weakened,  and  that  the  doctrine  of  location  is  applied  to  a 
f<mall  extent. 

In  state  and  local  taxation  the  principle  of  economic  inter- 
est has  made  more  headway.  In  the  United  States,  as  well 
as  in  several  of  the  Clermau  commonwealths  and  Swiss  can- 
tons, the  rule  of  situs  is  generally  applied  to  real  estate  and  to 
tangil)le  personalty  and  business;  the  rule  of  domicile  to  other 
forms  of  property  or  revenue.  In  (lermanv  the  taxes  on  busi- 
ness, salaries  and  pensions,  as  well  as  on  land,  must  be  assessed 
according  to  location.  But  all  these  rules  are  only  an  approx- 
imation to  tlie  ideally  correct  princii)le. 

In  the  case  of  business — whether  individual  or  corporate- 
America  is  as  yet  in  the  rear  of  some  of  the  European  states. 
In  purely  local  taxation  the  American  commonwealtlis  generally 
levy  the  enti-e  property  tax  at  the  place  of  the  princ<|)al  office, 
although  n^ost  of  the  business  profits  may  be  earned  in  other 
places  within  the  ?  tate.  In  the  case  of  coriwration  taxes,  liow- 
cver,  a  few  states  now  pursue  the  more  sensible  policy  of  taxing 
the  domestic  corporation  onlj'  on  that  part  of  its  capital  or 
earnings  whivh  is  employed  or  received  within  the  state.  This 
is  perhaps  as  near  as  we  can  get  at  the  present  time  to  an^' 
practicable  solution. 

2.  Shall  a  non-resident  citizen  be  taxed  on  his  property  abroad 
or  on  his  income  from  abroad^ 

This  seems  to  inv  Ive  a  great  stretching  of  tlic^  principle  of 
political  allegiance;  yet  we  find  it  to  be  the  practice  at  the 
present  day  in  international  relations.  For  instance,  in  the 
national  income  tax  of  1894  in  the  United  Stat(>s,  an  Amer- 
ican was  taxed  on  his  whole  income,  whether  he  resided  in 
America  or  abroad.  Some  states,  however,  like  En^''  '  and 
Austria,  do  not  carry  the  doctrine  of  citizenshii)  to  thi.-  it, — 
thsy   ms'.ke  no    sttempt  to  tax  a  non-resident  citizi      on  'xis 
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foreign  incomo.  Other  countries  cling  only  nominally  to  the 
principle,  by  providing  f(  :.  remission  of  taxes  in  Vase  the 
citizen  is  actually  tux- ('  ,;,r,;;..!  And  still  others,  like  Russia, 
compromise  the  matt  r  by  exniiiitMij,-  the  citizci  after  he  has 
lived  abroad  two  year 

In  state  and  local  i  xui-jn,  the  U-iacncy  is  far  more  evi- 
dent to  settle  the  matter  acco'-'uii^  .o  tiie  d()ctri  le  of  economic 
interest'!.  According  to  this  principle,  there  i:.  no  imagina- 
ble reason  why  a  non-resident  citizen  should  be  taxed  fur  his 
property  abroad.  INIoreover,  neither  the  princijjle  of  location 
nor  that  of  domicile  has  any  ajiplication.  i:ven  if  it  were  desira- 
ble to  levy  such  a  tax,  it  is  difficult  to  see  how  the  obligation 
could  be  enforced,  unless  the  non-resident  happened  also  to 
own  some  real  estate  at  home.  And  even  then,  the  home  prop- 
erty would  scarcely  be  liable  for  the  taxes  of  the  non-resident 
on  his  foreign  income. 

3.  Shall  a  non-reddcnt  cltizeu  be  taxed  on  hia  properly  at 
home  or  on  his  income  ee .  ned  at  home? 

Here,  again,  the  ideal  solution  would  be,  as  in  the  first  case, 
that  the  home  government  should  levy  not  the  entire  tax,  but 
only  the  greater  i)art,  leaving  a  small  share  to  the  foreign  govern- 
ment. But  in  default  of  such  an  arrangement,  the  most  prac- 
ticable method  is  for  the  home  goverimient  to  levy  the  whole 
tax,  and  to  trust  to  the  foreign  government  to  avoid  doub'e 
taxation. 

As  a  matter  of  fact,  tirs  is  the  practice  in  international 
relations.  Almost  everywhere  the  income  earned  at  home  is 
taxable  even  though  the  citizen  lives  abroad;  for  in  this  case 
the  principles  of  citizenship  (or  political  allegiance)  and  of 
location  come  together.  In  state  and  local  taxation,  however, 
the  practice  is  considerably  mcxlified  by  the  principle  of  dom- 
icile, as  applied  to  certain  forms  of  personalty  or  income.  We 
have  seen  the  practice  in  America  in  regard  to  property;  and 
in  the  few  cases  of  income  taxation,  the  custom  is  still  further 
restricted.  In  Massachusetts  and  \'irginia,  for  instance,  the 
mcome  tax  applies  only  to  residents. 

4.  Shall  a  resident  alien  be  taxed  on  his  property  or  income 
u:  ihe  atate  of  residence/ 

This,  together  with  the  two  following  cases,  is  the  reverse 
of  the  preceding  cases.  It  is  indeed  evident  that  the  alien  should 
not  be  treated  with  greater  favor  ttian  the  citizen.  Accordingly, 
if  the  non-rcsidcnt  citizni  ]«•  taxed,  the  resident  aHen  should 
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certainly  not  ho  oxompt  in  so  far  as  the  same  property  is  con- 
cerned. In  international  relations  most  states  have  here  aban- 
doned the  doctrine  of  political  allegiance.  There  is  no  rca.son 
why  it  should  not  be  abandoned;  for  the  principles  of  domicile 
and  of  location  here  converge  and,  combined,  far  outweigh 
that  of  citizenship.  In  state  and  local  taxation  the  matter 
is  somewhat  complicated  by  a  survival  of  the  old  jealou.sy  of 
strangers.  Not  only  is  the  resident  alien  taxed,  but  he  is  some- 
times taxed  at  a  higher  rate  than  the  citizen,  or  is  taxed  when  the 
citizen  is  exempt.  We  find  this,  for  instance,  in  the  United 
States  whore  a  higher  rate  is  imposed  on  certain  foreign  com- 
panies {i.e.  resident  aliens).  A  way  out  of  the  difficulty  has  boon 
outlined  in  the  so-called  reciprocal  laws,  according  to  which 
a  state  taxes  resident  aliens  in  the  same  waj'  that  its  citizens 
resident  in  the  foreign  state  are  thi-re  tax<>d.'  The  wholesome 
dread  of  reprisals  is  often  sufficient  to  prevent  unjust  double 
taxation. 

o.  Shall  a  resident  alien  be  taxed  on  his  property  abroad  or 
on  his  income  earneii  r'troad.' 

This  case  is  not  quite  so  simple.  We  have  seen  that  if  we 
abandon  the  i)rinci[)le  of  political  allegiance  and  substitute 
that  of  economic  interest,  a  lar^  part  of  the  tax  should  l)e  paid 
to  the  country  whore  the  i)roporty  is  situated,  and  only  a  small 
part  to  the  country  of  domicile.  Bat  where  this  ideal  cannot 
1)0  attai'.iod,  wo  foinid  it  simpler  to  apply,  a  .  far  as  possible, 
the  doctrine  of  location. 

In  intornationid  relations  it  is  to  be  noticed  that  almost  all 
states  have  al)andoned  the  doctrine  of  political  allegiance 
and  have  substituted  that  of  domicile.  That  is,  in  England 
and  in  most  of  the  Ciorman  states  residents  are  liable  to  the 
income  tax  on  their  whole  income,  whether  they  are  aliens  or 
citizens,  and  whether  the  income  is  derived  from  the  home 
country  or  from  abroad.  This  was  also  the  case  in  the  1804 
income  tax  in  the  L'nited  States.  To  jnit  it  in  another  way: 
when  the  principle  of  citizonshi])  is  advantageous  to  a  state, 
it  is  applied;  when  it  is  disadvantageous,  it  is  not  applied.  Only 
a  few  countries  exempt  the  foreign  property  or  income  of  a 
resi<lent  alien.  If  the  foreign  stiite  applies  the  principle  of 
citizenship  and  the  homo  state  the  principle  of  domicile,  ix.s  is 
frcMiuently  the  case,  it  is  not  to  be  wond<Tod  at  that  there  should 
be  so  much  double  taxation. 

'  .ScT  iiifni,  cii.ip.  vi.  sec.  ii.,  §  2. 
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In  state  and  local  relations  the  doctrine  of  economic  int'-r- 
ests  has  made  considerably  more  headway.  Little  attention 
IS  paid  to  the  question  whether  the  resident  is  a  citizen  or  a 
foreigner,  or  whether  we  are  dealing  with  a  foreign  or  a  domes- 
tic busmess  or  corporation.  The  problem  is  solved  very  much 
as  in  the  case  of  the  resident  citizen. 

6  Shall  a  non-rc>ii(lcnt  alien  be  taxed  on  hi.s  property  or  income 
in  the  state/ 

In  international  relations,  here  again,  the  principle  of  polit- 
ical allegiance  has  been  abandoned,  and  that  of  location  has 
been  substituted.  It  is  the  almost  universal  custom  for  sti.  es  to 
levy  a  tax  on  incomes  arising  within  their  borders.  irresp(  tive  of 
the  question  whether  tlie  recipient  lives  abroad  or  is  a  foreigner 
Ihe  income  tax  law  of  18«)4  in  the  United  States  formed  no  ex- 
c<>ption.  The  difficulty  arises  in  the  r)ractical  enforcement  of  the 
law,  where  the  property  or  the  source  of  income  does  not  con- 
sist of  tangible  i)roperty. 

In  state  and  local  taxation  the  problem  is  comparatively 
simple  as  regards  tangible  j)ropertv,  which  is  taxed  where 
It  IS  located.  But  in  the  case  of  intangible  iiropertv,  not  capable 
of  a  situx,  the  question  arises  whether  it  should  follow  the  dom- 
icile of  the  owner,  ami  to  that  extent  hr  bevond  the  jurisdiction 
of  the  taxing  power;  or  whether  the  iiit;mgii)le  property  mav  not 
De  declared  to  have  at  K-ast  an  economic  ,vtus  in  connection 
with  the  tangible  property  on  which  it  is  based  or  which  it 
represents.  In  so  far  as  corporate  securities  are  concerned,  this 
question  will  be  treated  in  a  sui)sequent  chapter.  In  the  case 
of  earnings  from  business,  since  there  must  generallv  be  an 
office  or  an  agent  in  the  state  through  which  the  (>arnings  are 
received,  the  alien  (or  foreign  business  or  corporation)  is  to 
that  extent  no  longer  a  non-r(>sident.  But  even  here  the  prin- 
ciple of  economic  interest  is  clearly  a])i)licable. 

In  the  case  of  the  inheritance  tax  international  complications 
have  recently  as-sumed  important  dimensions.  In  the  British 
empire  the  difficulty  has  become  especially  acute  in  view  of 
the  high  inheritance  ta.xes  levied  simultaneoiislv  by  the  mother 
country  and  by  the  states  of  Australasia  „r  Soutli  Africa.  At 
the  la,st  imp<Tial  conference  in  Ix)ndon  this  was  made  the  -ib- 
ject  of  urgent  representation  by  New  Zealand;  but  the  British 
government  could  not  see  its  way  to  abandon  the  large  revenues 
now  tlerived  on  the  estates  of  non-resident  citizens. 
Of  recent  years  the  prohkm  of  double  taxation  has  also  be- 
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come  acute  in  the  United  States  in  the  case  of  the  inheritance 
tax  which  is  now  so  widespread.'  At  first,  u.s  in  the  case  of  the 
general  jiroperty  tax,  while  real  estate  was  usually  taxed  only 
in  the  state  of  its  .situs,  most  of  the  commonwealths  taxed  not 
only  all  the  personal  property  of  resident  decedents  but  also 
such  personal  property  of  non-resident  decedents  as  was  ac- 
tually or  technically  within  the  state,  as  moneys  or  securities 
in  the  local  banks  or  deposit  companies,  or  other  evidences  of 
debt.  Home  states  even  went  further  and  taxed  the  securities 
of  corporations  organized  under  their  laws,  even  though  the 
decedent  was  a  non-resident  and  the  securities  were  in  some 
other  state.  In  this  way  there  was  the  possibility  of  not  only 
double,  but  triple  or  quadruple  taxation.  For  if  the  citizen  of 
state  A,  whose  entire  fortune  consisted  of  railroad  bonds,  hap- 
pened to  die  m  state  B,  leaving  on  deposit  in  state  (,'  the  securi- 
ties of  a  railroad  organized  in  state  D  but  actually  operating  in 
state  E,  his  whole  e-itate  might  be  taxable  by  each  of  the  five 
siates.  A  case  actually  occurred  a  few  years  ago  in  New  York 
where  a  tlecedent's  estate  was  compelk'd  to  pay  no  less  than 
four  taxes  to  different  .states  on  the  same  ])ortion  of  the  estate. 
About  one-half  of  the  American  commonwealths  still  follow 
the  old  method.  Several  .states,  however,  now  endeavor  to 
avoid  double  taxation  by  maintaining  th(>  principle  that  per- 
sonal property  should  be  taxed  only  at  tlie  domicile  of  the  de- 
cedent.- Others,  again,  have  adopted  this  principle  only  in 
part.  Maine  and  Vermont,  for  instance,  allow  a  resident  dece- 
dent's estate  credit  to  the  extent  of  taxes  imposed  on  the  same 
inheritance  by  another  state.  As  to  non-resident  decedents, 
however,  their  personal  property  in  the  state  is  still  taxable, 
but  only  to  the  extent  that  the  amount  of  tax  may  ixceed  the 
amount  imposed  by  the  state  of  the  decedent's  domicile.  A 
few  states,  again,  have  a  reciprocal  provision.  Massachusetts, 
for  instance,  allows  a  credit  for  taxes  paid  to  other  states,  but 
only  if  the  law  of  such  other  state  contains  a  similar  reciprocal 
provision.  Finally  in  a  few  states  we  find  retaliatory  provisions, 
('onnecticut,  for  instance,  taxes  the  stock  or  registeretl  bonds  of 
domestic  corporations  to  non-resident  decedents  only  when  the 


'  Cf.  infra,  chapter  v. 

-.Suoh  are  .Vrkaiisas,  Idaho,  Kentucky,  Loui.siarki,  .Marj'land,  Minne- 
sota, Missouri,  Montana,  Nel)rask;i,  \cw  \ Ork,  North  Dakota,  Oregon, 
Pennsylvania,  .South  Dakota,  Tinncivsee.  Texius,  I'tah,  Vin^iuia,  Washing- 
ton, \V.-'~t  Virgini:)  iin'i  \Vv.--!r,i!ii; 
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state  of  residence  taxes  similar  securities  of  its  own  corporations 
when  owned  by  a  decedent  of  Connecticut. 

This  whole  subject  was  carefully  considered  by  a  committee 
of  the  National  Tax  Association,  which  reported  a  so-called 
model  law  in  1911.'    The  committee  recommended  the  adoption 
of  the  simple  rule  that  the  tax  should  be  imjiosed,  i    the  case  of 
residents,  upon  all  their  intangible;  ])roperty  and  upon  such 
tangible  property  as  was  within  the  state;  but  that  in  the  case 
of  non-resi<lcnts  the  tax  should  be  imposed  onlv  on  the  tano^ible 
property  within  the  state.    The  New  York  law  of  1911  followed 
this  recommendation  closely  and  limited  the  taxable  property 
of  non-residents  to  tangible  property  which  was  defined   as 
"  corporeal  property  such  as  real  estate  ami  goods,  wares  and 
merchandises,  and  shall  not  be  taken  to  mean  money,  deposits 
m  banks,  shares  of  stock,  l)onds,  notes,  credits  or  evidences  of 
an  interest  in  property  or  evidences  of  debt."  -     The  same 
pnnciple  has  been  adopted  in  the  Massachusetts  law  of  1912. 
Were  all  the  states  to  follow  the  same  rul(>,  the  situation  would 
be  simplified.     In  the  meantime,  however,  in  default  of  a  fed- 
eral compulsion  or  of  an  interstate  agreement,  the  possibility 
of  double  taxation  is  by  no  means  eliminated.     Residents  of  a 
large  financial  centre  like  New  York  are  especially  exjjosed  to 
Simultaneous  taxation  on  the  securities  of  foreign  corporations,' 
anil  will  remain  so  unless  a  provision  is  adopted  as  in  Switzer- 

■  Addresses  and  Proceedings  of  the  Fourth  International  Conference  of  the 
International  Tax  Association,  ColumbuH,  1911,  p.  279  et  se,/.  .V.s  to  the 
change  of  name  from  Internatioiml  to  Xational  Tax  A.ssociatiini  cf 
supra,  p.  20,  note.  ' 

'  The  history  of  the  Xew  York  law  is  typical.    The  original  law  of  IVSS 
<li<l  not  tax  the  personal  pn)pert.v  (,f  a  noti-n'sidcnt  d-  t  lent,    ^t^  amend- 
ment of  1887  wa.s  designed  to  accomphsii  thi^  but  the  law  was  so  worded 
that  the  result  ensucnl  only  when  llie  decedent  also  owntnl  real  estate  within 
the  .state.    In  1892,  however,  this  condition  was  ahrogati'd,  and  from  1892 
to  1911  the  revenue  from  the  tax  on  the  personal  property  of  non-resident 
dececlents  amounte<l  to  from  one-ninth  to  oiu-twelftli  of  the  entire  |)rocw>ds 
of  the  tax.     This  deficit  was,  however,  more  than  made  t:oo<l,  under  the 
3  w  *^^^'  *'^  *"  increa.s<'  of  the  rate.     Cf.  th.>  following  chapter. 
>\e  are  told,  for  instance,  that  the  .s<-curilies  of  about  4o()  large  cor- 
porations are  de.alt  in  on  the  stock  exchange  of  New  York.    Of  these   ;5'> 
are  incorporated  in  New  York,  81  in  .New  Jersey,  70  in  .Ma.-vsachust'tt.s" 
V  '"^'"'*''R'>"'  •''•''  in  Miiine,  27  in  P-nnsylvania,  21  in  Illinoi.s,  and  14  in 
^cw- Hampshire.    In  all  those  states,  except  Pennsylvania,  a  tax  is  impose<l 
on  the  stock  of  .such  eori.orations  when  own.nl  by  a  d<re.l<>nt  of  New  York. 
' /.  Annual  Report  of  the  Cnmnlroller  of  ll„-  Slnif  „f  V'ci'  }''."•'■    \i1s-t"-    I"''' 
p.  xiu.  '  '  •"'     ■  '"' 
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land  or  :is  in  Maine  and  Vermont.  Moreover,  it  is  not  very 
pr()hal)le  that  the  Western  states  which  suffer  from  absentee 
ow-nersliip  will  agree  to  abandon  tlie  taxation  of  the  secnritiea 
of  railroads  owiicd  in  the  East.  As  long  as  the  present  condi- 
tions continue  it  is  most  desirable  that  some  interstate  arrange- 
ment be  effected  whereby  only  such  projwrtion  of  the  securities 
be  taxed  as  corresponds  to  the  mileage  or  other  criterion  of 
property  within  the  state. 

From  the  above  review,  it  is  evident  that  the  question  where 
a  tax  ought  to  be  imposed  involves  a  rather  simple  theoretical 
problem  and  many  very  difficult  practical  problems.  It  is  the 
same  with  almost  every  qi-estion  of  taxation.  As  a  matter  of 
principle,  it  is  ea.sy  to  decide  that  a  man  should  be  taxed  ac- 
cording to  his  faculty;  as  a  matter  of  practice,  it  is  not  so  easy 
to  apply  the  principle  of  faculty  in  the  actual  tax  system.  So 
we  have  found  that  in  the  case  of  double  taxation  due  to  con- 
flicts of  jurisdiction  the  ideal  principle  is  that  of  economic  in- 
tere-:t  or  economic  allegiance,  modified  in  a  few  cases  by  that  of 
political  allegiance.  The  difficulty  arises  when  we  attempt  to 
embody  this  principle  in  equitable  assessments. 

If  we  observe  the  legislation  of  the  most  progres.^;ve  coun- 
tries, we  find,  especially  as  regards  internal  or  federal  relations, 
a  distinct  tendency  toward  the  realization  of  this  principle. 
Economic  interests  are  divided  between  the  places  of  location, 
of  domicile  and  of  residence.  However  differently  various 
states  may  measure  the  relative  imfwrtance  of  each,  there  is  a 
steady  progress  toward  the  recognition  of  the  principle.  In 
the  case  of  real  estate  the  solution  is  obvious;  in  the  case  of 
intangible  personalty,  of  business  earnings  and  of  interest  from 
loans  the  problems  are  far  more  complicated.  To  work  out  the 
solution  '  for  each  kind  of  tax  would  take  us  too  far  afield.  But 
it  cannot  be  too  strongly  emphasized  that  in  federal  states  no 
satisfactory  system  of  taxation  can  be  attainetl  until  two  condi- 
tions are  realized.  We  need,  in  the  first  place,  a  substantial 
interstate  agreement  to  pursue  the  same  general  policy  in  cases 
of  conflicting  jurisdiction;  and  we  need,  in  the  second  place, 
a  virtual  acceptance  of  the  doctrine  of  economic  interests  in 
taxation.  When  'ince  these  conditions  exist,  it  \v\\\  make  com- 
paratively little  difference  how  the  principle  is  interpreted.  For 
if  it  is  everywhere  interi)rete(l  in  the  same  spirit,  there  can  be 

■  For  a  study  of  the  pnicticiil  problem  ;w  appliixl  to  the  corjmration  tax, 
Bfp  iiifrn,  chapter  vui,  soc.  iv.    (/.  in  ftenoral  the  monograph  of  Walker. 
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httle  double  taxation;  and  with  inoreasinR  experience  we  may 
expect  to  fiiui  closer  and  closer  approximation  to  strict  justice 
m  tae  application  of  the  principle.  In  international  relations 
we  are  still  very  far  removed  from  the  ideal;  in  internal  taxa- 
tion—federal, state  and  local— the  drift  is  unmistakably  in  the 
right  direction. 
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CHAPTER  V 


THE    INIIEKITANCK   TAX 

The  inheritance  tax,'  as  now  undcrstcwd  in  most  countrios, 
is  essentially  the  prodiu-t  of  modern  demoeraey.  It  was,  indeed, 
not  unknown  to  antiiiuity.  In  Rome  the  rice.-iimn  hrcdUatium, 
a  tax  of  a  twentieth  part  of  inheritances,  was  imposed  at  the 
beginnins  of  the  empire  to  pay  the  i)ensions  of  the  veteran  sol- 
diers. In  the  middle  ages  the  relief  and  tlu;  hvriol  were  exacted 
by  the  overlord  in  return  for  the  privilege  of  succeedinR  to  the 
jjoffsossion  of  property.  But  while  the  influence  of  the  mediaeval 
idea  is  still  to  be  seen  in  a  few  of  the  continental  countries  where 
the  payment  is  regarded  a.s  made  for  the  jirivilegc  of  succession, 
the  tax  is  almost  everywhere  of  indeiK'ndent  and  comparatively 
recent  origin.  In  Holland,  in  Frani-e  and  even  in  England, 
parts  of  the  existing  inheritance  taxes  are  survivals  of  the  sys- 
tem of  charges  on  transfers  and  transactions.  In  many  English- 
speaking  states  the  term  probate  duties  is  still  employed,  signi- 
fying that  the  original  conception  was  a  charge  for  the  privilege 
of  having  the  will  probated;  and  in  some  places  the  various  forms 
of  the  inheritance  tax  are  included  among  the  stamp  taxes,  or 
taxes  on  transactions.  But  in  most  countries  the  older  idea  has 
been  abandoned,  and  has  l)een  supplanted  by  the  view  that  the 
tax  must  be  regarded  as  a  charge  rather  on  the  recipient  of  the 

'  The  tenn  irihmliincc  tnx  is  horr  used  in  its  popular  i;(niso,  as  a  tax  on 
the  di'vuhition  of  property,  whether  real  or  personal,  whether  by  will  or 
by  inteiitaey.  By  all  means  the  at)lesl,  as  it  is  the  onl>  ()ni[)lete,  (liscu.ssion 
of  this  topie  from  the  jioints  of  view  of  eeononiics.  law  ami  history  (Ameri- 
can ;is  well  :us  Kuropeani.  is  to  be  fminct  in  Thr  Inhrilnnci-  Tar,  by  Max 
West,  in  Columbia  I'niversity  Sfiidiis  in  Ilislon/.  Econnmir-t  ami  Public 
Lnu;  vol.  iv.,  no.  2,  l^'>.i  C-Vl  iil.  VM)S).  Less  eoniplete  anv  von  Sehf^'l, 
trbfi-hiflsfUutrn  iiml  Krlisrhtift.-^nforin  i2(l  ed.,  ISTT):  K.sehenbach,  Er- 
brtrht.-nfonn  itnd  Krh,<chiiflsMiiur.  ISOl :  KriiKer,  Dii  A"/7).vi7»;,/V.s.-,„  ii,i\  ISSO; 
Garelli,  l.'l iniKi.ihi  Sucris.-inrin.  1S<1«).  ('/.  also  s  'veral  articles  by  Sc  hanz  in 
Futiiiiz  Archtr,  vols.  xv.  and  xvii. 

For  the  I'niled  States  c/.   .\.  \V.  Hlaekinore  and  Hudh  Han'roft,   The 

Boston.  1012.  and  Peter  \'.  boss,  Inhiritann  T  ■.xnlum,  .\lbany,  1012. 
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inheritance  than  on  the  transaction  itself.  The  inJieritance  tax 
is  toHlay  fjund  primarily  in  (lcinocraci«'s  like  those  of  England, 
Switzerland,  Australia  and  America;  and  in  other  countries  its 
develojMnent  has  gone  hand  in  hand  with  the  spread  of  ilemo- 
cratic  iiliJius. 

It  may  l)c  asked  why  democracy  should  favor  the  inheritance 
tax.    The  answer  d<"i)(>n<ls  ui)on  the  point  of  view  from  wliich 
we  regard  democratic  tendencies.     If  we  say,  as  some  believe, 
that  the  trend  of  democracy  is  necessarily  toward  socialism 
the  answer  is  plain:  the  inheritance  tax  is  imjMjsed  l.ecause 
democracy  is  jealou.s  of  large  fortunes.     Hut  if,  on  tlie  other 
hand,  we  liold  with  the  less  pessimistic  critics  that  modern 
democracies  are  endeavoring  simjily  to  do  away  with  the  abuses 
that  have  come  down  to  us  from  the  aristocracies  of  the  past 
we  may  claim  that  the  inheritance  (ax  is  onlv  a  means  of  s,.,-ur- 
mg  eciuality  in  ta.\ation  ;md  of  realizing  the'principle  of  ability 
to  pay.     Because  the  tax  has  fre(|uently  been  urged  bv  those 
who  are  opposed  to  large  fortunes,  it  has  usually  b<>en  overlooked 
that  It  may  be  defended  on  jjureiv  economic  grounds  as  in  com- 
plete harmony  with  the  g.-neral  princii)les  of  eciuitable  taxation 
The  earliest  argument  '  for  the  inheritance  tax  had  its  origin 
m  the  plan  to  aliolish  intestate  inheritance;  that  is,  to  provide 
when  there  was  no  will,  for  the  devolution  of  the  [)roi)erty  to  the 
state.    This  scheme  was  proi)ouiided  in  the  celebrated  essav  of 
Bentham,  entitled  "Supply  without  Burden."  ^    The  title  of'the 
es.say  IS  explained  in  the  following  [)roblcrn: 

"What  is  that  mod.  .,f  sui)ply  of  which  the  twentieth  part 
IS  a  tax,  ami  that  a  h,  vy  one,  while  the  whole  would  be  no 
tax,  and  would  not  be  felt  by  anybody?  " 

The  solution  of  the  problem,"  according  to  Bentham,  lav  in 
the  abolition  of  intestate  succession  except  in  tlie  case  of" im- 
mediate relatives.  To  this  he  a.ldcd  the  limitation  of  the  power 
of  bequest  of  testators  without  direct  heirs.  The  old  principle 
of  escheat  wius  to  be  extended  to  include  the  inheritances 
or  bequests  then  going  to  collateral  relatives.     But  Bentham 

'The  fullest  acoount  of  the  arRuments  is  (o  be  found  in  the  article  hv 
Dr.  .Max  \\e.st,  "The  Th.n.ry  of  the  Inheritan.v  Tax."  PoUlkal  Science 

""  H     ";  n  "■•'  ?•  •■*-''  "■^•"^-     '''"'•>■  '"■'"  ^''*'  •■^""'""'rize.l  in  his  hook, 
in.:-  tull  ♦.tie  IS  "Sui>|>ly  without  Hnnh^n,  or  Escheat  nVr  Taxation, 
^em,9:  a  Iro,K.:  .1  for  a  Saving  of  T..,xcs  by  an  Extension  of  the  Law  of 
i^sohcat,  ,n_eh.„uii;  Strictures  on  Collafrai  Succes.sion  ••oinpri.si-.i   in  the 
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Httjwning's  (nlitiou,  ii.,  p.  .-,,s."). 
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ilaiincd,  further,  that  tlic  state  sliouM  have  an  etjual  sliarc  in 
the  sums  KuiiiK  witli  or  withdiit  a  will  to  such  eluse  relatives  as 
grandparents,  uncles  and  aunts,  and  perhaps  nephews  and 
nieces,  as  well  as  a  reversionary  interest  in  the  succes-sion  of 
childless  direct  heirs  without  prospect  of  chihlren.' 

lienthani  held  that  this  was  not  a  tax,  and  that  precisely 
in  this  fact  lay  its  chief  advantage,-  that  of  "unl)urthen- 
someness,"  or,  as  we  would  say,  freedonj  from  oppressiveness. 
According  to  the  general  principles  of  hiunan  nature,  said  he, 
a  man  is  led  in  the  case  of  a  tax  on  successions  tt)  look  upon 
the  whole  of  what  is  left  to  him  as  his  own,  of  which  he  is  then 
called  upon  to  give  up  a  jiart.  Hut  if  under  the  law  regulating 
successions  he  knows  that  nothing,  or  only  a  small  sliare,  is 
due  him,  Bentham  claimed  that  he  would  suffer  no  hardship. 
"For  hardship  depends  on  disappointment;  disapiKjintment 
upon  expectation,  and  if  the  law  of  succession  leaves  him  noth- 
ing, he  will  not  exi)ect  anything."  - 

Exaggerated  as  Bentham's  tlistinction  undoubtedly  is,  it 
contains  a  kernel  of  truth;  namely,  that  there  is  no  such  thing 
as  a  natural  tijjr  of  inheritance,  and  that  the  extension  of 
intestate  succi  .  ;v)n  to  collati-ral  relatives  is  under  existing 
social  conditions  defensible  only  to  a  very  limited  extent. 
Whatever  may  have  been  the  original  family  theory  of  prop- 
erty, it  may  be  argued  with  some  force  that  the  bonds  of  the 
wider  jiatriarch.il  family  life  have  l)een  considerably  loosened 
in  modern  times,  and  that  the  family  consciousness  extends 
nowadays  only  to  the  nearest  relatives. 

While  Bentham  looked  upon  the  matter  primarily  from  the 

'  The  plan  !.•<  (icfiniMl  to  he  "tlic  appropriatinR  to  the  use  of  tlic  pulilir  .all 
vacant  succcs.si()ns,  property  of  cvrry  (iciioiiiiiiation  incliulcd,  on  the  failure 
of  near  relations,  will  or  no  will,  subject  only  to  the  (wwer  of  beiiuest,  in 
respect  of  the  half  of  whatever  pn)iK'rly  would  be  at  present  subject  to  that 
power." 

=  As  he  put.s  it  in  another  place:  •'The  riddle  begin-s  to  solve  it.self:  a 
part  taken  and  a  .sen.se  of  burtlien  left;  the  whole  taken  and  no  such  elTec^t 
produced;  tlie  effect  of  a  part.  Krea(<T  than  the  effect  of  a  whole;  the  old 
Cireck  paradox  verified,  the  part  greater  than  tlie  whole.  Suffer  a  nia.s.s  of 
property  m  which  a  man  ha.s  an  interest  to  pet  into  his  hands,  hi.s  expecta- 
tion, hi."  imagination,  his  attention  at  le;ist  fastens  u|M>n  the  whole. 
Take  fro.n  him  afterward  a  part  .  .  .  the  parting  with  it  cannot  but  excite 
sotnelhing  of  the  sen.sation  of  a  lo.s,s.  .  .  .  Take  fn)ni  him  now  (I  should 
not  .say  luki),  but  keep  from  him  the  whole,  .so  keeping  it  from  him  that 
tliere  shall  never  have  been  a  time  when  he  expected  to  receive  it;  ail 
hardship,  ail  .suntriuK,  ia  uui  of  the  cuae." 
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|H)int  of  view  of  ..schcat,  it  vva..  l.ut  a  st. .p  to  .-xtoiul  the  arRU- 
ment,  and  to  .say,  as  many  wril<Ts  now  do,  that,  sine.'  it  is  i-x- 
(■(MHjingly  difficult  U,  draw  a  sharp  linr  wiicrc  the  fainiiv  con- 
sciousness ends,  It  is  more  just  and  more  practical.ic  f„r  the 
state  to  take  away  a  small  part  from  direct  relatives  and  m 
mcreas    Jy  larger  sum  from  the  more  remote  n'latives      The 
tax,  in  other  words,  would  he  graduated  according  to  the  .legree 
o    relati.nship.    What  was  originally  nothing  l.ut  an  ext..nsion 
ot  escheat,  thus  grew  int.,  the  idea  of  a  graduate.!  collateral 
inheritance  tax.     Kvn  H.ntham  himself,  although  prot.'sting 
against  the  use  of  the  won!  tux,  virtually  a.lvocated  a  graduated 
tax  when,  jus  we  have  seen,  he  pro|,os,.d  the  exemi,ti..n  of  din-ct 
h.'irs;  the  confiscation  of  fifty   per  cent   from  grandparents 
uncles  .and  aunts;  and  the  seizure  of  the  whole  in  cas..  <,f  int.s- 
ta-y.       Thus    the    extension-of-eschcat    argument,    which    wis 
;.ieant  originally  to  apply  „„|y  to  intestacy,  has  been  mad.,  to 
include  also  a  limitation  of  t  he  |)4)wer  of  he.juest. 

A  supposed  variati.m  of  this  lin.'  of  r.-asoning  is  s..en  in  what 
IS  called  the  th.-ory  of  state  .•o-li..irship  or  co-part iwrship  It 
.>nginate.J  with  Ulunts.hli,  who  used  th..  <.xpr,.s^i.,„  slnntliclus 
Miterbreclit,  an.l  has  foun.l  its  way  int..  s.mie  r.rent  treati^.s 
Its  most  vig<,rous  rcu-nt  <l,.f..n.|..r  is  An.ln.w  (•arn<.gi,.,  wh.,  is  as 
enthusiastic  about  a  progr.vssiv.-  inh.Titan.H.  tax  as  \u-  is  .jpposcd 
to  an  income  tax.'  S..m,.times  lientham  is  .•it.-d  as  the  origi- 
nat.)r  of  the  doctrine,  but  this  is  a  mistak...  As  Dr.  West  so  well 
puts  it: — 

"Hcntlmin's  plan  was  to  abolish  intestate  inheritaii.v  ..x,.,.„t  1k>- 
tw..cn  miiuwlmte  relatives,  to  n'strict  th<.  ,K.vver  .,f  l,c„u ..^t  „f  testa- 
tor, having  „o  dir<-ct  h.'irs,  an.l  t..  giv  the  state  a  part  „f  ,l,c  property 
..f  .lecedents  in  certaa.  ..as....     H..  ,.al!...l  th..  syM,.,n  whi..l,  l,c  pro- 

K.s..,l  an  extension  ..f  ..s,.lM.al,  an.l  bas...l  h  n.,t  upon  anv  ri-rht  o  in- 
heritance in  the  Stat..,  but  up..n  ih..  ahs,.,,,..  „f  .nv  r.^ason  f.,r  the 
operation  of  intestat..  inli<.ritan..e  bctw<...n  in.livi.liiajs  n..t  closelv  re- 
at<.(i      It  is  then.forc.  a  n,i>take  to  ..all  Hentliam  a  r,.pres..ntati;-,.  of 

he  theory  of  state  co-h.irsliip.  IJut  lat.r  wiit.rs  hav,.  co.nbin...!  with 
Ins  argument  the  thought  that  th..  ,>tate  shoul.l  inh..nt  pr.,,H.rtv  from 
i"'lividuals  because  of  what  il  .Iocs  for  then,  .luring  tlu'lr  livc-s'     The 

huh  TnTTf  ';".''7^^"V'*'  ''^•^  -''  ''""«'^'" fa'"ily;  acc.^nling  to  I-nipf,.„- 
''.  <h,  the  bond  of  kmship  Ixtwen  .li.tant  nlatives  loses  its..lf  in  the 
whole  nation,  which  theref.,re  inherits  the  i,r.,,,..rty  of  individuals  as 
■Mr.  CamcKi,,  stat.Hl  tl>af  th.-  ".Am.'rioun  n-puhlic  i,s  the  partner  in 
r.v  r.nitrpn.sc:  wnere  ii.„ii,-.s  i.s  made  honorably."  (/.  S<.liKman  Proares- 
■•<irc  Taxation,  2d  ed.,  lOOS,  p.  ;522.  "J,""",  /  rogrtK- 
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the  family  iiiherits  the  pro|HTfy  nf  its  hhmiiIhts.  Such  exiJO-sHioiw  m 
these,  however,  iniwt  lie  renardcd  as  iiK'tuphoricul  nither  than  »<itii- 
tific.  The  Mtate  niay  ac<|Mire  projxrty  l)y  eseheat,  but  iu)l  by  inherit- 
ance. Inheritaiu'<>  ini(iheH  kiiiHliip,  and  the  nuHh-rn  Htut«'  is  nut  a 
Henetic  auMociatioii.  Tlie  ri-presentatiim  of  the  state  as  . o-lieir  is  either 
a  mere  figure  of  sjieeirh  (aiul  as  such  it  is  a.s  old  iw  Phny),  or  else  it 
results  from  a  confusion  of  inheritance  and  escheat.  Inheritance  ut 
not  a  matter  of  public  law;  it  is  for  private  law  to  prescriU'  how  far 
inheritance  shall  •«•  [KTmitted  iM-tween  individuals,  and  for  public 
law  to  oniain  that  where  inlieritance  ends  esclu-at  shall  Ix'nin."  ' 

Wc  now  eoine  to  the  second  theory,  which  may  be  called 
the  socialistic  or  diffusion-of-wealth  theory.  It  is  haseil  u,)on 
the  doctrine  that  it  is  the  function  of  Kovernment  to  use  the 
|X)wer  of  taxation  as  an  engine  of  social  rejiaration  in  checkinR 
the  growth  of  large  fortunes  and  in  bringing  about  a  more 
equal  distribution  of  wealth. 

In  its  origin  this  theory  was  not  socialistic.  John  Stuart 
Mill  accejited  Hentham's  reasoning,  but  develop<'d  it.  Since 
he  (lid  not  consider  the  right  of  inheritance  as  necessarily  in- 
volved in  the  private  ownership  of  property,  he  desired  to 
extend  the  abolition  of  intestate  succession  to  direct  heirs,  a.s 
well  as  to  collateral  relatives.  Moreovff,  even  in  the  ease  of 
a  will,  no  one,  he  thought,  was  justified  in  demanding  more 
than  a  fair  competence.    His  plan  was  as  follows: — 

"That  no  one  jxTson  should  Ix;  jwrmitted  toaccjuire  by  inheritance 
more  than  the  amount  of  a  moderate  indeiH-ndence.  In  caw  of  in- 
testacy, the  whole  property  to  escheat  to  tlie  state:  which  .should  Im- 
lM)und  to  make  a  just  and  reasonable  provision  for  descendants,  that 
i.s,  such  a  provision  as  the  jiarent  or  ancestor  ought  to  have  made,  tlieir 
circumstances,  capacities,  and  mo<le  of  bringing  up  l)eing  considered. "  = 

This  argument  is  not  neces-sarily  socialistic;  l)ut  it  is  per- 
haps open  to  question  on  other  grounds.  It  may  be  regarded 
as  opposed  to  the  family  theory  of  property,  which  even  in  its 
narrower  sense,  assumes  that  as  a  man  acquires  property 
largely  in  order  to  leave  it  to  his  children,  for  whom  h(>  ought 
to  provide,  there  is  rea.sonable  ground  for  demanding  the  per- 
petuity of  the  means  of  family  .support.  Denial  of  the  right 
of  inheritance  by  direct  heirs  thus  .se«>ms  to  involve  an  attack 
upon  the  unity  of  the  family.    On  the  other  hand,  the  right 

'  Polilical  ScieTwe  Qttarterly.  viii.,  p.  436. 

•  P^ificdl  HcojiQViu.  book  v..  rhiiii.  ix..  si*?^.  i.    (^f  hiifik  ii    r*br!P  •'•    ^r-r^ 
iii.,  iv. 
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of  inhoritnncc  within  the  family  \\m  iiinady  \m-u  lawly  iiKxii- 
fi«'(i  by  th<"  fmMlom  ..f  lH(|ii,.>t;  and  if  a  man  is  at  iilMrty  lo 
giv«!  iiwiiy  hin  wholv  fortune  to  outisiWrrs,  «.•  cannot  Wfll  speak 
of  •.  family  rinht.     In  parts  of  continental  i:uro|M ,  indeed,  we 
hav.;  the  survival  of  th.-  old  idea  in  the  in.stitntic.n  of  comiJiilsorv 
children's  share  (imtitm  Uyitime,  I'flichllhnlsra-ht).     lOven  iii 
the  rnit.HJ  States  some  of  the  commonwealth  laws  prohibit 
the  iM'queathinn  <>f  nif.re  than  a  certain  iM)rtion  of  the  estate  to 
charitable  or  public  us(^  when  there  is  a  child,  a  widow  or  a 
parent      But,  a.s  a  general  ruh-,  in  KiiKlish-speakinji  countries 
the  right  of  bequest  is  fr.'e.     It  is  well  known  that  inheritance 
IS  older  than  b«-quest.  and  that  the  latter  system  was  introduced 
into  the  Roman  law,  not  to  limit  inheritance,  but  to  provide 
heirs  in  default  of  near  relatives.     The  m...lern  right  of  free 
iM-fiuest  IS,  therefore,  really  oppose.l  to  the  old.T  family  idea 
of  propt-rty,  which  takes  shape  in  the  assertion  of  the  right  of 
inheritance.     It  thus  becomes  a  very  difficult  (juestion  to  de- 
cide how  far  inheritance  may  be  demanded  as  of  right.    Never- 
theless, it  may  be  said  that  most  thinkers,  as  well  a.s  the  mas- 
of  the  i)ublic,  would  still  to-<lay  maintain  the  cu.stom  of  in- 
heritance, not  in(h"ed   as  a   natural   right   or  .as  a  necessary 
consequence  of  the  right  of  jirivate  property,  but  as  an   in- 
stitution that  is  on  the  whole  socially  desirable.     Even   Mill 
says  of  his  owT,  scheme:  "The  laws  of  inheritance  have  probably 
several  pha.ses  of  improv.-nu-iit  to  go  through,  b.^fore  ideas  so 
far  removed  from  present  mcMJes  of  thinking  will  be  taken  into 
seriou-s  con-sidoration." 

While  there  is  some  scientific  justification  for  the  doctrine 
as  onginrlly  expounded,  it  is  unquestionable  that  most  of  its 
defenders  plant  themselves  scpiarelv  on  the  ground  that  it  is 
the  function  of  the  state  to  che,.k  the  aggn.gati.m  of  wealth 
mto  a  few  hands,  and  to  provi.le  for  the  equalization  of  for- 
tunes. These  writers  would  put  a  limit  not  only  to  the  amount 
of  wealth  acquired  through  inheritance  or  beciuest,  but  to  the 
amount  acquired  in  any  manner.  No  fortunes  should  exceed 
a  definite  sum.  Such  a  doctrine  is  very  distinctly  socialistic 
Ihose  who  are  not  prepared  to  accept  soci.iiistic  premises 
and  socialistic  metho<ls  of  reasoning  cannot  acknowledge  the 
validity  of  the  difTu.sion-of-wealth  argument. 

While  the  premis,>s  may  thus  be  regarded  as  wrong,  the  con- 
clusion may  nevertheless  be  right,  for  tli..  >amc  .•onclusion  mav 
ruiiceivabiy  be  drawn  from  utteriy  dissimilar  pnnii.ses.    .Fust  as 
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it  has  been  elsewhere  shown  « 'lat  progressive  taxation  may  be 
upheld  by  decided  opponents  of  socialism/  so  it  cen  be  shown 
beyond  dispute  that  the  inheritance  tax  may  be  supported 
through  entirely  different  arguments  by  those  who  oppose  the 
doctrine  of  the  diffusion  of  wealth.  Brushing  aside,  therefore, 
the  socialistic  doctrine  as  inadequate  and  unsound,  let  us  exam- 
ine these  other  arguments. 

The  so-called  cost-of-service  theory,  whicJi  is  occasionally 
found,  treats  the  inheritance  tax  simply  as  a  f(>e.  The  probate 
courts  are  a  source  of  expense  to  tlic  government  and  a  source 
of  special  benefit  to  those  that  utilize  their  services.  What  is 
more  reasonable,  then,  than  that  those  who  receive  the  special 
benefit  should  defray  the  cost? 

This  argument,  however,  would  justify  only  very  light 
charges,  and  it  would  result  not  so  much  in  an  inheritance  tax 
as  in  a  system  of  probate  fees.  Such  piobate  fees  are  occa- 
sionally found;  -  but  as  soon  as  they  exceed  the  cost,  the  theory 
is  no  longer  applical'j.  The  '■  obate  duty  in  England,  for  in- 
stance, soon  outgrew  its  original  character  of  a  fee.  Another 
objection  to  this  theory  is  that  logically  the  charge  ought  to 
be  regressive,  not  proportional  o"  progressive;  that  is,  since  it 
costs  proportionally  less,  to  probate  a  large  sum  than  a  small 
sum,  the  rate  ought  to  be  lower  on  a  larr;e  inheritance  than  on 
a  small  ont — or,  at  all  events,  it  ought  not  to  grow  with  the 
size  of  the  inheritance.  As  a  matter  of  fact,  the  inheritance 
tax  of  1889  in  Wisconsin  was  regressive.' 

A  somewhat  more  substantial  theory  is  that  which  con- 
siders the  inheritance  tax  as  the  price  of  a  special  privilege. 
It  is  regarded  not  so  much  as  a  fee  paid  to  defray  the  cost  of 
government  services  as  a  charge  proportioned  to  the  advantages 
that  accrue  to  the  reci[)ient  of  the  inheritance.  Froia  the  legal 
point  of  view,  this  has  mu(;h  to  recommend  it.  In  the  United 
States,  for  insta)ice,  if  regarded  a.s  a  tax  on  property,  the  charge 
would  conflict  with  the  constitutional  pr  ivision  found  in  many 

>  Sec  Soligman,  Progressive  Taxation  in  Theory  and  Practice,  2d  ed.  (1908), 
p.  112. 

=  S<)  ill  the  Ameripan  commonwealths,  as  Wisconsin,  Minnesota,  Illinois 
and  X(,"vv  Ilampshin-. 

'  Estates  not  cxccHlinK  $3,0(X)  wore  exempt;  up  to  $50C,000  they  paid 
one-half  of  one  [xt  eent ;  on  the  i^xccss  above  this,  one-tenth  of  one  per  cent. 
The  rharne  was  dc(lare<l  lo  he  "in  li(Mi  of  fees,"  but  it  was  held  to  he  a  fax, 
and  therefore  unronstitulioiial  because  applicable  only  to  one  county.  76 
Wis.  4t)9.    .Sif  West,  up.  cil.,  p.  77. 
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commonwealths,  requiring  all  property  to  he  tiixed  equally. 
If  a  general  property  tax  were  levied,  and  then  an  additional 
inheritance  tax  were  imposed,  we  should  have  teehnically  un- 
equal taxation  of  some  property.  Again,  the  tax,  if  imposed 
by  the  federal  government,  would  militate  against  that  section 
of  the  constitution  which  reciuires  all  direct  taxes  to  be  appor- 
tioned according  to  population.  Accordingly,  many  of  the 
American  states  have  contrived  to  uphold  the  constitutionality 
of  the  tax  only  by  declarng  it  m  \w  a  tax  on  the  devolution  of 
property.  It  is  declared  to  be  a  tax  not  on  wealth,  but  on  the 
transfer  of  wealth.  So  the  Louisiana  inheritance  tax  was  origi- 
nally upheld  by  the  federal  Supreme  Court  as  a  simple  regulation 
(A  inheritance.'  But  since  the  federal  government  possesses  no 
constitutional  power  to  regulate  inheritances,  the  federal  in- 
heritance tax  was  sustained  as  being  neither  such  a  regulation 
nor  a  direct  tax  on  the  land,  but  an  excise  on  the  right  to  suc- 
ceed to  the  ownership  of  property.- 

From  the  economic  point  of  view,  there  is  a  partial  justifica- 
tion for  this  contention.  It  is  indeed  true  that  if  the  inheritance 
tax  IS  to  be  regarded  as  an  indirect  tax  on  transactions  or  trans- 
fers, it  might  be  declared  obnoxious  to  the  gen(>ral  tendency  of 
modern  theory  to  restrict  the  scope  of  taxes  on  acts  and  trans- 
actions to  their  narrowest  limits.  But  this  opposition  to  taxes 
on  economic  phenomena,  as  we  shall  see  later  ^  has  been  pushed 
too  far.  Again,  to  regard  the  tax  as  a  charge  on  the  mere  priv- 
ilege of  succession,  is  iu  reality  to  merge  it  with  the  theory  to  be 
discussed  in  the  next  paragraph,  because  of  the  undoubted  fact 
that  the  result  of  the  privilege  of  succession  is  to  enhance  the 
ability  of  the  recipient.^ 

We  come  then  to  the  theory  which  regards  the  inheritance 
tax  as  a  direct  tax  on  the  recipient  of  the  inheritance.  If 
we  gront  that  the  basis  of  taxation  is  the  faculty  of  the  in- 
dividual, it  is  evident  that  any  addition  by  inheritance  to  the 
wealth  of  the  individual  increases  his  ability  to  pay.  If  we 
grant,  further,  that  the  best  test  of  faculty  is  the  revenue  of 
the  individual,  it  is  clear  that  this  :.ccretion  to  his  revenue  is 
of  a  peculiar  character.  Income,  as  the  term  is  commonly 
employed,  denotes  a  regular  periodic  return;  Init  an  inheri- 
tance is  an  irregular,  a  spasmodic,  a  chance  return.    In  a  logical 

■  MiiRcr  VH.  Grimu,  8  How.  490.  2  sdiol.-y  vs.  l{»>w,  23  Wall.  331 

'  Cf.  iiifra,  ('hap.  ix. 

*•  A:s  TO  ihi  r.  iai  luu  !«•(  wi-fii  privilpgc  and  ability,  <■/.  in/ra,  chap,  x,  .-icc  3. 
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income  tax  there  is  no  room  for  such  accidental  or  fortuitouM 
nivenues.  Yet  they  clearly  add  to  the  ability  of  the  individual, 
just  as  the  chance  gains  from  speculation  undoubtedly  increase; 
the  faculty  of  the  taxpayer.  From  this  point  of  view,  the 
inheritance  tax  may  best  be  defended  by  the  accidental,  or 
fortuitous-income  argument. 

It  may  be  claimed  that  there  are  possible  cases  where  this 
argument  is  inapplicable.  Thus,  after  a  man's  death,  his  widow 
or  children  may  have  to  depend  entirely  on  the  income  from 
his  property,  where  before  his  death  they  enjoyetl  not  only 
this  sum  but  also  the  additional  income  due  to  his  personal 
exertions.  The  family  ability  to  pay  may  be  diminish'id,  not 
increased.  It  may  be  answered  that  the  state  deals  with  in- 
ilividuals,  not  with  families,  and  that  the  individual  members 
now  have  incomes  where  before  they  had  none.  And  even  if 
we  concede  this  claim,  the  difficulty  can  be  met  by  exempting 
a  certain  amount,  and  imposing  a  progres-sive  tax  on  the  re- 
mainder. For  in  proportion  as  the  family  income  was  derived 
from  property,  rather  than  from  the  labor  of  the  head  of  family, 
the  share  due  to  his  influence  becomes  correspondingly  smaller, 
and  the  loss  due  to  his  absence  will  be  less  keenly  felt;  while, 
on  the  other  hand,  the  family  expenses  themselves  are  dimin- 
ished by  his  death.  Finally,  in  i)roportion  as  the  inheritance 
goes  to  self-supporting  direct  heirs  or  to  collateral  relatives, 
it  may  Ix;  maintained  with  truth  that  there  is  a  decided  increase 
in  tax-paying  ability. 

When,  therefore,  we  have  a  system  of  income  taxes,  the  in- 
heritimce  tax  may  be  regarded  as  a  supplementary-  tax  to  reach 
the  real  ability  of  the  individual.  Moreover,  it  may  be  regarded 
a>  a  convenient  methtxl  of  applying  the  principle  of  differentia- 
tion in  the  taxation  of  income.  It  is  now  commonly  recognized 
that  incomes  from  projKTty  should  pay  a  higher  rate  than  in- 
comes from  labor.  Instead  of  making  a  difference  in  the  rates 
to  reach  this  end,  the  projKjrtional  income  tax  may  l>e  supple- 
mented by  a  property  tax:  or  where  this  is  for  any  reiuson  un- 
desirable, by  the  inheritance  tax.  The  latter  would  then  serve 
the  double  purjwse  of  reaching  not  only  accidental  incomes, 
Imt  also  projx'rty  incomes,  since  all  inheritances  take  the  shape 
of  pro^HTty. 

Kven  in  those  states  where  the  chief  direct  tax  is  that  on 
general  (jrupcrty.  tlie  isiheritance  tax  may  he  defendwl  on  the 
iiiiiuoutai-iiii-umi.-  thiury.     Fur  iu  so  far  as  properly  i?  at  ail 
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an  adequate  test  of  faculty  in  taxation,  it  is  simply  a  mode  of 
estimating  the  regular  revenue  or  income.  Accidental  income 
is  as  little  taken  note  of  in  a  pro{)erty  tax  as  in  an  income  tax. 
In  fact,  as  between  the  two  systems,  an  inheritance  tax  is 
more  necessary  to  supplement  the  former  tax  than  the  latter. 

An  a^lditional  theory  which  has  been  advanced  more  re- 
cently is  the  so-called  back-tax  theory.    Since  general  property 
taxes  are  to  a  large  extent  evaded  flaring  life,  it  is  said  to  be  no 
more  than  just  that  the  proptsrty  should  be  made  to  pay  when 
the  tax  cannot  be  evaded.    But  in  this  case  it  is  the  property 
of  the  decedent,  rather  than  the  ability  of  the  heir,  that  is  con- 
sidered.   Moreover,  the  vaUdity  of  the  argument  is  questionable 
chiefly  becau.se  it  is  well-nigh  impossible  to  prove  the  relation 
between  the  amount  of  the  inheritance  tax  and  the  aggregate  of 
taxes  evaded  during  Hfe.     In  the  United  States,  for  example, 
taxes  on  realty  are  generally  paid;  it  is  the  tax  on  personalty 
that  is  evaded.     The  inheritance  tax  ought  then  t     take  the 
shape  only  of  a  tax  on  the  successions  to  personal  property. 
As  an  actual  fact,  this  wa.s  for  some  years  the  case  in  New  York 
and  several  other  states  in  the  direct  inheritance  tax.    The 
rea.soning,  therefore,  does  not  apply  to  real  estate  at  all.   Finally, 
m  proportion  as  other  taxes  are  substituted  for  the  personal 
property  taxes,  the  argument  falls  away.    Where  there  is  a 
property  tax  or  an  income  tax,  there  may  well  be  some  pro- 
vision for  an  inventory  of  the  estate  after  death  (as  in  Switzer- 
land and  Germany)  with  severe  penalties  for  the  evasion  of  back 
taxes.    But  such  a  provision  is  entirely  independent  of  th(.'  in- 
heritance tax. 

The  theory  sometimes  advanced  '  that  the  inheritance  tax 
IS  to  be  regarded  as  a  capitalized  income  tax  paid  once  and  for 
all  at  the  close  of  life,  instead  of  in  small  amounts  during  each 
year,  is  not  so  strong.  In  the  first  place,  the  existing  tax  system 
either  does,  or  does  not,  reach  the  income  or  propertv  of  the 
living  taxpayer.  If  it  does,  as  it  ought  to  do,  to  capitalize  what 
has  alreatly  Ijeen  paid  involves  doul>le  taxation,  [f  it  does  not, 
the  tax  is  still  objectionable  on  thf  score  f)f  inequality,  because 
when  two  people  with  the  same  fortune  die  at  different  ages 
and  pay  the  same  tax,  the  amount,  if  regard(<l  as  a  capitalized 
income  tax,  would  mean  a  very  divergent  rate  of  income  tax. 
If  the  tax  payable  by  A,  who  has  enjoyed  his  income  forty 

'  Bautublc.  Piihhr  Fiiintire,  (i   .■.2»j. 
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years,  is  equivalent  to  the  capitalization  of  a  five  per  cent 
income  tax,  the  amount  payable  by  B,  who  has  enjoyed  his 
income  only  ten  yi'ars,  would  be  tantamount  to  a  twenty 
per  cent  income  tax.  An  inheritance  tax,  from  this  iK)int  of 
view,  would  be  grossly  unjust.  This  objection,  due  to  the 
varying  frequency  of  the  transfer,  was  first  mad(»  l)y  Adam 
Smith,  but  is  applicable  only  when  the  tax  is  considered  as 
a  property  or  capitalized  income  tax.  According  to  either 
the  price-ofHievolution,  the  privilege-of-inheritance  or  the 
accidental-income  argument,  the  frecjuency  of  transfer  is  im- 
material; for  the  tax  is  paid  each  time  by  a  different  person.' 
Finally,  under  the  capitalized-incom(>  theory  no  graduation 
according  to  relationship  would  be  possible.  In  short,  the  whole 
theory  seems  defective. 

The  logical  defence  for  the  inheritance  tax  is  thus  the  accidental- 
income  argument  as  sui)plemented  by  the  privdege  of  inherit- 
ance argument.  It  is  in  harmony  with  the  general  bii-sis  of 
taxation— the  faculty  or  ability  of  the  individual  to  pay;  it 
rounds  out  the  existing  sy.stem,  whether  l)as(Hl  on  jiroperty  or 
on  income;  and  it  is  not  open  to  the  objections  which  may  be 
urged  in  one  form  or  another  against  each  of  the  other  tlu-ories. 

A  corollary  from  this  theory  is  that  the  inheritance  tax  should 
be  regarded  primarily  as  a  tax  on  the  recipient  of  the  inheritance 
rather  than  on  the  estate  itself.  Where  the  tax  is  proportional 
this  makes  very  little  difference,  for  the  sum  of  the  shares  is 
equal  to  the  entire  estate.  But  where,  as  is  now  frequently  the 
case,  we  have  a  gratluated  tax,  the  difference  is  marked.  The 
higher  rates  on  the  larger  amounts  would  obviously  result  in 
greater  revenue  to  the  state  when  the  tax  is  imposed  on  the 
estate  as  a  whole  than  if  it  is  levii-d  on  the  shares.  Neverthe- 
less the  taxation  of  the  shares  constitutes  a  far  more  equitable 
meth<xl.  For  if  A  receives  S1(),{){K)  from  a  .SfjO.OOO  estate,  and  B 
receives  a  like  amount  from  a  million  dollar  estate,  it  does  not 
cnmiMjrt  with  justice  that  B  should  l)e  taxed  ten  times  as  high 
as  .\  simply  because  the  rate  on  a  ni'llion  dollars  happens  to  be 
ten  times  than  on  S.")(),(XK).  This  i)rincii)le  of  taxing  the  share 
rather  than  the  estate  is  now  gradually  being  recogiiized.  Eng- 
land pursues  l)oth  plans,  taxing  the  estate  as  a  whole  through 
the  esuite  duty,  and  the  s;'parate  shares  through  the  legacy  and 

'  f'omo  .states,  howovcr,  pn)vi(lr  for  this  supposed  iiuHpialily  l)y  oxompt- 
iud  till' second  di'voliilion,  if  it  ijikes  place  wit liiii  a  certain  iiuinijcr  of  yuars. 
Chili  fixes  tlie  term  at  ten  years.    See  West,  of},  cit.,  p.  -l!:!. 
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succession  duties.     In  the  United  Statos  the  tax  is  Renerallv 
levied  on  the  estate  as  a  whole,  but  the  noteworthy  New  York 

viS'shti';'  "'"'"'"*  ''"'  ^""^''^'^'  "'  '-^^^  '"^^  '-"- 
Granting  the  desirability  of  the  tax,  we  are  at  once  con- 
fronted by  the  problem  of  graduated  or  progn.,s.sive  taxation 
Graduation  of  the  tax  according  to  relationship  has  met  with 
well-nigh  universal  acceptance;  graduation  of  the  tux  according 
to  amount  has  given  rise  to  more  controversy.    This  cjuestion 
ha.s  been  fully  discussed  in  another  place  -'  with  the  conclusion 
that  the  theory  of  progression  is  more  applicable  to  the  inherit- 
ance tax  than  to  any  other  part  of  the  fiscal  system;  and  that 
whether  we  base  our  demand  on  the  limitation-of-inheritance 
theory   (   »  faculty  theory,  or  the  compensatory  theory,  some 
scale  of  progression  is  both  desirable  and  practicable 

The  inheritance  tax  to-day  scarcely  needs  defence      It  is 
found  in  almo.st  every  country;   and  the  more  democratic  the 
country,  the  more  developed  is  the  tax.    In  some  of  the  Cana- 
dian provinces,  in  the  Australasian  states,  in  the  Swiss  cantons 
in  Lngland  itself,  the  rates  are  not  only  progressive,  but  highly 
progressive.    1  he  recent  reforms  in  England  are  fully  described 
.n  another  chapter.'     In  the  United  States  also,  there  is  now  a 
decided   movement   toward   the   progressive   inheritance   tax. 
the  collateral  inheritance  tax  is  virtually  the  product  of  the 
la-st  two  or  three  decad<.s.     Up  to  1890  it  existed  in  only  six 
sta  es,^  but  between  1890  and  1900,  it  was  a.lopted  by  fifteen 
additional  states,  making  twenty-one  in  all.^    During  the  next 

>  For  a  defence  of  taxing  the  share  in.stea<l  of  the  entire  estate  see  the 
Report  of  the  Special  Tax  Commission  of  Xe,c  York  of  1<H)7   of  ul,'^    K 
a..^hor  wa«  a  member.    Cf  o«peciau/the  «ec,ion'U*'il;e1;hSal! 

'r/  Selignmn,  Progres.n,'e  Taxalion,  2d  cd.  (1908),  pp.  319-322 
Injra,  chap.  xvi. 

♦The  <Jate  «-hen  first  impo.sed  i.s  put  in  brackets:  Connertic.it  flSSOI 

K^^SKr""' "'''''  ^"^^  ''"^"^  "^^^''  ''-'^'^^  St 

alonelncT'^Sf  ^'  /"""U!'^'''  ^t^°"«^  ''  '^^''^  f-  Cook  countv 
.>ii  nijjan  ilS9.J-1894,  and  attain  from    .Sim I  .Minnesota  [1SQ7  ^Ifl.n.Li.  „i 

In  lS.«f  m"^  "^*r'  '^°™  '■''•^  '"  ^^S«I/.Miss,.u^    .X's98  l^t.;" 

'  IM»],  Montana  [18971.  New  Jers..v  [I,S92).  .Vorth  Carolin         07*^"T 

bough  an  earlier  tax  h.l  exi.st.l  f„,„  18-17  ,0  1h74),  OhiolSf',    "  ;i 

nsOl),  Vermont  [18fX;   and  Viririnia  ns%  :shhoJh  in  <    r!:  ^  ,  t  1    V 

'.-uti  from  1S44  to  1884].  ' " '       ■'•"•"•'^''  '^^    """T  *^'^  '""i  ex- 
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decade  this  number  was  almost  doiihlod,  through  the  addition 
of  nineteen  states.'  The  eoUateral  inheritance  tax  is  therefore 
found  at  present  in  thirty nnght  states,  being  hvcking  only  in 
Alabama  (where  it  existed  from  1848  to  18G8),  Arizona,  Florida, 
Indiana,  Mississippi,  Nevada,  Rhode  Island  and  South  Caro- 
lina. The  tax  was  declared  unconstitutional  in  six  states,*  but 
the  constitutional  objectioius  were  in  every  case  obviated  by 
later  laws  un  indicated  in  the  preceding  notes. 

The  direct  inheritance  tiix  came  somewhat  later.  It  was 
first  introduced  timidly  and  with  insignificant  rates,  and  fre- 
quently applied  only  to  personal  property.  Gradually  the 
rates  were  increaseil,  the  exemjrtions  were  reduced  and  the 
tax  was  made  applicable  to  real  estate  as  well.  The  tax  was 
first  imposeti  in  New  York  in  1891,  but  by  the  end  of  the 
centurj'  it  had  sprend  to  six  states.^  During  the  next  decade 
the  progress  was  more  rapid  and  three  times  as  many  states, 
that  is,  eighteen,  were  added  to  the  list.^  With  the  addition  of 
another  state  in  1911,^  the  number  of  states  with  a  direct  in- 
heritance tax  now  amount  to  twenty-six,  or  alwut  two-thirds 
the  numlier  of  those  ix)ssessing  a  collateral  inheritance  tax. 
There  is  of  course  none  in  the  former  class  that  is  not  to  be 
found  in  the  latter  cla.ss. 

As  to  the  rates,  wliich  are  naturally  higher  in  the  collateral 
taxes,  the  most  interesting  recent  development  had  been  the 
gradual  spread  of  the  progressive  principle.  The  first  case  in 
which  that  principle  wtus  applied  was  the  direct  tax  of  Ohio  of 

>Arkan.Ha.s  [1901],  Colorado  [1901],  Idaho  [1907],  Kansas  [1909],  Ken- 
tucky 119(M)],  LouLsiana  [1904,  althou(!;h  there  existed  from  1828  to  1877 
and  again  from  1894  to  1899  a  tax  appHoable  only  to  foreign  heirs],  Ne- 
braska (1901),  New  Hampshire  [1905,  although  an  earlier  tax  had  existed 
from  1S78  to  1882|,  North  Dakota  [1!K);{|,  Oklahoma  [190S],  Oregon  [190;i!, 
South  Dakota  [I<.K).5j,  Texa.s  [1907],  I'tuh  [1901],  Washington  [1901],  Wis- 
eonsin  [190.'},  ahhough  an  earlier  tax  had  existed  from  1899  to  1902]  and 
Wyoming  [1903]. 

» Louisiana  in  1899,  Michigan  in  18J)4,  Minnesota  in  1886,  Missouri  in 
1898,  Now  Hampshire  in  1SS2  and  Wisconsin  in  1902. 

^  The  date  when  first  iniiMJsed  is  put  in  brackets:  Connecticut  [1897], 
Illinois  [1S9.-.1,  Michigan  [IWW],  Montana  [1897],  New  York  [1891]  and 
North  Canilina  [1897]. 

'  In  1901  Colorado,  Nebraska,  I'tuh  and  Washington  joined  the  ranks; 
in  190.'}  Oregon,  Wisconsin  and  Wyoming;  in  1904  Louisiana;  in  liK).') 
California,  Minnesota  and  South  Dakota;  in  1907  Idaho,  Ma-ssachu-setts 
and  West  Virginia;  in  1908  Oklahoma;  and  in  1909  Arkansas,  KanBas  and 
Tennes.see. 

'  Mivinc. 
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1894,  which  was  declared  unconstitutional  for  that  reason  bv 

the  state  court  in  the  foUowinR  year.' 
In  the  same  year,  1895,  the  progressive  principle  was  applied  to 

the  collateral  inheritance  tax  by  Missouri  and  Illinois      The 

Missouri  law  was  overthrown  by  the  state  court  although  for 
other  reasoas.-  But  the  Illinois  law,  of  a  far  more  radical 
character,  wa.s  upheld,  not  only  by  the  state  court  but  bv  the 
Icderal  Supreme  Court  in  what  has  In-come  a  leading  cuse  '' 
Kor  It  settled  the  principle  that  progressive  taxation  is  not  a 
denial  of  the  equal  protection  of  the  laws  demanded  bv  the 
constitution,  and  thus  made  it  difficult  for  any  state  court  to 
annul  a  progressive  tax  because  of  some  vague  provision  in  the 
state  constitution.  When  the  same  question  arose  in  Wisconsin 
as  applicable  to  the  direct  inheritance  tax  the  Wisconsin  court 
s  ated  that  the  decision  of  the  federal  Supreme  Court  was  con- 
clusive. 

As  a  result  of  this  decision  by  the  Supreme  Court,  and  in 
part  also  as  a  consequence  of  the  highly  progressive  inheritance 
tax  temporarily  imposed  by  the  federal  government  during  the' 
Spanish  war  and  lasting  from  1898  to  1902,^  the  progressive 
principle  spread  rapidly  throughout  the  country.    As  a  result 
at  the  present  time  (1912)  about  one-third  of  the  states  levving 
a  direct  inheritance  tax  enforce  the  progressive  principle  '  In 
two  (Illinois  and  Maine)  the  rates  vary  from  one  to  two  per  cent 
m  four  (Idaho,  Minnesota,  West  Virginia  and  Wisconsin)  from 
one  to  three  per  cent;  in  two  (Massachusetts  and  New  York) 
from  one  to  four  per  cent;  in  two  (California  and  Kansas) 
trom  one  to  five  per  cent,  and  in  one  (Oklahoma),  if  the  letter 

'  State  vs.  Ferris,  53  Ohio  State,  314. 
» State  ts.  Switzler,  143  Mo.  24.5. 

Ba„M7oTS"  °'^''''  '''^  "'•  '^'  ^^'«°"°  ''■  '^'^  "^^  ^^"''^^'^ 

*  Xunnemacher  vs.  State,  120  Wis.  190. 

'The  federal  tax  applied  only  to  pei><onal  property  over  SIO.OOO.  On 
estates  between  «10,000  un.l  82.5,000,  the  rate  vari..l  aceonlin«  to  five  .huss," 
of  relat  onship  from  three-quarters  of  one  jht  ,.,.n.  to  five  ^^r  eent     On 

5100  000  to  «500^  they  wett;  multiplied  by  2;  from  r^Xl.OOO  to  S1,0(X),(X)0 
by  Ihy,  over  $1,000,000  by  3.    On  the  highest  amounts  the  tax  thuk  vari« 
from  two  and  a  quarter  to  fifteen  per  eent.    The  federal  tax  was  aLso  up- 
held as  constitutional  in  the  leading  casf.  of  Knowlton  vs.  Moore  178  U  S 
41.    Ihe  point  in  this  case  was  as  to  whether  the  injunction  of  uniformity 

The  ;:n,?«"t   '!.""".  ""'^■"*  ,.^"J'*''"'«  "'""^  *f>an  ga^raplucal  uniformity, 
lae  court,  by  decidmg  in  the  negative,  upheld  the  law. 
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of  the  law  is  to  bo  followwl,  from  one  per  cent  indefinitely  up- 
ward without  any  limit.'  In  tiie  other  states  the  direct  tax  is 
proportional  at  the  rate  of  one  per  cent  in  nine  cases  (Arkansas, 
Connecticut,  Michigan,  Montana,  Nebraska,  Oregon,  South 
Dakota  and  Washington);  at  one  and  a  quarter  per  cent  in 
Tennessee;  at  two  {kt  cent  in  Colorado,  Ix)uisiana  and  Wyoming 
ami  at  the  high  figure  of  five  per  cent  in  Utah. 

In  the  collateral  inheritance  tax  the  progressive  rates  are 
naturally  lx)th  more  numerous  and  more  elevated.  Although 
the  proportio  al  rate  is  found  in  eighteen  states  (one  at  two 
per  cent,  one  at  two  and  a  half  per  cent  and  all  the  rest  at  five 
per  cent)  the  majority  of  the  states,  twenty  in  number,  now 
utilize  the  progressive  scale.  The  graduation  in  these  twenty 
states  begins  at  one  and  a  half,  two,  three  or  even  four  per  cent 
and  rises  to  as  high  as  ten  per  cent  in  Colorado,  Illinois  and 
South  Dakota;  twelve  per  cent  in  Texas  and  Washington; 
fifteen  per  cent  in  Idaho,  Kansas,  Minnesota,  North  Carolina, 
We8t  Virginia  and  Wisconsin;  and  twenty-five  per  cent  in 
California. 

Finally  it  might  be  added  that  not  alone  have  the  rates 
been  slowly  advanced,  but  the  exemptions  have  Ijeen  gradually 
re<luced.  In  the  collateral  inheritance  tax  the  exemptions  are 
now  usually  from  $100  to  $2,000.  Utah  and  North  Dakota 
are  remarkable  exceptions,  the  fontier  with  an  exemption  of 
$1 0,000,  the  latter  with  one  of  $25,000.  In  the  direct  inheritance 
tax  the  exemptions,  however,  are  very  much  higher  than  in 
the  collateral  tax,  varying  from  $5,000  to  $10,000  and  even 
reaching  $20,000  in  Illinois,  $24,000  in  California  and  $25,000 
in  West  Virginia. 


f  iii 


A  comparison  of  the  recent  fiscal  development  in  demo- 
cratic states  would  not  be  uninstructive.  In  only  three  coun- 
tries does  the  old  general  property  tax  still  survive — in  Switzer- 
land, in  Australia  and  in  the  United  States;  and  in  all  three  the 
system  has  become  so  defective  that  it  has  been  supplement c<l 
by  other  sources.    The  Swiss  cantons  first  developed  the  in- 
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'  In  McGannon,  admrx.,  vs.  State  exrel.  M.  E.  Trapp,  no.  2669  of  Okla. 
Sup.  Ct.  it  was,  however,  decided  in  1912  that  the  words  "the  rates  pnv 
vitied  for  herein  shall  be  increased  1-125  of  19c  for  every  $100  increase  in 
valuation  of  such  excess  "  are  to  be  interpreted  as  if  the  sentence  stopped 
with  the  wnriis  1  ''[■  In  nthor  wnrtls,  tho  maximum  rat<^  hecomr.". 
1%+ 1-125  of  I'o  or  l.OOS'Jt  in.stead  of  lOO^c- 
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come  tax,  then  the  inheritance  tax,  and  have  only  recently 
been  paying  attention  to  the  corporation  tax.    TJ.o  Australian 
colonies  were  first  in  the  field  with  the  inheritance  tax,  later 
developed  the  income  tax,  and  have  scarcely  yet  realized  the 
importance  of  the  corporation  tax.    The  American  common- 
wealths, finally,  were  the  first  to  introduce  the  corporation 
tax,  he ve  more  recently  turned  their  attention  to  the  inheritance 
tax,  and  have  only  jast  begun  to  experiment  with  the  income  tax 
J  he  differences  are  suggestive,  but  are  easily  explicable  when 
we  recall  the  economic  and  administrative  conditions  in  each 
country.    With  all  the  variations  in  detail,  it  is  dear  that  the 
democratic  trend  is  in  one  general  direction;  and  it  is  more 
than  probable  that  progressive  inheritance  taxes  will  play  bv 
no  means  an  insignificant  r61e  in  the  fiscal  systems  of  the  future 
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CHAPTER  VI 

THE  TAXATION   (IK   CORPOBATIONS 

I 

THE    HISTORY 

In  a  previous  chapter  we  have  considercil  the  inadequacy 
and  practical  failure  of  the  general  property  tax.  In  all  ages 
and  in  all  countries  it  has  been  foun(l  almost  impossible  to 
reach  intangible  personalty.  What  has  always  been  a  difficult 
task  has  become  immensely  complicateti  to-day  through  the 
growth  of  the  modem  corporation.  At  present,  especially  in 
industrial  countries,  the  far  greater  part  of  the  personalty  in 
the  hands  of  individuals  consists  of  intangible  property — mainly 
of  corporate  securities.  The  first  reform  of  our  direct  taxation, 
therefore,  is  conceded  by  all  to  lie  in  this  direction.  Govern- 
ments are  everywhere  confronted  by  the  question,  how  to  reach 
the  taxable  capacity  of  the  holders  of  these  securities,  or  of  the 
as.sociations  themselves.  Whom  shall  we  tax  and  how  shall 
we  tax  them  in  order  to  attain  a  substantial  justice?  Perhaps 
no  question  in  the  whole  domain  of  financial  science  ha.s  l)een 
answered  in  a  more  unsatisfactory  way.  In  the  United  States 
we  have  a  chaos  of  practice — a  complete  absence  of  principle; 
in  Europe,  with  the  jx)ssible  and  partial  exception  of  England, 
the  situation  is  scarcely,  if  at  all,  better.  Moreover,  in  spite  of 
the  generally  recognized  need  of  reform,  there  has  thus  far  l)ecn 
no  comprehensive  attempt,  from  the  standpoint  of  theory,  to 
evolve  order  out  of  the  chaos  into  which  the  whole  subject  i> 
plunged.' 

'  A  satisfactor>'  trratment  of  this  subject  is  still  lacking.  The  English 
writers  have  paid  little  attention  to  it.  Cf.  however,  J.  Bucham,  The 
I.aif  rdntiiig  to  the  Taxntum  of  Foreign  Income,  London,  1905,  which  deal." 
in  part  with  corporations.  In  the  .American  literature  there  may  be  men- 
tioned as  the  only  book  which  treat.s  of  the  subject  in  general,  althouph 
limited  to  a  .single  state,  H.  O.  Friedman,  The  Taxation  of  Corporation k  m 
.Vijiir»7t"Af<.-r,'i-  in  thf  Ciiltiliiljiu  I'liivirsitv  Slttdics  in  History,  Economic 
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The  first  requisite  in  any  s.-ientifi.-  investigation  of  this  kind 
.«  to  have  the  facts;  for  without  a  knowlclge  of  exiting  con- 
tons,  any  propositions  for  reform  woul.i  be  valueless.  Never- 
thdess  the  facts  of  corporate  taxation  have  never  l)een  nrl- 
.ented  m  their  entirety.    Given  the  laws,  it  is  necesT?  nm 

l.ut  u  may  bo  p«-r1inont  hero  to  rail  attention  to  IZonlnLT-^   ^  '"'''' 
«.».-»  fori,™,,.,.  „.  Vt  ,-«"«,  "n™  V„  "TMrii   m'p     '  ,f 

;.;™-i™,;..nit,pi;',;,,i/,Er::^^ 

Ot  the  general  legal  treatise,  on  taxation  only  a  few  ««•  devoteH  partic- 
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to  fonsidor  the  intorprotatioii  [mt  iip«iii  thrm  hy  the  courtH. 
Kvcn  tlien  we  hiive  only  the  It-Kiil,  not  the  economic  view;  for, 
unfortunately,  gcMxl  liiw  Ih  not  always  sound  economies.  It  is 
therefore  advisable  to  subject  the  le^al  principles  involvetl  to 
nn  analysis  from  the  economic  p<jint  of  view.    Only  after  such 

ularly  to  {f)nx>ratioiw.  The  mont  important  in:  .1.  H.  H«-uli',  Jr.,  The  Law 
oj  Foreign  Corpomlionn  nmi  Taxation  of  CoriHirntionH,  ttolh  Foreiyn  awl 
DomtiUir,  iioHtoii,  IWM.  In  th»>  onliiiury  Irriilim-H,  however,  fn^fiufiit 
n-ffn-nucs  are  made  to  corfMirat ions.  (/.  enfi.  'V.  .M.  Ondcy,  Tmitisr  onllu- 
Law  of  Taxation,  'M  «il.,  VMi;  It.  Di-Nty,  The  Amrriran  Imw  of  Taxation 
ag  lUlermined  in  the  Courln  of  taut  Resort,  Ht.  I'aiil,  IHKI;  W.  H,  liurroufcliM, 
A  Treatuw  on  the  Law  of  Taxatiim,  New  York,  1877,  new  e<l.,  INKl;  F.  M. 
Judoun,  The  Taxing  Power, Hl'^terirul  FakTal,xn  the.  I'nititil  Slatr>t,ii{.  \A>\m, 
lit03.  ('/.  alno  the  appropriate  chaptera  in  the  '-neyflopuHjic  wurlcH  on 
Corporation  Law  by  Cooli  (0th  ed.,  1908, 4  voLj.);  and  by  Thompson  (2d  «i., 
l'.K)S-1910,  7  vok). 

Material  on  corporate  taxation  will  be  found  in  th.>  hlHtoricH  of  taxation 
in  the  various  Htates.  Thew>  an-:  W.  M.  (ioiiKe,  Fixml  History  nf  Texas, 
lHa4-lH.52,  Philadelphia,  IHW;  T.  K.  Worthinnton,  Historical  Sketch  of  the 
Finances  of  Pennsylvania,  Baltimore,  1H87;  W.  V.  Hiiy-iU-r,  Cominnilium  and 
Brief  History  of  Taxation  in  Pennsylvania,  llarrixburKh,  I'.MHl;  \.  W.  Kvanx, 
.1  History  .if  Taxation  in  Ohio,  Cineinnati,  liMlO;  E.  W.  Itofiart,  History  nf 
Taxation  in  Ohio,  Columbus,  1!M2;  F.  A.  Wood,  History  of  Taxation  in 
Vermont,  New  York,  IWtt;  F.  II.  Noble,  Taxation  in  Iowa:  Historical 
Sketch,  present  Status  and  suggested  Hiforms,  St.  Ix)uis,  1897;  J.  E.  Drind- 
ley.  History  of  Taxation  in  Iowa,  2  vols.,  Iowa  Cil.\-,  1911;  E.  J.  B<'nson, 
Taxation  in  Kansas,  liultimore,  KKK);  J.  E.  Hoyle,  The  Fimineial  History 
of  Kansas,  Madison,  HK),S;  H.  V.  I'helan,  The  Financial  History  of  Wisconsin, 
Madison,  1908.  The  finunciul  histories  nf  Jom-s  on  Conneelicut,  UourIiis 
on  Massachusetts,  Kipley  on  Viniiniu,  and  Schwab  on  New  York  ucal  with 
the  earlier  [x'riiKls,  anterior  to  the  formation  of  corporations. 

Of  the  earlier  Germsin  literatun' — and  there  was  none  in  any  other  lan- 
guage— there  may  Is*  mentioned:  Dietzel,  Die  Hestenirimg  der  Aktiengesell- 
schnflen  in  Verhindung  mil  der  Genieindebesteuerimy,  C'olofme,  18.59;  G.  S. 
Meili,  " HeehtsKutachten  Uber  die  Besteuerunn  von  .Vktiengesellsehaften," 
in  Zeitschrift  fur  schweizerische  Gesetzgebung  und  lierhtspfiege,  1882,  p.  489 
el  neq.;  F.  Heoht,  "  Die  .staatliche  Besteuerung  der  .\ktienKe8ell8chaften  in 
Deutschland." in Finam  Archie,  vol.  vii.  ( 1890),  p.  :i7et seq.; G.  Schanz,  "Die 
Bt'steuerunn  der  .\ktien(zesell.schaften  in  den  deutschen  Staaten,"  in  Wochen- 
schnflfiir  Aktienrecht  wui  liankwesen,  1892,  no.  20. 

Since  the  first  edition  of  this  book  a  number  of  foreign  studies  have 
apiH-ared.  In  Germart  there  may  be  mentione<i  1).  Feitelberg,  Die  Einkom- 
nienshesteuerung  nickt  physischer  Personen,  Jena,  1900;  Wangemann,  "  Die 
Ileranziehung  der  .^ktiengea-llHchaften  zur  Gcmeindecinkommcnstcuer  ir 
Preu.ssen,"  in  Verwaltungsarchiv,  1901,  p.  489;  A.  Dehlingcr,  "Die  Besteuer 
ung  der  .Vktiengeseilschaften  in  W'Urttemberg,"  in  Finam  Archiv,  vol.  xxi. 
(1904),  p.  499;  F.  J.  Neumann,  "Die  Aktien-und  ahnliche  Gesellschaftea 
als  Itecht.-*-  und  als  .Steiiersuhickte."  in  Antialendes  Deiilsrhen  R^chs,  190."), 
pp.  :i21,  118,  t')()2;  F.  Dinglinger,  Die  staatliche  und  kommuruile  Einkommens- 
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an  examinnti.,,.  and  .•..mparison  of  Ih..  fu<?s  of  taxation  in  the 
LnitwJ  htate^  un.l  »,  KurojM-,  will  it  |„.  ,„,.„il,h.  „,  n-..h  any 
•onelu.sion«  that  may  lay  cluim  t..  s,.i,,.„|i,.  ,,n..iMon.     Only- 

be  made  the  basis  for  practical  reforms 

This  then  :«  the  program  of  the  present  series  of  chapters  on 
the  taxation  of  corporations.    The  great  imjH.rtance  of  having 

he  risk  o   tediouHneas,  to  an  examination  of  the  history  and  of 
the  actual  conditions  of  such  taxation  in  the  I'nitecl  Sta  es 

s^erltion.'      '^         '■"^''■''™  ""'"  '*  '"'^""'^^  ^"'  ^"^"^'^  '•^"■ 

I.  Early  Taxation  of  Corporations 

During  the  first  two  decades  of  th.-  nineteenth  century,  banks 

and  insurance  companu^  formed  the  .hief  examples  of  corpora- 

tions,  apart  from  the  numerous  turnpike  roads  an.l  toll  bridges 

Durmg  the  twenties  and  thirti,.s  th,;  deyelopment  of  transport 

tation  facilities  l.Kl  to  the  cn-ation  of  many  canal  and  railway 

companies;  and  .t  was  not  long  before  many  other  forms  of 

commercial   and   industrial   ..nterprise   followed   in   the  "an^ 

path  of  mcorporation.    The  early  tax  laws  made  no  mentil 

of  corrK>ration.s.    But  as  the  general  prop<.rty  tax  wa.s  in  vuLue 

hroughout  all  the  commonwealths,  it  wis  tacitly  as^um"d  tS 

he  pro,K^rty  of  artificial  as  well  a.s  of  natural  persons  Zx^t' 

Cor,K,rations  were  new  institutions  which  the  legislators  in 

h;wy-go-lacky  fash  on,  tried  to  tax  under  existing  meth  n  " 

whether  they  naturally  belonged  there  or  not.    Our  Solons  imd 

n  ULHtirmch,     in  Conra.l's  Jahrhucher,  vol.  8:j  (1904)    n   ^1<)-  W   f  •, , 

toilowing  vmt^  t  ri.f..r^t,^,'lu ■" '1  r,  '"u  ''"'^'"''  ^"''^'      ""^"^  '"  ^^e 

K  i'u«i-s  u  riicrs  to  the  conditions  us  thoy  cxistod  in  1012. 
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neither  the  leisure  nor  the  inclination  to  make  a  more  careful 
study  of  the  subject. 

The  first  commonwealth  law  which  treated  of  the  taxation 
of  corporations  in  general  was  the  New  York  law  of  1823. 
This  provided  that  "all  incorporated  companies  receiving  a 
regular  income  from  the  employment  of  their  capital"  should 
be  considered  "persons"  liable  to  the  general  property  tax. 
They  were  required  to  make  returns  to  the  county  officers  of 
all  their  property  and  their  capital  .stock,  paying  the  tax  them- 
selves and  deducting  it  from  the  dividends  of  stockholders. 
They  might,  however,  commute  the  tax  1  y  paying  to  the  treas- 
urers of  the  counties  where  they  transacted  business  ten  per 
cent  on  their  "dividends,  profits,  or  income."  (which  the  legis- 
lator evidently  presumed  to  be  identical).  These  taxes  were 
paid  by  the  county  officers  to  the  state,  and  were  then  credited 
to  the  counties  in  proportion  to  the  amount  of  stock  held  within 
each  county,  after  deducting  the  str,te  tax. 

In  1825  and  again  in  1S28  the  system  was  slightly  changed 
so  as  to  conform  more  closely  to  the  general  property  tax.  The 
tax  was  made  applicable  to  "all  monied  and  stock  corporations 
deriving  an  income  or  profit  from  their  capital  or  otherwise." 
The  real  estate  of  these  corporations  was  st^parately  taxed;  and 
in  addition,  they  paid  the  property  tax  on  their  capital  stock 
paid  in  or  secured  to  be  paid  in,  deducting  the  amount  paid 
for  real  estate  and  the  stock  belonging  to  the  state  and  to  liter- 
ary and  chai  '  able  institutions.  Manufacturing  and  turnpike 
companies  paid  on  the  cash  value,  not  on  the  amount,  of  the 
capital  stock;  turnpike,  bridge  and  canal  companies,  whose 
"net  income"  did  not  exceed  five  per  cent  of  the  capital  stock 
paid  in,  were  exempted:  while  manufacturing  and  marine  in- 
surance companies  undf  r  the  same  conditions  might  commute 
by  paying  five  per  cent  of  their  net  income.  It  is  thus  seen  that 
by  this  law  corporations  we."e  divided  into  different  classes, 
and  that  the  system  followed  was  the  general  property  tax, 
with  the  exceptions  that  if  a  corporation  had  no  profits  it  paid 
no  tax  on  its  stock,  and  that  certain  classes  might  commute  by 
|)aying  an  income  tax  to  the  local  officials.  Tins  remained  the 
tax  system,  except  for  banks  and  for  foreign  insurance  com- 
l)anies,  until  the  middle  of  the  century 

In  1853  the  total  exemption  of  non-profit-paying  corpora- 
tions was  abolished  and  ail  companies  were  taxed  on  their 
real  estate  and  on  their  capital  stock,  together  with  their  sur- 
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plus  profits  or  their  reserve  funds  in  excess  of  ten  per  cent  of  the 
capital,  with  the  same  deducticu-^  as  above.    All  corporations 
however,  whose  profits  did  not  equal  five  per  cent  on  the  capital 
stock  might  commute  by  paying  five  oer  cent  on  their  "net 
annual  profits  or  clear  income."    It  seems  that  very  few  ever 
availed  themselves  of  this  doubtful  privilege,  and  accordingly 
in  18o^  the  aw  was  again  changed.    The  principle  of  commu- 
tation was  abandoned;  and  since  there  was  no  distinction  be- 
tween profitable  and  unprofitaf)le  companies,  so  far  as  personal 
property  was  concerned,  all  corporations  were  taxed  on  their 
realty  and  on  the  actual  value  (not  the  amount)  of  their  capital 
stock  plus  the  surplus  profits  or  reserve  in  excess  of  ten  per  cent 
of  the  capital.    In  addition  to  the  previous  deductions  a  further 
abatement  was  made  for  the  capital  invested  in  taxable  shares 
of  other  companies.     The  remainder  was  then  taxed  in  the 
siime  manner  as  the  other  personalty  and  realty  of  the  county. 
This  remained  the  law  of  New  York,  with  the  exception  of  some 
spt>cial  provisions         o  banks  and  insurance  companies,  until 
the  recent  changes  la  the  taxation  of  corporations.     These 
changes,  however,  affect  only  tax  t ion  for  state  purposes,  leav- 
ing the  local  t^ation  still  gov<.rned  by  the  provisions  of  the 
aw  of  18o7.     Foreign  corporations,  however,  are  taxable  for 
local  purposes,  under  a  law  of  1855,  on  all  sums  actually  in- 
vested in  the  state. 

It_  appears,  then,  that  the  New  York  system  was  a  taxation 
01  the  real  and  personal  property  of  corporations  by  the  local 
a.ssessors,  and  that  the  personal  propertv  was  virtually  defined 
as  the  capital  stock  not  invested  in  real  estate.    In  the  other 
commonwealths,  where  corporations  were  tax(.d  at  all  they 
were  included  in  the  general  prop«>rty  tax;  and  most  of  the  laws 
lacked  even  such  provisions  as  those  of  the  New  York  statute 
m  reference  to  the  capital  stock.    A  typical  enactment  of  this 
kind  IS  the  Connecticut  law  of  1826,  which  provided  simply 
that    he  personal  property  of  a  corporation  shoul.l  be  taxed  in 
the  place  where  its  principal  business  was  transacted.    In  Ma.s- 
sachusftts,  on  the  other  hand,  where  the  first  general  law  ap- 
plicable to  manufacturing  corporations  was  passed  in  1832,  onlv 
the  real  estate  and  machinery  of  corporations  were  taxed.    In 
leu  of  the  tax  on  personalty  there  was  substituted  the  propertv 
tax  on  the  corporate  shares  in  the  hands  of  individuals,  a  nro'- 
portionate  amount  being  d(>ducted  from  each  for  the  part  of 
the  capital  stock  invested  in  m.-K-hin.-rv  and  in  real  (-tile     In 
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the  other  commonwealths,  when  the  corporation  was  taxed,  the 
shares  in  the  hands  of  individuals  were  usually  exempt.  The 
only  state  which  from  the  very  outset  broke  with  the  principle 
of  the  general  property  tax  was  Pennsylvania,  whose  method 
we  shall  learn  a  little  farther  on. 

With  this  oiie  exception,  then,  the  early  principle  of  cor- 
porate taxation  was  the  assessment  of  all  real  and  personal 
property  by  the  local  officials;  corporations,  in  other  words, 
were  taxed  by  the  same  method  a-s  individuals.  This  primitive 
system  has  been  retained  up  to  the  present  day  by  many  com- 
monwealths for  almost  all  classes  of  corporations;  and  in  several 
states,  indeed,  the  constitutions  require  that  corporate  property 
be  taxed  in  the  same  manner  as  that  of  individuals.  The  prac- 
tical defects  of  such  a  system,  however,  have  led  to  numerous 
changes  in  many  of  the  progressive  states,  and  the  tendency 
is  everywhere  away  from  the  original  plan. 

In  a  previous  chapter  we  have  seen  that  the  shortcomings 
of  the  general  property  tax  were  five  in  number;  inequality 
of  assessment,  failure  to  ic'ach  personalty,  incentive  to  dis- 
honesty, regressivity  and  double  taxation.  With  few  exceptions, 
these  objections  are  as  applicable  to  the  taxation  of  corporations 
as  to  that  of  individuals.  All  the  facts  here  to  be  recounted 
set  the  stamp  of  disapproval  upon  the  original  plan.  In  the 
words  of  a  celebrated  report  on  taxation,  this  method  of  assess- 
ing corporations  locally  on  their  general  property,  is  "as  a 
system,  open  to  almost  every  conceivable  objection."  ' 

II.  Development  of  the  Corporation  Tax 

As  a  result  of  these  practical  defects  many  commonwealths 
have  abandoned  in  part,  or  altogether,  the  taxation  of  corporate 
property  by  local  officials.  The  movement  away  from  this 
original  position  ha.s  taken  three  directions:  (1)  the  property 
of  transportation  companies,  especially  railroads,  has  Inn-n  as- 
sessed separately  by  a  special  board  and  according  to  well- 
defined  rules;  (2)  certain  cla.sses  of  corporations,  beginning  with 
banks  and  insurance  companies,  but  gradually  including  the  so- 

'  Taxation  of  Railnxuls  and  Railroad  Securities.  By  C.  F.  Adamfl,  Jr., 
W.  H.  Williatiis  ami  .1.  H.  Oberly,  a  Committee  appointed  at  a  Convention 
of  State  Hailroad  ("onimissidnprs,  to  examine  into  and  report  the  nietlio<is 
of  Taxation  ;i.s  respectM  Haiiroads  and  Railroad  .S«'curities  now  in  ust;  in  the 
variouis  .Stales  of  the  I'nion,  lus  well  aa  in  foreign  eoiintries;  and  further  to 
reimrt  a  plan  for  an  K(|uital>le  and  Uniform  System  of  such  Taxation, 
New  Yorit,  18S0,  p.  S. 
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called  public-service  corporations  and  in  not  a  few  Cases  other 
corporations,  have  heen  taxed,  not  on  their  property,  but  on 
certain  elements  supposed  to  represent  roughly  their  taxable 
capacity;  (3)  all  corporations  in  general  have  been  taxed  by  a 
uniform  rule,  according  to  principles  varying  more  or  less  in 
the  different  commonwealths. 

The  first  tendency  has  progressed  so  far  that  there  is  now  not 
a  single  commonwealth  which  applies,  for  both  state  and  local 
purposes,  the  primitive  methotl  of  the  general  property  tax 
locally  assessed,  to  railroads.    In  1895  there  were  still  nine  such 
states,'  but  in  1912  Rhotle  Island  formed  the  only  exception 
In  that  year,  however,  Rhode  Island  supplemented  the  older 
system  by  a  different  method.    About  two-thirds  of  the  Ameri- 
can states    have  broken  away  from  the  original  custom  so  far 
as  to  have  the  railroad  proi)erty  assessed  not  by  local  officials 
hut  by  a  state  board  known  under  various  names.^    The  tax  it 
is  true,  is  usually  imposed  at  the  customary  rate  of  the  general 
property  tax,  but  many  of  the  difficulties  of  local  assessment  of 
property  have  been  obviated. 

In  a  few  states  the  departure  from  the  primitive  system  is 
only  very  slight.  Thus  in  Louisiana  although  by  the  constitu- 
tion of  1898  a  state  board  of  appraisers  assesses  the  property 
corporate  real  estate  continues  to  be  taxed  at  the  locality  where 
situated  and  personal  property  at  the  domicile  of  the  corpora- 
tion. And  m  Texas,  while  the  comptroller  of  state  apportions 
the  rolling  stock  to  the  counties,  and  a  state  board  by  a  recent 

TPvi?"r!T'  ^Z  ^f^'''*'"'  Okl'ihotna,  Oregon,  Rhode  Island,  Tennessee, 
lexas,  L  tan  and  Washington. 

».\labaraa,  Arizona,  .Vrkansas,  Colorado,  Florida,  Georeia,  I.iaJ.o 
mIZ;.  V^r-  [««•»- Kansas  Kentucky,  Louisiana,  Michigan,  Missouri,' 
M.  n  ana,  Nebraska,  Nevada,  Xew  Hampshire,  New  Jersey,  Xi.w  Mexico 
Oklahoma  Oregon,  South  Carolina,  South  Dakota,  Tennessw,  Utah,  We.t 
V  rgima,  Vliishmgton  Wisconsin  and  Wyoming.  Mis.sis.sippi,  ()l,io,  Smth 
t-.  n)lma,  Texas  and  Virgmia,  which  also  use  this  newer  method,  supplement 
11  oy  s[)tTial  taxes. 

•  It  is  called  the  board  of  railroad  a.sses.sors  in  Kansas,  Oklahoma  and 
1  nnessee;  boanl  of  railroad  commissioners  in  .Vrkansxs,  Kentucky  and 
Mississippi;  board  of  pubHc  works  in  Virginia  and  West  Virginia;  bZ 
o  a.s«.s.sment  for  railroads  in  Alabama;  state  l^-anl  of  a.ssessors  in  Xew 
Jjrsey,  boaid  of  appraisers  in  Ix)uisiana;  corporation  commis.'fion  in  Xorth 
^aro^ina;  state  executive  council  in  Iowa;  board  of  tax  commissit^ners  or 
mrd  o  state  tax  commis-sioncrs  in  Indiana  and  Oregon;  and  board  of 
uiuaUzation  in  all  the  remaining  states  except  Florida  (where  the  a.sse.ss- 
m.nt  IS  pu,,  ,n  the  hand  of  the  attorney  general,  comptroller  an.)  f  rcnsur-D 
i.iu  icxas  (Where  it  in  in  part  entrusted  to  the  comptroller) 


i 


;t1 


^i 


150 


ESSAYS  IN   TAXATION 


m 


law  appraises  the  franchise,  the  real  estate  of  corporations  is 
still  assessed  in  the  old  way  by  local  officials.  In  most  of  tlie 
states,  however,  the  policy  of  centralization  of  assessment  has 
proceeded  much  farther.  In  some  of  the  states  which  practice 
this  so-called  ad  valorem  system,  the  state  board  assesses  the 
entire  property.  In  other?  it  assesses  the  roadbed,  rolling  stock 
and  all  other  operative  property,  i.e.  property  actually  used 
for  purposes  of  op)eration,  leaving  the  remainder  of  the  prop- 
erty to  be  appr^,ised  by  the  local  assessors.  In  still  others  the 
state  board  includes  over  and  above  the  tangible  property  the 
value  of  the  so-called  franchise.  As  soon  as  this  is  done,  how- 
ever, a  departure  is  made  from  the  principles  of  the  general  prop- 
erty tax.  For  although  an  individual  may  be  assessixl  to  the 
property  tax  on  his  so-called  intangible  property,  an  attempt 
is  rarely,  if  ever,  made  to  a.ssess  to  an  individual  the  good  will 
of  a  business.  Yet  a  co  porate  franchise,  as  we  shall  see  later, 
is  in  a  certain  sensi',  in  part  at  lei.st  analogous  to  the  good  will 
of  a  business  and  its  value  as  a  piece  of  property  can  be  reached 
only  through  a  consideration  of  the  corporate  earnings.  In 
proportion,  however,  as  the  assessment  of  franchises  acquires 
greater  importance,  the  simpler  machinery  of  ad  valorem  !i.sses.>;- 
mcnt  becomes  inapplicable,  and  this  method  of  taxation  really 
merges  into  the  one  to  be  discussed  below. 

In  not  a  few  of  the  states  which  lev>'  the  ad  valorem  tax  the 
so-called  unit  rul(>  is  followed.  The  first  provision  for  this  seems 
to  have  l)een  made  in  the  California  constitution  of  1870.  By 
this  is  meant  that  instead  of  the  property  of  the  corporation 
being  valued  piecemeal,  its  entire  value  is  appraisetl  as  a  unit. 
If  part  of  the  property  is  without  the  state  the  property  is 
none  the  less  valued  as  a  unit,  and  deductions  are  then  made 
to  corapen.sate  for  that  part  of  the  property  which  is  deemed  to 
be  without  the  state.  In  the  case  of  railways  relative  mileage 
is  usually  taken  as  the  riterion.  The  same  rule  is  observed  as 
between  the  various  local  divisions  in  the  state,  the  property 
being  assessed  not  by  local  a.ssessors  piecemeal  but  by  a  state 
board  as  a  unit.  The  existence  of  thf>  unit  rule  is  entirely  irre- 
spective of  the  particular  method  employwl  to  reach  the  value 
of  the  entire  property.  Sometimes  only  the  realty  and  the 
tangible  personalty  of  the  corporation  are  added  together; 
sometimes  the  value  of  the  intangible  personalty  is  addetl;  some- 
times the  value  of  the  so-called  franchise  is  taken  into  account; 
sometimes  the  result   is  nviched  hv  .".scert .lining  the  v.alue  of 
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the  capital  stock  or  again  of  the  stock  plus  the  bonds  and  either 
with  or  without  certain  deductions.  But  whatever  the  method 
of  ascortaining  the  value,  the  point  is  that  the  entire  value  of 
the  corporation  is  taken  as  a  unit. 

For  the  reason  mentionetl  above,  as  well  as  for  others  to  be 
discussed  later,  this  first  reform  of  railroad  taxation  has  not  been 
completely  satisfactory.  As  a  consequence  a  number  of  im- 
portant commonwealths-sixteen  in  all-have  wholly  or  par- 
tially abandonee  property  a.s  the  basis  of  assessment.'  The 
methods  adopted  by  them  are  comprised  in  the  second  of  the 
throe  tendencies. 

This  second  movement  away  from  the  property  tax  has  con- 
sisted m  subjectmg  particular  cla.sses  of  corporations  to  special 
taxes  on  other  elements  than  their  general  property.  It  will  be 
well  to  discuss  these  classes  in  order. 


^<. 


1.  Banks 

The  direct  taxation  of  banks  dates  back  to  the  beginning  of 
he  nineteenth  century.    During  the  war  with  England  the 

federal  government  imposed  certain  stamp  duties  on  notes  i.ssued 

or  discounted  by  banks.  But  this  law  of  1813  contained  a  fur- 
her  provision  permitting  the  banks  to  compound  for  the  duty 

l)v  paying  one  and  a  half  per  cent  on  the  amount  of  the  annual 

•iiv  laends. 

The  first  state  law  providing  for  a  direct  tax  on  banks  was  the 
(.eorgia  act  of  1805,  which  levied  a  tax  of  two  and  a  half  per 
cent  on  their  capital  stock  and  one-half  of  one  per  cent  on  thdr 
.-.rculation      New  Jersey  folIowt>d  in  1810.  ui\h  a  tax  of  one 

h!!nk^  t1^'  TT;  ""  u'"  ''""'  "f  ^''^P**''^'  ^^^"^k  of  specified 
l).mk..  The  first  Massachusetts  law  wa.s  the  act  of  1812  which 
.mp«,sed  a  tax  of  one-half  of  one  per  cent  on  the  amount  of  their 

'.'rt''  ,?  iKM  /  i  """";  ™P«'^''^"t  '«^'  was  the  Pemisylvania 
•Kt  01  1814,  for  Pennsylvania  from  the  very  outset  assumed  an 

'Of  these  nine  states  use  only  the  new  methwl— Connecticut  California 
Kirr-  ^''"T-  ^'"'-^■''^^"^'  •^''^'''■husettH.  Minnesota,  New  ^fk  and 
I  •nn.ylvan.a^  \ormont  u.^  the  new  system  a.s  an  alt;mative  methc^ 
M..ss.s.„pp,,  Ohio,  .North  Carolina.  Rhode  Island,  Texa-saTd  Vinn^Il^: 
P<..s..  Mm.iar  taxes  ,n  addition  to  the  ad  valorem  System.  IlLoi™  the 
method  only  ,n  the  ca,se  of  one  railroa,!.    Miehi^an.  Washington  a^dVVis 

onsm.t  onetime  employed  the  newer  methml.l.t'sub^uentlv"  ertS 
t;l;:jl.'"f ;"'  ■">•«'!""•     ^'""^  Dakota  a.  one  time  emploveil  the  new 

""  •  '  ^"t^niativc  ^yBt,.i„,  umij  j,  ^aa  declared  unconstitutional. 
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attitude  different  from  that  of  the  other  states.  According  to 
this  law,  banks  were  taxed  at  the  rate  of  six  per  cent  upon  their 
dividends  or  net  profits;  if  exempted  from  the  national  tax,  the 
rate  was  to  be  eight  yyor  cent.  In  1824  the  rate  was  definitely 
fixed  at  eight  per  cent,  and  a  few  years  later  the  principle  of 
graduated  taxation  wjvs  introducwl.  The  act  of  1835  imposed 
on  banks  of  issue  a  tax  on  dividends,  which  varietl  from  eight 
to  eleven  per  cent  an  the  dividends  were  under  six  or  over  eight 
per  cent;  and  in  1840  banks  were  also  subjected  to  the  capital 
stock  tax  imposed  on  all  corjwrations.  In  1849  the  dividend 
tax  was  increased.  In  1850  a  tax  of  four  and  a  half  mills  on 
capital  stock  was  substituted  for  the  earlier  general  tax,  but  in 
1852  this  was  repealed  and  the  old  tax  reintroduced,  which  in 
1859  was  extended  to  banks  of  discount,  deposit  and  savings 
institutions.  In  1861  the  progressive  tax  on  dividends  was 
increased  so  as  to  vary  from  eight  per  cent  if  the  dividends 
were  six  per  cent,  up  to  thirty  if  the  dividends  were  twenty- 
five.  In  1866  a  tax  of  one  per  cent  was  imposed  on  capi- 
tal stock,  in  lieu  of  all  other  taxes  on  the  capital  stock  of 
banks,  and  after  some  minor  changes  the  whole  system  of 
taxing  banks  was  replaced  in  1889  by  the  method  to  be  ex- 
plained below. 

Ohio  and  Virgmia  were  the  only  other  states  which  began, 
and  for  some  time  continued,  to  tax  banks  on  dividends,  although 
several  states,  like  Vermont,  in  chartering  special  banks  some- 
times inserted  a  provision  in  the  charter,  reserving  a  portion 
of  the  profits  or  dividends.  In  Ohio  a  tax  of  four  per  cent  on 
dividends  was  imposed  in  1815,  but  in  1816  the  general  banking 
law  obliged  the  banks  to  set  aside  profits  which  at  the  expira- 
tion of  the  charter  would  amount  to  four  per  cent  of  the  total 
stock.  In  1825  this  charge  was  commuted  into  a  tax  of  from 
two  to  four  per  cent  on  dividends,  and  in  1831  the  rate  was 
raised  to  five  per  cent.  In  1845  banks  were  required  to  pay, 
in  lieu  of  the  tax  on  dividends,  six  per  cent  on  the  profits,  de- 
ducting expenses  and  ascertained  losses.  Five  years  later  the 
taxation  of  profits  or  dividends  was  abolished,  "and  the  banks 
were  henceforth  taxed  at  the  rate  of  the  general  property  tax 
on  the  amount  of  their  capital  stock  and  contingent  fund.  In 
Virginia  the  dividends  tax  did  not  begin  until  1846,  when  the 
banks  were  requir(Hi  to  pay  one  and  a  quarter  per  cent  on  divi- 
dends. This  rate  was  gradually  changed  until  during  the  Civil 
War  it  reached  sevento«>n  per  cent.    In  1870  a  new  system  was 


:1K^ 


m^. 


THE   TAXATION  OF  CORPORATIONS  ir,3 

introduml  ba.so<i  partly  on  r-apital  stock,  partly  on  incomo 
or  dmtlends  above  SI, 500;  but  in  the  following  vear  the  present 
method  was  adopted. 

While  Pennsylvania  and  Virginia  were  the  only  eommon- 
wealths  to  retain  dividends  as  the  basis  of  taxation,  a  few  .fites 
taml  banks  on  their  capital  stock.    Thus  the  Massachusetts 
tax  of  1812,  changed  in  1828  to  a  tax  of  one  per  cent  on  the 
amount  of  the  capital  stock  actually  paid  in,  remained  in  force 
practically  without  change  until  the  Civil  War,  when  the  state 
banks  were  superseded  by  the  national  banks.    This  tax  was  in 
addition  to  that  levied  on   the  individual  stockholders  but 
cunously  enough,  it  applied  only  to  the  chartered,  not  to  the 
free  banks.      In  Louisiana  a  tax  was  imposed  in  181.S  on  the 
stock  m  trade"  of  all  banks;  and  in  Kentucky  a  tax  was  levied 
in  1818  on  the  capital  of  the  branches  of  the  Bank  of  the  United 
States.     In  other  states,  again,  a  special  tax  was  levied  only 
on  the  proportion  of  the  capital  stock  ownefl  by  non-residents 
as  in  the  first  Connecticut  law  of  1^30,  which  impos(-d  such  a 
tax  at  the  rate  of  one-third  of  one  p<.r  cent.    In  mosi  (.f  the  com- 
monwealths, however,  the  special  state  taxation  of  capital  stock 
came  much  later,  since  the  principle  of  the  propertv  tax  pre- 
vailed.   When  the  capital  .stock  wa.s  taxed  at  all,  it  wa.s  simply 
a.s  representing  the  personal  property,  and  hence  it  was  taxable 
locally  at  the  general  rat(>  of  the  property  tax.    The  real  estate 
was  taxed  separately,  as  in  New  York,where  the  personal  prop- 
erty tax  was  levied  on  bank  stock  and  was  pavable  by  the  cor- 
poration.    According  to  the  law  of  1823,=  the 'tax  was  asses.,.,! 
on  the  par  value  of  the  stock,  but  in  1JU7  the  ba.sis  was  changed 
to  the  actual  market  value  of  the  stock,  without  deduction  for 
debts.    It  IS  worthy  of  note  that  in  North  Carolina,  where  the 
ta.xation  of  capital  stock  did  not  come  unti'  18o9,  the  rate  of 
the  tax  varied  with  the  dividends. 

Since  the  inception  of  the  national  banking  svstem  most 
of  the  commonwealths  have  again  changed  their  methwls  of 
axing  banks.  The  history  of  this  change  can  be  well  traced  in 
the  legislation  of  New  York.  According  to  the  laws  mentioned 
above,  banks  were  taxable  on  so  much  of  their  capital  stock 
as  represented  their  personal  property.     Under  these  acts  the 

RrJi^^  "nT^T  °'  ^^'•'  P"'"*  ■'^'  ^^"-  ^-  '''*<'^™'''  7"*^  T'""'*""  of  Stale 
aanh.i.     Uoston,  ISCVi. 

'One  of  fho  earliest  .lisriw^'-ns  of  \h,-  hnnk  tnx  •=  *.o  h^.  fr.u>-„i  in  «   M 

^i°V>iins,i>peechontheSiihjertoflax>n,/DnnkSlork.     .\lbany.  1822. 
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banks  clalnicd  exemption  for  that  part  of  their  capital  invested 
in  United  States  bonds;  but  their  elaim  wjus  disallowird  l)y  the 
court  of  appeals,  on  the  ground  that  no  unfriendly  discrimina- 
tion was  thereby  shown  to  the  United  States  as  a  borrower.    In 
1862,  however,  the  national  government  provide<l  by  law  for 
the  total  exemption  from  state  taxation  of  all  stocks,  Ijonds 
and  other  s(>curities  of  the  United  States.    The  court  of  appeals 
then  held  that  this  provision  applied  only  to  stock  and  bonds 
issued  after  the  date  of  the  law,  but  that  all  securitit's  i-ssuitl 
prior  thereto  were  still  taxable,  according  to  the  state  statute. 
This  decision  was  reversed  by  the  federal  Supreme  Court,  which 
held  that  any  "stock  of  the  United  States  constituting  a  part 
or  the  whole  of  the  capital  stock  of  the  bank  is  not  subject  to 
state  taxation."     The  legislature  then  sought  to  evade  this 
decision  by  enacting  that  banks  should  1m>  taxable  "on  a  valua- 
tion equal  to  the  amount  of  their  capital  stock,"  with  similar 
deductions  and  exemptions  as  in  the  hiw  of  18.57;  and  the  court 
of  appeals  pronounced  this  law  valid,  on  the  ground  that  the 
tax  was  on  capital  stock,  and  not  on  property.    This  decision 
wius  in  turn  reversetl  by  the  Suprem*;  Court,  which  held  the  tax 
to  be  levied  on  the  property  of  the  bank,  and  therefore  subject 
to  deduction  for  non-taxable  investments.     In  1864  the  na- 
tional banking  act  was  pjussed,  which  permitted  the  taxation 
of  national  bank  shares  in  the  hands  of  individuals,  but  not  at 
a  greater  rate  than  other  moneyed  capital.    This  gave  the  New- 
York  legislature  the  desired  opiwrtunity,  and  in  1865  it  enacted 
a  law  pro\'iiling  that  all  shares  in  national  banks  should  be  in- 
cluded in  the  valuation  of  the  personal  property  of  individuals. 
The  court  of  appeals  held  t^  is  to  be  valid.    It  must  be  remem- 
bertnl,  however,  that  the  state  banks  were  still  taxed  on  their 
capital.    The  Supreme  Court  of  the  United  States  now  upheld 
the  principle  of  the  taxability  of  shares,  on  the  ground  that  u 
tax  on  the  shares  in  t>ie  hands  of  imliviiluals  was  not  a  tax 
on  the  capital  of  the  bank.     Nevertheless  it  reversed  the  New 
York  decision  on  a  minor  point,  namely,  that  since  the  capital 
of  state  banks  investetl  in  national  securities  was  exempt,  a 
tax  on  the  capital  was  not  equivalent  to  a  tax  on  the  share- 
holders, and  hence  to  tax  -staic  banks  on  their  capital  and  share- 
holders of  nati ...al  banks  on  their  shares  constitutetl  a  dis- 
crimination against  national  banks.     This  decision  led  to  the 
New  York  law  of  1866.  which  alK>lisht'd  the  taxation  of  bank 
capital  and  nrovide-J.  f.,r  th.>  taxati.Mi  f-f  -liareholders  of  both 
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state  and  national  hanks  in  thr  samn  way,  i.,.,  on  th.-  value-  of 
the  shares,   with  r|.-.lu(ti.,n.s  f.,r  tfu-  capital  inv.-«t<.l  in  n-al 
estate.    The  hanJcs  were  no  U,tifi;,r  taxwi  r,n  thfir  capital    but 
were  required  to  retain  the  divirl.nd.s  from  the  stoekhold.rs 
until  the  tax  was  paid.    The  Supreme  Court  sustained  this  i-iw 
holding  that  no  de<luftion  HhouLI  \h:  mad.-  from  the  valu.-  of 
the  shares  for  any  part  of  the  bank's  c-ar,ital  which  might  consist 
of  .  nite<l  htates  lK>n.ls.    Later  it  deci.lci  the  state  tax  on  -hares 
to  Ix'  valid,  even  if  it  were  collect.-fl  fr.,m  the  banks.    Th.-  ques- 
tion then  arosf;  whether  it  was  comfx-tent  for  the  >harehold.-r 
to  .h.luct  the  value  of  his  debts,  a.s  wa.s  the  rase  in  the  taxation 
of  all  other  personal  pr.,perty.     The  court  of  apfK-als  de.i.led 
in  186.  ,n  the  negative,  hol.ling  that  there  could  U.  no  decJuction 
of  debts  from  the  assessment  of  bank  sharehoMer<.    This  c-i.se 
s  umU-refl  for  thirteen  years;  but  in  1880  a  decision  involving 
this  precise  question  was  revers.-<l  by  the  United  .States  Su- 
preme Court  on  the  ground  that  -'the  prohibition  agaia«t  the 
faxation  of  national  bank  shares  at  a  greater  rate  than  that 
imp.*^  upon  other  mrmey.-,!  capital  could  not  In-  evaded  bv 
the  tsse-ssment  of  ef,ual  rates  of  taxation  upon  unequal  valua- 
ion-,.       Ihe  coasef)uence  was  an  alteration  in  the  New  York 
law.  which  now  in  188()  p*.rmitte<l  the  .>ame  deductions  as  in  all 
o  her  taxable  property  and  which  provider]  for  the  assessment 
0   shares,  whether  owneri  by  residents  or  non-residents,  at  the 
place  where  the  bank  was  locateri.' 

Thr^  result  of  this  development  was  that  bank  shareholrlers 
fmi.l  a  large  proprjrtion.  and  in  some  towns  the  greater  p-irt  = 
ot  all  the  taxes  on  per^nal  prr,perty,  and  that  thr-v  alone 
were  unable  to  evarle  the  fitherwi.sf,  .sr>  laxlv  .-xecuted  tax 
on  pers^malty.  A  later  attempt  of  the  bank,  to  remerlv 
this  obviou3  inef,uality  was  fru.trate<l  bv  a  rlecision  of  the 
^upreme  Court  that  the  worrls  '•  moneyed  rapital"  in  thr- 
revised  statutes,  are  practically  confin.fi  t..  banks  anri  pri- 
vate money  lenders,  and  that  rh.-  imp.^ition  of  a  lowr-r  rat.; 
•  For  eontemporar>-  vir-ws  <^  Th^  Sm,  and  Saiior.nl  Hank..  Th,  Q,^,. 
urn  ■'  "'  -y""  ^'^^'  '"  '■'''^"'''  '«  fi"'"^-  Tnmimn,  \.-w  V.,rk  ls7*V  T  f 
;      1     "  illiam....   Thf  .\ntioT,al  Hard<  ar.l  State  Taxatmn.  .V,.«-  York     IssT* 

v'w'  v^l^l'^'^'^'"'^"-^"  ^'"'^='"''  -i'^^tion  upon  Hank  Taxalton. 
.y*  V,    1  ork.  ISi  .>-ls.sr>, 

'  In  Albanv  fh*.  hanL-;!  r>.»;  I  c.-...  „.„L.  _^.     r.     f    "      _ 

■^"j.  I  ork  itale  A.i.ie^«yr^   Report.  IsT-?.  p   Irj. 
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of  luxation  on  other  oor|K)nitions  docs  not  invalitlato  th«>  l)ank 
tax.' 

Tht'  system  of  taxing  hanivs  that  had  boon  reached  in  Now 
York  by  the  close  of  the  nineti-entli  century  is  now  general 
throughout  the  Unitoti  States.    It  may  Imj  summed  up  as  the 
separat*'  taxation  of  tlie  real  (state  ownoti  by  the  bank  together 
with  a  tax  paid  by  the  bank  and  then  withlield  from  (Uvidonds,* 
levied  somctinics  l)y  local,  but  more  frequently  by  state,  ofTi- 
cials  on  the  value  of  the  shares,  less  the  value  of  the  real  estate 
and  other  exempt  property.    In  only  a  few  .states,  like  Maine, 
Maryland,  New  Hampshire,  New  Jersey,  Oregon,  Texas  and 
Vermont,  is  the  primitive  metho<l  followed  of  attempting  to 
assess  the  shares  to  the  owner  where  they  reside;  and  even  in 
many  of  these  instances  an  exception  is  made  in  the  case  of 
national  banks  and  of  non-resident  stockholders,   when  the 
tax  is  assessed  to  the  bank  itself.     In  most  states  the  same 
method  is  applied  to  state  and  national  banks.     In  the  eyes 
of  the  law,  the  tax  although  assessed  at  the  bank,  is  generally 
considered  to  be  a  tax  on  the  shareholders,  advanced  by  the 
bank.  As  a  matter  of  fact  th-  tax  is  in  most  cases  a.ssessed  in 
the  name  of  the  shareholder,  and  has  even  been  declared  invalid 
if  the  law  does  not  grant  in  specific  terms  the  right  to  collect 
the  tax  again  from  the  shareholder.^    Practically,  of  course, 
it  is  not  a  tax  on  the  shareholdiTs,  because  of  the  familiar  fact 
that  new  purchasers  of  bank  shares  will  escape  the  tax  through 
the  operation  of  the  principle  of  capitalization  of  taxation.* 

The  shares  are  generally  taken  up  at  market  or  book  valui  ; 
but  in  some  cases  book  value  is  not  admitted  and  in  others,  arbi- 
trary methotls  of  a.'^certaining  the  value  are  prescribed.  Thus  in 
Now  Jersey  the  assessors  until  recently  added  the  capital  stock, 
surplus  and  undivided  profits;  deducted  the  value  of  the  non- 
taxable securities  and  of  the  real  estate;  and  then  divided  the  re- 
mainder by  the  number  of  shares.    The  result  Was  an  assessment 

'  Tho  c;usps  in  thoir  order  arc  iw  follow.^:  23  N.  Y.  192'  T)  N  Y  163-  '» 
HIaek.  K7():  2  Wall.  2(X);  ;«  X.  Y.  ItU;  Pi«ple  vs.  W.-avt'r.  3  Wall'  o7:i'  4 
\\  all.  21 1;  »  Wall.  3.-^;  30  X.  Y.  Mi;  Van  .Vllon  vs.  .\ss,.s.s<,r8,  100  U.  S.  530; 
Mcrcanlilc  Xalional  Hank  ivs.  Xcw  York,   129  U.  S.  ISH. 

-  The  Supn-ine  Court  has  repeatally  hel.l  that  the  tax  on  the  share- 
huM.r  may  Ih'  re<iuir<><l  to  N-  i)ai(l  by  thpcorr)<)ration.  AlH-nl«>cn  Bank  t.» 
Chehalis  County.  UH)  I'.  S.  440;  Merchants'  Bank  tvi.  I'ennsylvania,  107 
V.  S.  401 ;  Cleveland  Trust  C()mp.".ny  vs.  Lander.  1S4  I'.  S.  111. 

'  Home  .Savings  Hank  vs.  lies  .Moines,  20o  L".  S.  503. 

«.Si-e  y.-j/r.^,  chap,  ^^ii,  see.  vi. 
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which  is  in  fru  rases  .v.-n  approximafolv  rqual  to  oithor  xhv  m,.r 
ketorthcparvalu..-    .S<.  in  I.Jaho  l,v  a  law  o,  HU2hc     .rX 
and  und,vuJ,Kl  profits  ar..  ..M  to  th.  fa.,,  valu.  of     ,■  '  I     ",' 
and  the  amount  of  the  c-apiral  inv..t..l  in  r.  al  r^tat.  is   h.n     ■ 
ducted.    In  «om.  ra^cs  a^ain,  whcro  it  is  rustornary  to  L., 

t'^T    f  fi*r'-'  "  ^''*''"-  "^  '^-^  ^'■'■''  ^•^'"'•-  "'^'  '-'■  profile's 

put  mto  the  as.s.^sm.nt  hst.    In  Iowa,  for  instan.v,  it  i~  twen  v 
per  cent;  in  Idaho  fortv  [ht  cent.  iwf  ni> 

In  most  of  the  states,  even  where  the  ass,.ssment  of  i,inlc 
Jharc.  js  fixed  by  a  .state  official,  the  proceeds  are  dl  r  h Zl 
^^.  the  Iocaht.es  .n  which  J.e  shareholders  re-id...    4  .      ^ 
monwealths  have  en..cte<l  n.ore  r|etaile,|  provi.i.ms  to  a  oid    he 
confusion  arLsing  from  the  taxation  of  nori-re-idents'  ^rx-k     Tt 

Ides    hat    he  as.ses.,rs  of  a  town  where  ...  national  hank  i^ 
onitHl  shall  om.t  from  the  town  valuation  all  share,  he "|  ! ' 
non-residents  and  that  the  tax,.s  paid  hv  th<    i,ank  on    hes  . 
.shar..s  shall  be  crf.<lited  to  the  sf  ,te  " 

Lnited  States.     Since  the  commencement   of  the   twentieth 
c^nturj'  however,  a  numfx-r  of  states  have  substituted  a  s^.ci 

n  l.t().3,  providf.s  for  the  :mposition  of  a  tax  of  one  p^.r  cent  on 
the  value  of  the  bank  stock,  whi.h  is  arrived  at  bv^.dd  n  '  t  " 
d';  r  '^''^P^'i  f-k,  surplus  and  undivided' pn^^nd 
l>v.ding  the  result  by  the  numU-r  of  shares.     Owing  to    I . 

orT  The'  T^^t  u   '"'"^^'•^"  '''  ^^^'  -''-  "^  ^^'-  "'  'i' 
hM      ^^^"•f^'^W^r  ^ntitlH  to  any  deduction  for  debts,  a 

i^'  <ount>  officers  and  is  then  di~tril,ute.l  to  the  lo.aiitie.      h, 

■1th    he  differenre  that  the  amount  of  the  n  al  .state  1,„  .lU- 
n^xable  is  de<lucted,  and  that  the  tax  i„  pavable  to  the  stat 
The  Cahforma  tax  is  in  li.u  of  all  oth.r  taxes  and  lieen   .s' 
.^ta  e  and  local,  except  the  local  tax  on  real  ...tate     In  Conn^'  t 
.cut  since  1901  the  bank,  pay  to  the  state  a  ta.x  of  one  ^  r'.r!; 

fur  111  fit  Ls  now    I'll'.,,  ,V     i"    '""-'■'  ■■"  "■"'•'■'  ■''  -r,  ir.ii.M.lt-r  difhur:  n 
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on  thp  market  value  of  the  «lmri's,  !«>!*«  the  amount  of  the  real 
ewtatc,  but  the  tax  is  then  roturm'd  to  the  towns  in  proportion 
to  their  sharehoklinKs.  The  tax  on  non-resident  Hharcs,  how- 
over,  Roos  to  the  *own  where  the  hank  is  loeatccl.  In  Penn- 
sylvania by  somewhat  earUer  leKinlation  (namely,  the  laws  of 
1870  and  of  1881  tis  amen.'<Hl  in  1889,  i891  and  1897)  the  banks 
may  pay  the  so-call«Hl  four  mills  tax  on  the  aetual  value  of 
their  shares  or  a  ten  mills  tax  on  the  par  value  of  their  capital 
stock.  In  the  four  mills  tax  the  value  of  the  shares  is  ascer- 
tained by  adding  together  the  paid  in  cc,  ital,  surplus  and  un- 
divided profits  and  dividinK  the  result  by  the  nimilwr  of  shares, 
whereupon  the  bank  is  exempted  from  the  state  tax  on  personal 
propi-rty  and  from  local  taxation  on  st)  much  of  its  capital  and 
profits  as  is  not  investcnl  in  real  estate,  but  including  in  the 
exemption  any  Imnds  or  mortgages  whether  of  individuals  or 
corporations  held  by  them.'  If,  however,  they  elect  to  pay  the 
ten  mills  tax  on  par  value  they  are  not  relieved  from  the  pay- 
ment of  the  tax  on  mortgages.  Accordingly,  virtually  all  the 
banks  choose  the  four  mills  tax.  National  banks  are  in  any 
case  exempt  from  the  state  tax  on  mortgages.  A  thre<>  p<>r  cent 
net  earnings  ta.<,  changed  in  IJK)!  to  a  gross  earnings  tax,  applies 
only  to  unincorjwrated  banks  without  capital  stock.  \n  Delaware 
there  is  a  tax  of  one-fifth  of  one  per  cent  on  the  Ixwk  value  of  the 
bank  shares,  paid  to  the  state  in  lieu  of  all  state  tax(»a  except 
franchise  taxes;  and  there  are  also  special  taxes  on  seven  of  the 
older  banks  in  the  .state.  In  some  of  the  Southern  common- 
wealths, as  North  Carolina  and  Florida,  we  find  in  addition  to 
the  tax  on  bank  shares  a  license  or  occupation  tax  fixed  accord- 
ing to  the  capital  or  the  business  transacted.  Again,  in  a  few 
states,  especially  in  New  England  where  it  is  customary  to  tax 
the  deposits  of  savings  banks,  we  find  special  taxes  on  bank 
deposits  in  general.  So  in  Connecticut  bank  deposits  are  taxed 
in  the  sam<'  way  as  savings  bank  deposits,  descril)ed  below;  and 
in  Maine  banking  companies  pay  one-half  of  one  per  cent  on 
average  amount  of  interest  on  time  deposits  and  deposits  bear- 
ing interest  of  three  per  cent  and  over,  deducting  the  value 
of  federal,  state  and  local  bonds.  In  Vermont  national  bank 
deposits  bearing  more  than  two  per  cent  interest  are  taxed  at 
a  special  rate  of  three-twentieths  of  one  per  cent. 

'  This  w£j  decide*)  in  Commonwealth  is.  Cluirton  Slc-I  Co.,  222  Pa. 
2ft:j  (1898);  and  People's  .Suvinns  Bank  r«.  Monongahela  Consolidated  (' 
liiid  C.  Co.,  29  i'a.  oujKfrior  Ct.  153  (190S). 
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Finiilly  then-  arc  u  few  ca.si^  of  s,HMial  taxation  on  foreiRn 
»)anks.  New  York,  for  iastuntv,  levi-s  a  tax  of  five  {kt  c.nt  on 
the  intereHt  of  moneys  loamil  or  eniploy.-d  within  the  .stat<.  and 
Maine  taxes  the  branches  of  foreign  hanks  at  the  rate  of  tJiree- 
(luarters  of  one  per  cent  on  the  amount  of  husine-s  transacted 
within  the  state.    CaUfornia,  on  th..  otiier  hand,  taxes  hraiiches 
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or  aRcncies  of  foreign  banks  on  tiieir  ca|)it.> 
liie  state  at  the  same  rat<-  as  don-cstic  bur 

like  Idaho  tax  foreign  banks  at  the  ortlir 

average  of  moneys  used. 
Since  the  advent  of  trust  companie 

quentiy  been  extended  to  them,  as  in  '^ 

a.s  in  many  of  the  New  England  cor    i. 

companies  are  taxed  like  savings  hi    k 

in  general.     In  other  ca.s<'s  again 

metho<ls  apply  to  banks,  savings  ba.. .. 

panics.    Occasionally  also,  as  in  Idaho,    . 

I)anies  are  included  in  the  system  of  bank  i  v 
There  remains  the  subject  of  savings  b, 

incor:>.  rated,  as  is  usually  the  case  in  the  wi 

taxable  in  the  same  way  as  banks  proiM-r.    This  is  true  also  in 

I  ennsylvama,  even  when  they  are  not  incorporated,  for  in  that 

sta^e  they  pay  the  same  special  taxes  as  banks  in  general     In 

New  York  they  are  taxable  only  on  surplus.    In  New  England 

hovever,  the  custom  is,  and  hjis  for  a  long  time  been   to  t-ui 

savings  banks,  which  are  almost  always  unincorfwrated  on  their 
dc|)osits.    In  Massachusetts,  where  up  to  that  time,  the  d(>t)osits 

haci  U-en  nominally  taxable  as  the  iH>rsonal  nroj    -ty  of  the  in- 
dividual depositors,  the  new  system  v-auie  into  use 'in  18()2-  in 
\  crmont,  not  until  1878;  in  the  rest  of  /.ew  Enghin.l,  in  the'in- 
tcrval.    The  rate  of  tax  is,  however,  in  every  case  far  below  that 
<.n  property  m  general;  >  and  it  is  customary  to  allow  various  de- 
ductions   Thus  in  Mas.sachu.setth  the  rate  is  oni-half  of  one  mr 
cent  on  deposits,  less  the  amount  invested  in  taxable  n'ai  estate 
■nortgages  and  state  bonds.     In  New  Hampsl  j-,'  the  rati-  is 
tlirce-quarters  of  one  per  cent  on  deposits,  H-ductin.:  th,.  amount 
investiHl  m  real  estate,  mortgages  bearing  luA  more  than  fiv.- 
per  cent  interest,  and  state  and  local  bonds.     In  the  cnse  of 
NjH'cial  deposits,  however,  the  rate  is  one  per  cent.    In  X'ermonl 
iticre  is  a  tax  of  seven-tenths  of  one  per  <-ent  on  the  deposits  and 
•N.w'v'.irk'""^  ^  ^'  Abbott,  ObjeeUvns  to  the  Truauon  „j  ^urimjx  iinriU 
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accumulutions  lesjs  the  amount  iHvt»<t«'«l  in  roiil  estate  or  in  fcnltTiJ 
ixjnds  (if  not  more  than  ten  {ht  cent  of  the  assets),  and  exelud.ng 
also  individual  deposits  over  $2,(MK),  providetl  thi-se  are  listed  to 
the  depositors  where  they  reside.*  In  Maine  a  tax  of  five-eighths 
of  one  per  cent  is  imposed  on  the  deiwsits,  reserve  fund  and  undi- 
vided profits,  with  deductions  for  the  assesswl  value  of  real  estate, 
the  amount  invested  in  federal  bonds  or  in  shares  of  corporate^ 
stock  which  are  tax-free  to  stockholders  by  law,  and  deducting 
also  two-fifths  of  any  other  ass«!ts  which  are  invested  in  the  stat«'. 
In  Connecticut  there  is  a  tax  of  one-tjuarter  of  one  per  cent  on 
deposits  exclusive  of  the  suri)lus  over  $')0,000  and  over  the 
amount  invested  in  real  estate,  in  state  or  local  Iwnds  issued 
to  aid  railway  construction  or  in  the  stock  of  banks,  trust,  insur- 
ance, investment  and  bridge  companies.  In  Rhode  Island  the 
tax  is  at  the  rate  of  four-tenths  of  one  per  cent  on  deposits  and 
undivided  profits. 

Outside  of  New  England  the  tax  on  savings  banks  deposits 
is  found  only  in  Maryland  where  the  franchise  tax  on  savings 
banks  amounts  to  one-tjuartcr  of  one  per  cent  on  the  dep<jsits, 
three-fourths  of  the  tax  going  to  the  place  where  the  bank  is 
located,  and  one-fourth  going  to  the  state.  In  many  .states 
outside  of  New  Englaml,  however,  deposits  in  savings  banks 
are  noniinaliy  taxable  to  the  owner  as  part  of  his  personal 
property.  In  New  York,  however,  such  deposits  are  exempt 
l)y  statute. 

In  the  matter  of  bank  taxation,  therefore,  we  are  beginning 
to  reach  jniformity,  with  the  exception  of  savings  banks 
in  the  New  England  states.  Two  points  are  especially  to  be 
emphasized  in  i\w.  present  situation.  One  is  that  bank  taxa- 
tion has  been  comparatively  successful  in  proportion  as  we 
have  attempted  to  apply  to  the  propx-rty  tax  what  in  the  case 
of  the  income  tax  is  usually  called  the  stoppage-at-source  system. 
That  is,  not  tlu  income  receiver,  or  in  this  case  not  the  owner  of 
the  property,  is  taxed,  but  the  corporation  which  pays  out  t^eiii 
come  or  wliich,  in  this  case,  represents  the  owner  of  the  pro^H-rty 
an<l  deducts  the  tax  from  t  he  income  of  the  property.  The  second 
point  is  tli.it  the  uniformity  which  has  In-en  attained  h.is  been  to  a 
large  extent  imposed  upon  tlie  states  by  national  law.  Were  it 
not  for  the  existence  (»f  the  n.'itional  banks  and  the  i)rovision  "f 
the  national  b.inkiiig  law  of   180^1  ;us  to  equal  taxation,  men- 

'  Di'IMjsits  iiiiilcr  Sl'.IMM)  :irr  i-xcnipl  from  any  taxation. 
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tiont-d  abovo.  the  system  of  taxation  <.f  l.anks  in  general  would 
probably  be  as  nttle  satisfactory  as  is  at  present  the  taxation 
of  other  intangibe  prorH..rty.  Th.;  rc-al  progress  that  has  been 
m«Je  IS  the  result  of  f.^lc-ral  pressure,  not  in  the  sense  of  dt" 
cKlmg  what  must  be  done  as  i.i  (Jc-rmany  or  Switzerland,  but 
m  the  sense  of  affirmmg  what  cannot  be  done.  The  mere  fact 
of  a  national  prohibition  has  sufficed  to  bring  order  into  the 

fnlT^"^;  "^n-^  •'  "  '""""  "'"•-•'*  ''^^  ""*  y^'  '--  'eam'l 
m  most  of  the  other  corrwrat.on  taxes  with  which  w^  shall 
nave  to  deal. 

2.  Insurance  Companies 
The  next  corporations  to  break  away  from  the  general  prop- 
.Tty  tax  were  the  msurance  companies.    At  first  only  foreien 
companies    were  taxed.    The  earliest  law  was  that  of  1824  in 
.New  York    which  provided  that  foreign  fire  insurance  com- 
panies should  pay  ten  per  cent  on  ail  premiums  for  property 
insured  w.thin  the  state.     In  182!)  the  law  was  extended  tJ 
foreign  marine  insurance  companies,  and  in  1837  the  rate  was 
rwluced  to    wo  per  cent.    Domestic  companies  were  taxable  on 
their  capital  stock,  like  all  other  coriwrations,  according  to  the 
general  lav  of  1828.      Ohio  started  out  by'taxing  insurance 
.•..mpames  as  well  a.s  banks,  a.s.s..s.sinK  them  in  1830  four  per 
r.lr  ^^''^'^'^'^'"'''^•    B»t  this  form  of  taxation  was  s<^n 
al    ndoned.    In  Pennsylvania,  where  dom.-stic  companies  were 
nciudcKl  in  the  general  law  of  1840,  foreign  insurance  com- 
panies were  not  specially  taxed  until  1849,  wlu-n  the  law  im- 
poscHl  a  tax  of  one  per  cent  on  th(;  gross  premiums  of  foreign 
life  insurance  companies.    In  Marylan.l  th,.  custom  dates  from 

n^  2:'".  ?  ''}:'''      *''■"  '"■■■  """^  '"^'^  ""''*''^''^'  "'^  *''^'  premiums 
rc<eived  by  the  jigents  of  forcMgn  insurance  companii's.     In 

\.rraont  foreign  hre  insurance  companies  were  taxed  eight  ik - 

cent  on  the.r  premiums  in  182.5;  but  the  law  was  r.-pealed  five 

years  later.    In  Massachusetts  when^  <loniestic  fire  and  marine 

insurance  companies  were  first  taxed  in  18G2,  an.l  domestic  life 

rwmmce  companies  not  until  188'.,  a  tax  on  foreign  compani.-s 

^Wls  first  levied  by  the  law  of  18;}2,  which  is  of  siK;cial  interest 

^  mfUMnK.     (.rnorahy  ,t  dosiK,>atc-s  .•..,n,.a,>i..s  in.M,r(K,n.t,.l  in  anotluT  of 
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as  the  prototypt'  of  wluit  is  known  in  several  of  our  common- 
wealths toniay  lus  the  "reciprocal  acts."  The  act  provided 
that  if  any  commonwealth  taxcnl  the  agents  of  Massachusetts 
insurance  companies,  the;  insurance  companies  of  such  com- 
monwealth were  to  pay  one-half  of  one  |)er  cent  on  the  whole 
amount  insurinl  l)y  such  companies  in  Miussachust'tts.  At  pres- 
ent the  reciprocal  acts  ^o  somewhat  furth«T  and  prescribe  that 
foreign  insurance  coini)anies  are  to  be  laxwl  at  the  sjime  rat*- 
(if  higher  than  the  iiome  rate)  that  is  imposed  on  home  in- 
surance companies  l)y  the  commonwealth  chartering  the  foreign 
company.  Such  reciprocal  acts  are  found  in  over  tw.)-t birds  of 
the  American  states;  and  in  a  few  states  like  (Connecticut,  Illi- 
nois and  New  Jers<'y  they  still  constitute  the  only  form  of 
taxation  of  foreign  insurance  companies.  The  Kansas  court 
calls  tliem  ''an  apiK\il  for  comity,"  "a  demaiul  for  equality;"  ' 
but  in  reality  they  are  retaliatory,  rather  than  reciprocity, 
laws,'-  and  are  even  so  called  in  some  of  tlu-  states. 

This  premiums  tax  on  I'onicin  companies  was  gradually  ex- 
tended to  domestic  companio,  until  at  present  it  is  found  in 
almost  every  conunonwealth,  only  a  few  of  tiie  Western  states 
clinging  to  the  original  custom  of  taxing  them  on  their  property. 
Occasionally  the  tax  is  known  as  an  insurance  license  or  an  in- 
surance fee.  In  some  of  the  Southern  states  tlie  comijanies 
must  pay  both  fees  and  taxes.  In  most  cases  the  laws  apply 
to  all  kinds  of  insurance  companies,  of  which  the  chief  examples 
arc  lire  and  life  insurance  companies.  In  several  states  casualty 
companies  are  included  and  in  a  few  states  others  as  well  are 
specihcally  mentioned,  >ucli  as  plate  glass,  indemnity,  accident, 
>urety,  fidelity  antl  employers'  liability  companies  in  Florida; 
l)late  glass  ,iud  boiler  insurance  comiianies  in  \orth  Carolina; 
river,  security  and  indemnity  comp.anies  in  l.ouisian.a;  live 
stock,  plate  glass,  lightning  and  tornado  eonu'anies  in  Mis-i— 
sippi;  storm  and  lightning  conipaiiies  in  IV\;is;  and  marine 
companies  in  (|uile  a  niiniliei  of  >t.iter,.  The  taxes  are  lu  gen- 
eral the  same  on  the  v.itioti-^  i-lasses,  althou^J!  nd  infrinpientiy 
-somewhat  lower  rate-  are  imposed  on  life  insurance,  and  e~- 
perially  niutual  conipaiii'A-  Yet  in  a  very  lew  cases  the  n  ver  ■ 
I-  true.  Thus  in  l.(iui>iaiia  the  grailed  tax  n^-  t«.  *l  >iK)  ni 
the     i^e  .if  tin-  iii-iiran(e  companies,  but  to  S."), •_>.")()  in  the  ca.se  m 

'  Cf  ."»  Kail    1,7'.' 

•  Alaliania  .Inlari'l   I  hi  lu  unrnii^l  it  in  iMti.il  fur  tin-,  ri'awin;  tiO  Ala.  2l(" 
hi  till  .iihir  -l;it.  ■-  ili(\  li.ui-  i.i  I  II  ii[iIhM. 
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life  insurance  companies;  and  in  Texas  life  insurance  companies 
may  be  ta.cd  up  to  3%  on  premiums,  other  companleHnb  I 
of  17c.     These  are,  however,  exceptions  to  the  general  rule 
Fire  and  hfe  insurance  companies,  again,  are  usually  taxed  not 
only  at  the  same  rate  hut  in  the  same  manner.    Yet  ex«p  io 
to  this  rule  are  occasionally  found.     In  Pennsylvania,  for  Tn- 

dollar  of  capital  stock    life  companies  (except  mutual)  pav  on 

•  'm  irTT-       "  '^''"  ^^■'■""^  •"■^"^'•'""'  --''-i-    -the 
H  '  m     r  ''"''  ^''  '""^  °"  Pn-miums,  while  domestic 

1.  nMirance  companies  ,,ay  one  {mt  cent  on  their  surplus  plus 
urty-hve  hundredths  of  one  ,^r  cent  on  their  premils;' 
the  payments  from  ,(„■  foreign  companies  an-  credited  tc  the 
..mestu.  ..on.pan.^  N.-u  ,,..rsey,  however,  is  one  of  the  U  ; 
f.u  .tat,.>  where  the  Mwt  •  assets  of  domestic  life  in.,uran<; 
.-mpames  are  m  addition  .ibject  to  lo,.,..I  taxation 
On  the  other  hand,  it  i-  ,.„.t..n,Mry  to  mak..  a  distinction  Ih- 

m-en  domestic  and  forei,: n.pani-.    In  nine  states  ■  Z.t 

ti.  hfe  msurance  compan n-  not  t.xed  .-.t  all,  while  foreign 

ompantespay  on  gross  re.e.pK  or,  a.  n,  X.va.la,  aresul  j"  c 

an  taxed  at  a  Imver  rate  than  foreign  companies-  .Mahama 
1  ,  as  against  2^ , ,  loua  V,  as  against  2'  .' ; ,  Mississippi  oi""- 
t;  r;'"t7'^  -  I^--y'-nia  H  per  .nilh.s  against  2'      s;!,;; 

in\r"-  [?■  '■'"'■'  •'"'  ■^""^'ti^n  i-^  'l-  n.veis...    Thus 

■a  Man...  foreign  life  insnn.ncc.  companies  pav  P/;  o„  ./ 
rcce,)ts,  while  ,lom..ti,.  companies  pay  not  oniv-2',      ,'    ^ 
«  h  ton  a  tax  on  surplus  ..f,,,.  ,..,,„..ting  ,,.,  value  o     he  n 

in        „  '"  ""'  ->"""""--'<»'•     So  in  \-,.rmont  wlul.  .- 

nun^nce  companies  pay  2';  on  premiums,  domestic  lif...  h   ' 

;M-ion  for  the  real  cstatei;,,;^;:Jl  S;,  ,^^i;;;;;l -^;; 

;  .-"Pan.es  pay  a  license  fee  of  S:m.   Init   do.ncsti        ^ 
l'.'".cs  are  .subject  to  a  tax  on  gros-  receipts.    Here,  howe  • 

smnota.ewof  the  other  states   thlretahator     I.     H 
f       •■     In  some  states.  aga,n.  like  HIkkIc  Islan.l,  mutual  i   - 

^UKu,cc.unpames  are  taxed  at  .lower  rat.,  than  others.  New 
^'■rk  takes  perhaps  the  palm  in  the  matter  „,  eon.j.lexitv  of  r.te 
^       ''"i'^'"^'-,    K;"^:i.-.     K..,mirkv.     .M:.rvl:,n.|,     \,.v.,,t,      \„rfl,"   l)..L    , 
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t)f  insurance  taxation.  Life  msiirano'  companies.  wFM-tlur 
(ionifstic  or  of  any  otiii-r  AnuTiian  state,  pay  one  per  cent  on 
pn'miums,  while  life  insurance,  health  and  ca.sualty  con»pant*>i 
of  foreign  countries  pay  under  the  insurance  law  two  per  cent. 
On  the  t)ther  hand,  while  domestic  tire  and  marine  in.surance 
companies  pay  oiu-  jkt  cent  on  pri'iuuims,  similar  companies  of 
other  American  states  pay  two  per  cein  and  similar  conipani<'^ 
of  foreign  countries  pay  one-half  of  one  |xt  cent  to  the  state 
treasurer  and  in  achlition  two  jxt  cent  to  the  local  fire  depart- 
nu-nt  or  supermtendent  of  insurance  resjxHlively.  In  addition 
all  foreign  companies  are  sul)ject  to  tlie  retaliatory  tax. 

In  some  state-,  again,  foreign  and  domestic  lompanics  arc 
taxedon  aditli;r«'nt  hasi-.  Thus  in  Delaware,  District  of  ^'olum- 
l)ia,  Michigan,  Mis.s«>uri.  Ohio  and  Onyon,  foreign  companies 
are  taxed  on  their  premium  receipts  while  domestic  companies 
are  taxiil  on  eitaer  surplus  or  net  premium.-.  Finally  in  (,'oii- 
necticut,  Illinois  am!  New  .Jersey  forcigt\  life  companies  are 
taxed  only  ii'.  recijirnral  law-,  wliile  domestic  companies  are 
taxed  either  oi    asset-  or  on  surplus. 

Although  till  !)remiums  tax  is  the  getieral  tax  we  find  not  a 
few  cases  where  the  i.ix  is  hased  on  a  ditTennt  element.  SoiU" 
of  the  Southern  stati-  impose  licen.sc  or  privilege  t;ixes  of  a 
fi.xeil  a.mount.  fretpicntiy  in  addition  to  the  tax  on  j)rrmiums. 
In  North  ( 'arolin.-s  insurance  i-ompanies  pay  licen.scs  from  tin 
to  two  hundred  and  fifty  dollars  together  with  a  tax  of  2'^',' 
on  gross  receipts,  ui  Florida  from  fifty  to  two  lumdred  doll.cr- 
togeth.r  with  a  tax  of  '2''l  on  gross  receipt-.  In  Missi.ssippi 
they  pay  hotli  tixe.  1  license-  and  taxes  on  premiums,  hut  tlu' 
latter  tax  is  not  im(M)s.>(l  when  the  ad  valorein  tax  is  levied.  In 
Louisiana  life  and  accident  insurance  ( ompanies  pay  a  fixed 
licen.-e  tax  ba.sed  on  gross  ]>ri'miimis,  (li\  ided  into  tii)  classes,  the 
tax  being  graded  from  -Slot)  to  .'$,">, 2.")t).  In  Illinois,  .Michigan, 
Mi.s,souri  and  Ohio,  the  tax  on  domestic  life  insurance  compan- 
ies is  imposed  on  surplus.  In  Connecticut  the  tax  is  imposi  it  oti 
assets  at  the  rate  of  '  t  of  1',' .  In  Wisconsin  the  tax  on  dome- 
tic  life  omiianie-  is  at  the  rate  of  ,V'i  on  gross  income  excepting 
that  derivc'd  from  the  rents  of  real  estate,  and  excepting  al-" 
premiums  collected  outside  of  the  state  on  policies  held  by  non- 
roident-, 

'>ther  -tati-  .■nnil>ine  various  taxe<.  Thus  Maine  levies  iKi 
(livine-tif  life  :n-urance  compaaics  a  t.i\  of  J'  ,'  on  gross  receipt- 
in  ad'.lition  to  a  tax  of  '  .  of  1'  ,'  on  -urplu-  after  deiluctinn  tin 
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valu.  of  th..  roal  ostat.  ..wn.-l  w„hin  tl,.  oomn.cH.w.alth     Vf  ^, 
m.  1.  on  ..ad.  dollar  of  u.ura..-..,  ...  ..mrK-Lat.,,.  !„    U,    .,  .t.: 

value  of  al    j^Amv.  m  for.-.-.     Other  -l.m.e.tie  n,,ur.„..    -on.- 

panu..  m.-Iu.l.n^  fire,  manne,  ami  real  ...tate  ritl.    ,:' " 

I.ay  an  .-xe.s..  ,ax  of  one  j^-r  cen,  ...  premiums  an-l  a.^.^n.  ,  .^ 
^In^' for...,,.  ,.om,.am,.,  pay  Us,.  ,..  ....,,,  or  a.  uHH-h  .o.r'  a" 

J.l.e>  alsi,  to  hte  u.Mirar,.e  eom,,an.. -.     Xon- Vm.riran   -..rn 
Pan.e.  pay  ,...r  per  .-en.  on  pn-rniun.    ,.  ,uo  j.  "  •.  nUf     Z 

•"i'l't     an-l  Knarmt  .    ...n.pa,.,...  pay  ,wo  j.-r  ,.,.nt.     It  n,.,.,| 

.N.|^    -i.^rk   an.i    .Ma^.a-tM.. -,-,    ,u,-r,-   ,.  a    ni^Uv   .l.verMti" 

■\ -t. in  . if  m>iirari'r- taxation.  'iviium 

Ti,..  tax  on  pr..„.„.n.  i- ^..:..  ,:,llv  1..V....I  on  ,n.-  on-mmm. 

Imo.  i„.vv..v,.r,  tl...  n.,  r.-.-ipt-  „f  foreign  ...uran-.  ..'„.. 
me.  an.  ent..n..|  ..  p.-r-,.,..!   pr..,..rty,   and  are  .ndude.   n. 
;      «^_n..a    prop..rtv  r,.;  .vh^^^^ 

;;        "  •'  l.i;"-i  'ax...  .x.-.-pt  ;„r  ,h,.  !,..n,.ht  ..f  the  hr.  depart- 

M    n,     wh.-h  may  tn.po..  a  tax  t...    .v.-.-din,  tuo  p-r  ,..,1 

«..-"  r..,-.,j,t,.     In  H.any  Mat-   uh.-n-  th-  -ax  i<    mp<,-e.i  „„ 
.ro--  pn^m.un..   .-ertain   d.-du.r,,...   ,,.  „,.,,,     i""':',      ,j" 
;--:  hr.  ...nM,ame-  r..turn  .......m,  ,,,  ,,,,,,^,,.^^^  ^^^^ 

nni;ni-anM|.-,|ii,-t..d  in  <■-•%•. n -•    f.  .     ■,„,M,  i      . 

'  ■'    !•  laeti..n,  an-  ,n,.n-  divr-if..  ■!      In  Indiana  lo---    r.  d- 

:;';;-;n.>klal.,,na.>,..,h(ar,,lir,,,.V..rmontandWa-hi.ton 
■.-  nd.  are  .1,.,....!:  .,  LLh,.  1„-,..  ,„,  div,d.-nd~-  in 
A.k„w.l,..,,^,.,i  „„,„„,,.  ;,^,^^^^^^   d,vid,nd~todom..- 

-■yMder...ny:H.M.-^ 
;;|'>^-"-and-a>h,h.-,d..,d-pai.i   .,.!■  r  .ontra.t-   in  th- 

■  '  ■  '"  1-^^a  1—,  inatur-d  -i.downeht-    divid-n-i-.  ;- .p  ,- 

■•■  !-rv,.  an.l  amount-  j.aid  m  .  an-.-il-d  p..li.i,..;  an.|  w  (tah 

-  proi.Tty  tax  pai.I  .,n  ar,v  r-ai  or  p.  r-ona!  prupertv.    "xfor..- 

-T,  .t  ha>  b....n  ,|..,.,.i.d  .n  tnar.v  ~tat..~  it.  hiding  k.^'■i.i■• 

'--'ana.    M,nn..-o,a.    X-l-ra-ka,    X..v    York.    A  nn-ylva;;;; 
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Miul  Tennessee,  either  by  tl»e  eourts  or  by  the  udministrative 
authoriiics,  that  the  wonls  "gross  premiums"  or  "premiums 
receivetl "  do  not  mean  the  premiums  stipuhited  for,  but  that 
the  so-called  rebates  or  dividends  paid  to  |)olicy  holders  should 
be  diHluctiHl,  as  they  diminish  to  that  extent  the  premiums  ac- 
tually received  by  the  companies.' 

The  rates  of  taxation  are  now  exceedingly  varied,  being  from 
}  ■>  of  \'  I  to  3'"o  in  the  case  of  life  insurance  companies,  and 
from  }  2  of  1%  to  33^2%  in  the  case  of  fire  insurance  and  other 
companies.  In  i\w  case  of  life  insurance  companies  the  rates 
have  tended  to  increase  during  the  past  few  decades.  Toward 
the  middle  of  the  eighties  of  the  hust  (;entury  the  average  rate 
in  all  the  states  was  a  little  over  one  jier  cent  on  gross  premiums. 
By  1892  the  average  liad  risen  to  one  and  a  half  per  cent.  By 
the  end  of  the  century  it  was  over  two  per  cent,  and  at  present 
it  is  still  higher— al)out  2.08  per  cent.-  It  must  be  remem- 
l)ered  further  that  insurance  companies  are  in  almost  all  ca-ses 
also  taxable  locally  for  their  real  estate,  and  that  six  states, 
'hielly  in  the  south,  permit  the  counties  or  municipaHties  or 
•■)th  to  levy  ailditional  ta.xes  on  premiums;''  while  not  a  few 
■ '  the  Southern  states  like  Floriila  levy  in  addition  fixed  licenses, 
state  or  local  or  both. 

The  growing  burdens  on  life  insurance  have  led  in  recent 
years  to  a  iliscussion  as  to  tlu'ir  propriety.  In  view  of  this  and 
■f  the  '  irther  fact  that  lift;  insurance  companies  differ  in  im- 
respects  from  the  t)ther  corj)orations  treated  in  these 
we  sliall  depart  from  the  general  order  of  treatment 
iss  briefly  in  this  place  tiie  principle  involved, 
one  hand  it  is  chiinied  tiiat  life  insurance  companies, 
ist  mutual  life  insurance  companies,  should  not  be 
it  all.  For  such  com|)ani(s  it  is  said,  are  not  profit- 
m.-».iig  organizations.  \  tax  on  them  is  really  a  tax  on  the  pol- 
ler holders,  and  thus  in  effect  a  tax  on  thrift  and  foresiglit, 
constituting  an  interterence  witli  a  .socially  most  commendable 

'  A  full  account  of  il»'  l,iwan<i  i)r!i<  licooii  this  ixtirit  will  bcfoundln  the 
Meiminiiiilnm  on  I  ni,  fftnldlion  <if  Sirs,  i;.',  tiiiil  TV  nf  Chiiit.  TT,  Arix  of  /.'»". 
of  till-  Stntr  of  Wi.-ii  \  ihi/inin  rrlnlnoj  to  Me  Tux  on  iht  I'rciniiinis  of  L,!, 
Inaiirniin  Coniimnii  ,  By  Alfred  Hurrcll,  Attorney  of  the  \.'**K'iilli(m  m 
Lifi' Irisuntiice  l'res;.l..nts.    |l!H().l 

■  ' '/.  .1.  K.  Drviieu,  Tii.nilion  of  Lift-  I ii^uiiinri'  Coin iittnira  in  th  I'nili'i 
SliiNx.     All  Address,  \ew  ^■(lrk,  ittOs,  p|.    I  |     r_> 

' 'riii'si'  :ire  Alubiiiuii,  (.leornia,  l\iriiu.ky.  Mi)iitana,  .South  C  aroliMi 
uiid  Virginia. 
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and  benofircnt  practice.'  Other  writers  do  not  ro  quite  so  far 
a-s  this  but  make  a  plea  for  great  leniency  of  tn-atment  and 
suRgest  that  a  tax  be  impose]  in  the  nature  of  a  license  fee  for 
the  privilege  of  doing  business,  the  amf)unt  of  the  tax  to  be 
rcstnct^l  to  a  sura  just  sufficient  to  cover  th..  nect^sarj^  co^t  of 
sufK-rvision.  For  lift,  insurance  companies,  according  to  the^e 
authors  enjoy  no  special  privil,>ge,  but  constitute  primarilva 
means  of  co-operation  to  distribute  the  cost  of  providing  "for 
dcpc-ndent  widows  and  children  and  of  saving  a  fund  for  old 

T  ^/k  *«'/'?^'  however,  several  objections  mav  l)e  urged 
In  the  first  place,  mcxlern  life  insurance  .rompani^es  are  often 
ut.h/ed,  in  part  at  le^tst,  to  afTonl  a  safe  mc.ans  r,f  investment 
lis  WT  1  as  insurance  against  death.  Why.  it  may  be  asked 
shouKI  such  investments  1k>  treaf.l  more  tenderly  ihan  oth.Ts 
But,  secondly,  there  is  a  broad.T  ground  for  disM-nt  from  the 
.•iami  for  great  lemency.    The  .lemand  that  th..  amount  of  th.: 

IZ^t'u  t  ''"^  '"i'^'""  r'"*'""  ^"  *'""  ^'"^t  "^  Mip,.rvi.-i„„  is 
unt..nable  becau.se  the  m.Klern  basis  of  taxation,  as  w  kn.,u 
IS  not  lH.n(.fits  receivcl  or  the  cost  of  the  advantag.-  conf..rr..,r 
l>..t  ability  to  pay.  While  it  is  indml  true  that  public-s,.rvi,  .l 
c..r,K,rat.ons  which  enjoy  special  privilege-s  may  n.asonablv  l,e 
ask..,l  to  pay  a  .special  tax  l)ecause  these  privileges  enhan..^ 

rJJ/tf«l-'7,Vrf  *^'"'"'  "J."'''  f""*'"""  '^"'  '"^  f"""-'  '"  ^^"'"r-l  .Morrill, 

N  w  \.,rk  m  !>,.•.,  liXW,  un.i.r  th..  Musj.in.s  „f  ,h..  A,.so,.ia,i.m   .    J        I 
i<<'>rm(«m  [six  to  I!M2).  ■"■•iniy.    i,j   int, 

=  This  y\vsy  i.s  empha.sizo.1  in  th,.  "Rrport  „(  th,-  C-..minift...  <,n  '-niform 
''"•'  "f   h,    fnurnatwual  Tnr  A.sor,n,um.  (V,|„n,l.us.    1!M  1     „,,    ->nX\ 

li  ulT', '"''"';"' '"'  •'"""""' '' '""""  "^ ' -"'■'  '•"""'-- 

."i>rs  „t   Ihtrmt  ot,   A'„j,,st    r,.    i:m<-   y     v      I;!, ,..„)„,, ,  „     •/•,,,,  / 

t:;i  in  F  7' h7  '■^'  ';'-"•'■■  '"''■■ ''"''  ""•  '■''^'  '•''  '^'^-^  - 

^.•^ation  in  b.  l.  Hoffmann,  /r..„n,„r,  Snenn  .,nd  /■>»«„,„„•.,.  N,.w  \,,rk. 
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their  ability  tt)  contrihuti'  to  th«'  common  I»iinien8,  the  nbHencc 
of  spot'ial  privilcR*'  titM's  not  justify  exemption  or  remission  from 
oriiinar>'  tiixation,  wiietiier  in  the  case  of  coriHiriitions  or  in 
that  of  individuals.  Moreover,  the  mere  fart  that  t!ie  property 
or  the  ineome  on  wliieh  the  tax  is  im|K)s<Hi  is  the  result  of  thrift 
or  foresight  etmnot  he  regarded  as  eonstitutiiiR  a  valid  objec- 
tion. As  long  as  the  g(>neral  test  of  abili'.y  to  pay  is  found  in 
property,  as  in  the  I'nited  States,  ».r  in  nuome,  as  in  Europe, 
it  is  inipraetieable  to  avt)id  the  taxation  of  thrift  or  of  any  of 
the  other  qualities  which  are  r(<sponsible  for  the  accumulation 
of  capital  or  the  enjoyment  of  income.  For  all  cajiital  is  the 
result  of  saving.  To  abandon  the  taxation  of  life  insurance 
savings  would  logically  lead  to  the  abandonment  of  all  tax«'s  on 
savings  in  general,  and  that  would  be  tantamount  to  the  taxa- 
tion of  exjM'nditure  which,  as  we  know,'  repn'sents  a  bygone 
stage  in  the  evolution  of  fiscal  policy.    As  it  ha.s  iM-en  well  put : 

"This  .system  of  taxing  sjiviiiRS  and  iici-utiiuiatcd  wealtli  lias  Ihh'Ii 
iIclilKTatcly  ailoptcd  and  will  not  Ik'  abaiiiluiicd.  The  civili7.e<l  nations 
of  tin-  world  iiave  coiiiniittcd  tiicniM-lves  to  the  Rcncral  |M)licy  of  levy- 
ing taxes,  so  far  as  ]M)ssil)l(<,  in  pr(i|H)rtion  to  al)ility,  not  disihiiity; 
according  to  s1r«'iig11i,  not  weakness;  and  as  tiic  tiirifly  man  is  iisnally 
the  able  and  the  strong  man.  he  will  ciintiiiue  to  pay  most  of  the  taxes. 
One  of  the  incidental  disadvantages  of  this  ahility  principle  is  the  fad 
that  it  (IfK's  toadcgrcf  tend  to  discourage  thrift.  Hut  you  cannot  build 
a  system  on  ini'identals.  The  projKi.sid  to  build  a  system  of  taxation 
on  sumiituary  |)rinciples  -|H"nalizing  waste  and  thrift h.'ssne.ss,  reward- 
inn  thrift  and  industry  -has  Imm-h  reix>atedly  made  in  the  pa.st  ami 
deliixTately  rejected.  It  is  impracticable-,  for  one  thing,  lj<>caase  the 
more  it  succeeds,  the  less  revenue  it  yichls."  ' 

On  the  other  hand,  it  is  eipially  true  that  life  insurance  eoni- 
l)aiiies  should  not  be  sid)jecte«l  to  an  exceptionally  high  rate 
of  taxation.  (Hving  to  the  eas(>  with  which  they  can  be  reached, 
it  has  become  customary  in  the  I'nited  States  to  put  them 
almost  on  a  plane  with  public-<rrviee  cor|Mirations,  and  vir- 
tually to  tax  the  capital  investi^l  in  insurance  iKilicies  at  a 

'  r/.  supra,  pp.  S-10. 

"'1'.  ."<.  .\i|;iiMS,  Sonit  Ohxtnrli-.s  irhirh  <hln!i  lh<  Rrform  (if  Life  Inxiirnrirc 
Tnxntiiin.  .\ti  Aililnsn  .hlinrnl  nt  tlir  Fmirtli  Aiinuiil  Stiitiiiii  nf  the  Aa.iiinn- 
tiiifi  iif  l.ifr  Insriniiii;  I'n  ^iilitilx,  ("iiic:i(£i)  MHO,  p[).  t'>-7  of  reprint.  '/" 
al!«i  l,e>tiT  !■'.  Z.irirn.iii.  linrslminl.''  nf  l.f<  I iisiinniri-  ('(miixiniis.  New 
^ork,  hMM'i.  .mil  the  .<:inie  aullior'.-i  \ir,xsi,'ii  fur  h'ifnnri  in  Lifr  liisitrnn:; 
T'l.riilfii.  .\i,  .\,l,lr,  ..<  ,1.  Jinn, I  ,r  >lir  v, ■.»/-/  1  ■.•../«,/  Muliiiii  of  Ihi-  .  !.«/.<•(. /■ 
tf'ii  i,f  l.ij,    f„.-.iir,inri   I'rifuliu:      \- w   \,.rk   I'.Hls,  (p.  :|  ,",  of  n-print. 
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ronmderahly  highfr  rati-  than  ..th.-r  intanRibh-  property,  tuont 
of  whicli  in  fact  prarti.ally  .-capfs  taxation.  \.,t  only  -ire 
hff  insuranc'  inv.-stm«nt-  tax.d  men-  «.v.  r.-ly  th^in  othirh, 
hut  liff  inMiran.f  companies  in  tfi.'  I  nit..!  Stat"«-^  art-  taxwl  at 
a  higher  rate  than  anywhere  else  in  the  eivilize<l  world.' 

Moreover,  the  life  insurance  c(,m[);iiii..^  hi-ve  undouhtwlly 
a  just  ground  of  complaint  in  the  heteroKeneitv  of  burdens 
to  which  they  are  suhjecffl.-  Tf.e  evils  of  une<|Ual  and  double 
taxation,  which  its  we  have  x-en  aln.ve^  are  great  enough  in 
g<neral  in  the  I  nite.|  .States,  are  acentuat.-d  in  this  case  by 
the  remarkable  decision  of  the  .Supreme  (V.urt  that  the  busi- 
ness of  hf,.  insurance  d.^'s  not  constifnt.-  rommerce  and  is 
therefore  not  subject  to  the  restriction.,  governing  the  state 
ta.xation  of  inter-state  commerce. 

When  we  come  t..  the  f|ue>tion  as  fo  the  ba>is  on  which  life 
iiiMirance  c.mpanies  should  be  tax..|.  it  i.  not  altogether  easy 
to  rea<:h  a  deci-ion.  .S,me  aiithoritie«  r.commeml  the  ta.xation 
of  a.»et>  or  of  the  income  fn.m  a^Mt-.'  Thi^  iv  h.nvever  im- 
I)racti.-af.le  m  mo^t  of  the  cmnionwcilth^  becau>e  a  larg.- 
[)art  of  the  insurance  i-  written  by  i-.reign  companies  whose 
assets  It  IS  imiH,s,ibl..  ,„  reach.  It  j.  iargelv  for  this  reason 
that  most  of  the  .tate.  have  had  recourse  to  the  ta.xation  of 
gross  premium  rec.i[,ts  with!,,  the  -tate.  In  principle.  h.,w- 
ever.  thi<  Is  opHi  to  s,.rious  obj-ction.  for  ver^-  much  the 
same  rea.son  that  taxes  on  gross  receipt,  in  general  are  lacking 
in  efiuity.'  ^ 

In  arl.lition  to  this  eener.al  obj.ction  it  mav  be  observe<l 
th.it  a  syst..m  of  taxati.,n  ..f  preriijuni  receipts  i<  not  esrwcially 
"ell  <uit.-d.  in  theory  at  lea^t.  to  a  cmmunitv  which  -till  con- 
'inues  t<.  tax  proiMTty  a.  Mi.h.  For  iireniium  receipts  bear 
'nniparativ.-ly   Uttle  reL-.tinn   to  as-.t-.     (•omi.ani..s  carrying 

J  In  f;..na:,nv,  for  i, -t  .n.--.  wi'h  ..n  ..r.n.ial  pn  mi,uii  in<om.-  of  ..v.-r 

-  _mU,..„,l„lL.r.    hf..  ,ri.-ur.n.-  ,-,.,nt.„u.-  [,..i,i  in  tax.,  of  all  kin.N  in 

I  "I.  onlv:.t..u,  $.«io.„r..  „r  1...  rh  u,  ..n.-.,.,-.n.T  of  .,ne  ,Hr  crnf  .,(  the 

[.n  mium  ,n.om..  ,•.,  ..v.-r  ..e.,,,-  .f„.  .,,„  ,„,r  ,.,.,,,  an.l  mor.-.  which  is  ,hc 

■''■TiK'   m  .\iii..n'-;,.    r/  .1    y   Drr.Uu.  T.!s.:. 

■'/  W  .f  Cnham. /.,/.  /•    ,-.:.:,•,  r.i/....^„^. 
/'•-■•■..  7.).-  . I -.„„•.,,.,„„      (ir-.n.l  l,,rk-    I'Mo' 
•^  'I'"-'!.  '  ti  i[)  i-  , 
'Tf„-  ,.  ,i,..  vi,.u  of  •»,.  U,-.,,„-:n  T»x  Tomrfi^ion  in  :-s  H-rx,rT  f,,r 

l'n_.n.i,,aU,   ,,,1„.|,|  t,v.;    fl    N-,,v.~.  /.,/.   r,...,r., Tr.ro>„.,.      R,,,rr< 

"V  ,     ■■■■•"■•'■ '■    /^.    '""."..-,.  .r,M. .-A,-  ^V/.,     I'm. 

'  '-.'''I,    •llllil.    Vn.    ^-i-     ;l 
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large  amountH  of  so-called  industrial  insurance  cotlpct  much 
larger  amuutits  in  preniiums  in  |)ro|M)rti(iii  to  reserve  atMets 
nHiuiriHl  to  me«'t  the  obligation  of  those  contra<'ts  than  in  the 
C!wt!  of  tlu;  Usual  ty}K'  »»f  iK)lic>  The  siune  dispr(>iH)ruon  is 
to  Ih>  found  in  companies  which  have  u  large  amount  of  p!iid-up 
and  well-matured  jwlicies  ,n  forc«-  an  corapannl  with  other 
companii-s.' 

If  premium  receipts  at  all  are  nevertheless  utilized,  it  should 
he  as  far  as  possible  net,  rather  than  gross,  premiums  on 
which  tin-  tax  is  imposed.  Tliat  is  to  say,  the  com|)anies 
should  Im>  jHTmitted  to  de<luct  from  the  gross  premium  receipts 
all  moneys  pai<l  back  during  the  vear  by  way  of  ileath  losses, 
surrender  values,  endowments,  etc.,  jis  well  a-*  for  expenses  of 
the  local  agc-ncy  organizations.-  In  this  way  we  should  at 
least  g'jt  a  little  closer  to  the  relative  taxable  abiUty  of  the 
various  companies.  It  is,  however,  not  likely  that  any  im- 
niecUate  change  will  U-  made  in  the  [wlicy  of  the  American 
commonwealths,  which  are  pre(lisiv>sed  to  the  simpler  ad- 
ministrative metluxls  and  which  ii  turally  prefer  e;ise  and 
certainty  of  jussessment  to  the  more  ideal  ends  of  abstract 
justice.  .V-  long  as  this  feeling  pn-vails,  jK-rhaps  the  moat  prac- 
ticable plan  still  remains  that  of  a  fairly  low,  but  uniform  tax 
on  gross  receipts.  Hut  this,  it  must  not  be  forgotten,  is  only  a 
relativ«!ly  .satisfactory   solution. 


3.  liailroads 

(a)  History 

.\  complete  history  of  the  development  of  railway  taxation 
would  occupy  an  entire  book.  It  will  be  possible  here  to  say 
only  a  few  words  alxtut  some  of  the  typical  commonwealths. ' 

'  Cf.  (HH)rKf>  Curtis,  Jr.,  I.if,  Inxumnce  Tiiialinn,  An  Adilrrux,  IKll.  Tlii- 
i.-*  inr<)ri)<)ratc<l  with  a  few  cliaiiKi'.-*,  in  the  Kr/Mirt  of  the  W ixcouni n  T,u 
Comniinsion  for  1!»10,  chap.  ."). 

'  This  .sut'P'stiou  i.>i  forcihly  iintod  hy  Holvrt  Lynn  Cox,  Taxniinii  „f  /.,/. 
Insiiriinii  in  llir  Cnili'l  Slnlis,  .{  Ripruit  from  tin-  AiMri-sius  iiml  ProCiTiliiii< 
of  Ihi-  Sironil  InlimnUonid  Conftnnrr  on  .Stoti-  and  Ijmtl  Tiixntion.  Coliim- 
liils,  1<H)S,  pp.  U-l"). 

'Then-  is  no  (jcnerai  history  of  railway  taxation  in  the  I  nitcd  .St  ,i,s 
For  the  pcriiMl  from  IS'.H)  to  "l<t()2,  however,  we  n<  w  have  the  admir.ihl. 
compilation  l>y  the  Inti'rstjite  Coiiitiierce  Coinnii.ssii  •,  entitle-i  Rnihitvi  •>■ 
the  Cniliil  Slolis  in  l.'K).'.  A  Tirrnln-liio  Yi'ir  Uriiru'  <>/  Ifoilmi,  Oixmtioi,-: 
a  FoHy-Ymr  Hn-ieirof  Chu   ./c.s  (>i  Frnyht  Tariffs;  a  Fifleen-Yrnr  Renew  ui 
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In  Pennsylvania,  railroads  wi-rf  includiMJ  in  th*'  ncncral  tax 
law  of  1840,  and  were  aM.s(•^^H«•«l  on  f luir  jM-rsiinalty  and  on  their 
dividends.    In  1844  the  tax  on  iwrsonalty  wits  abandoned,  I  nt 
the  general  corp«)ration  tax  on  «-aj)ital  and  dividends  continued 
with  some  niudifications.     In  18(51  a  f<|H'cial  tonnage  tax  was 
levifHl  on  tran.s|)ortation  companieH  at  the  rate  of  two,  three 
and  five  cents  per  ton  of  freight  tarried,  and  an  ad<litional  tax  of 
three-ijuarters  of  one  jM-r  cent  was  hiid  on  their  gross  receipts. 
The  former  was  dtnlariHl  unconstitutional  hy  the  federal  courts, 
and  as  a  ri-sult,  by  the  act  of  1874,  Ixtth  !  he  tonnage  tax  and  the 
gross  receipts  tax  were  abandonwl.     For  the  old  tonnage  tax 
there  was  now  suhstitutiil  a  tax  of  thn>«'  cents  a  ton  on  the 
numlx-r  of  toas  of  coal  mined  or  purcha.sed  hy  the  conif)anies 
engag(>d  in  mining,  purchasing  or  selling  coal.    This  tax,  however, 
ceastxl  in   1881,  after  having  iM-en  (leclared  luiconstifutional, 
because  it  applied  to  interstate  tonnage,  notwithstanding  the 
fact  thi'.t  it  was  a  tax  on  franchise,  and  not  on  business.     In 
1877  the  gross  earnings  tax  was  reitiiposed  at  ttie  rate  of  eight- 
tenth.s  of  one  p«'r  cent  and  with  slight  amendments  in  187U  and 
188!)  is  still  in  force.    In  1879  a  law  was  pa.ss<>d  imjK)siiig  a  tax 
on  the  capital  stock  of  i-orporations  in  general,  whicli  with  some 
amendments  is  in  forc<>  t(Mlay.'    In  the  meantime  railroads  w««re 
sul)j«-cte<l  to  the  tax  on  loans  which  was  first  inijiosed  in  18()4. 
In  l,Ni8  an  attempt  was  made  to  extend  this  tax  to  securities 
held  by  non-residents,  l)ut  the  act  wa.s  declared  unconstitutional, 
as  was  a  later  act  of  a  similar  nature  in  1881.    It  was  not  until 
188.")  that  an  effective  tax  on  corporate  loans,  now  in  force,  was 
introduced. 

In  New  York,  railroads  were  subject  to  the  general  property 
tax  until  1880,  when  a  law  was  enacted  substituting  for  state 
purposes  a  tax  on  the  capital  stock  of  corjKirations  in  general, 
which  will  1m'  discus.setl  later  in  detail'-  jind  which  with  some 
iiKKlifications  is  still  in  force.  In  1881  .m  addititmal  annual 
"franchise  tax"  was  imjxjsed  at  the  rate  of  one-half  of  one  per 
cent  on  the  gross  earnings  of  all  transjxjrtation  and  transmission 
companies.  In  1886  the  organization  tax  was  imposed  on  all 
Fideral  Railmy  Hqrulnlion;  a  Tinlri-Yiiir  Reiinr  of  Stale  Railwmj  Rrqulii- 
tvih  ,i,ul  a  Turlvt-Yenr  Revirn-  of  Stair  Railirai/  Taxulion.  Pari  V.  Slat,- 
T'liatinn  nf  Railways  ami  olhtr  TranxiM^rlalUm  Agciiciis.  I'reimrcil  hi/  Ihr 
Slatulirian  to  the  Commixxum.  Washington,  1903.  This  is  a  folio  voiunic 
of  4tl2  p.igos. 

'  <^f  infra,  p.  107. 

'  /«/ra,  pp.  200  el  ««g. 
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corporations  in  general  and  in  1895  tlic  license  tax  on  foreign 
corporations.  Finally  in  1899  the  special  franchise  tax,  to  be 
explained  later,  was  introduced.  All  these  laws  are,  with  some 
modifications  still  in  force. 

In  Connecticut,  the  law  requiring  certain  stock  companies 
to  make  returns  of  the  stock  owned  by  individuals  was  extended 
in  1846  to  railroads.  Three  years  later  (>very  railroad  that  had 
paid  a  dividend  in  the  preceding  year  wius  recjuired  to  pay  one- 
half  of  one  per  cent  on  the  market  valu(>  of  the  shares  held  l)y 
non-residents;  but  if  the  railroad  was  partly  out  of  the  state,  the 
tax  was  to  be  proportioned  to  the  mileage  in  the  state.  This 
system  worked  so  well  that  in  1850  it  was  extended  to  resident 
stockholders,  and  was  made  one-third  of  one  per  cent  in  lieu 
of  all  other  taxes.  In  1862  the  rate  was  increased,  but  the 
provision  was  inserted  that  the  stock  should  not  be  tussessed 
at  less  than  ten  per  cent  of  the  par  value.  In  1864  the  outlines 
of  the  present  system  were  drawn  by  requiring  the  companies 
to  add  to  the  valuation  of  the  stock  the  market  value  of  the 
funded  and  floating  indebtedness  less  the  cash  on  hantl,  and 
to  pay  one  per  cent  on  this  valuation  in  proportion  to  the  mile- 
age in  the  state.  In  1871  it  was  provided  that  if  the  railroad 
paid  any  local  tax  this  might  be  deducted  from  the  state  tax. 
In  1881  a  deduction  was  made  from  the  taxable  valuation  for 
such  portion  of  its  debt  as  was  contractetl  for  stock  taken  in 
other  roads.  In  1882  the  funded  and  floating  debts  and  bonds 
were  to  be  valued  at  par  unless  the  market  valu-  was  below  i)ar. 
And  in  1887  the  present  law,  with  substantially  the  same  pro- 
visions, was  enacted. 

In  Vemaont  the  attempt  to  break  away  from  the  older  meth- 
ods came  in  1882,  when  a  graded  gross  receipts  tax  was  imposed. 
On  gross  receipts  up  to  $2,000  a  mile  the  rate  was  2^^;  on  the 
first  $1,000,  or  part  thereof,  above  $2,000  the  rate  was  3%;  on 
the  first  $1,000,  or  part  thereof,  above  $3,000  the  rate  was  4^;^; 
and  above  $4,000  the  rate  was  5%.  This  law,  however,  was 
declared  unconstitutional  in  1890  by  the  state  court  as  an  in- 
terference with  interstate  commerce  and  was  supplant(>d  by 
the  law  of  the  same  year,  which,  with  a  few  modifications,  is 
still  in  force  and  which  provided  for  an  alternative  system— 
either  a  tax  on  gross  receipts  or  a  tax  on  the  so-called  appraisal, 
which  is  nothing  but  an  ad  valorem  tax,  including  the  value  of 
the  franchisi>,  although  at  a  fixed  rate.  The  tax  on  appraisal 
was  fixed  at  '  i,  of  1%  in  1890,  was  incnvised  to  1%  m  1902, 


?'^'':'!?^*S5T^'-?S:^^??!^^'^^  'i 
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;"''c)°  ^',i'i  'l  1^^^-  Z^^  ^'''''  '•^^^'Pt-^  t^  ^««  fi^ed  at 
ducS  '''  ""  **"'  ^'"'""^  ^'"'^"'^  *^  ^^  >"tf<> 

In  Maine,  a  graded  gross  earnings  tax  was  imposed  in  1881 
1/   /frr  '^'*''"''  -''^  °^  !''^  ""  ^'■"^'^  earnings  up  to  $2,250  a  mile- 
tV  ?  °J»,%^""»Ss  from  .S2,2o()  to  $3,000;  and  then  increasing 

1893  the  ratc^  were  altered  by  providing  that  on  earnings  of 
$  ,000,  or  under,  the  rate  shoul.l  be  H  of  1%,  thenee  increSing 

?L-^?  '  •''■'''■^^'  ^^''^  ""^''  t^«  '•«te  reached  3W%.  In 
190^  the  rates  were  further  increasetl  and  the  scale  now  ir  force 
was   iistituted. 

In  Maryland  the  gross  receipts  tax  was  first  imposed  in  1888 
at   he  ra  e  of  y,  of  1-.    In  1890,  the  rate  was  increased  to  1% 
and  the  tax  was  made  applicable  to  foreign  as  well  as  domestic 
fir  tT^  "  189«  the  tax  was  graduated,  being  %  of  1%  on  the 

S',T  i"  ^hTF^"  ""''''■ ""''  2^'  ^"  ""  ^^^"'"g«  ^^'^'^  «2  000  per 
mile.  In  190G  the  rates  were  increased  and  the  scale  now  in 
force  was  adopted. 

Of  the^other  Eastern  states  to  break  away  from  the  primitive 
syslem  New  Jersey  has  had  an  especially  interesting  history 
part  y  because  it  .still  favors  a  variation  of  the  ad  valorem  system 
partly  because  Its  peculiar  situation  has  enabled  it  to  grapple 
more  successfully  with  the  problem  of  the  adjustment  of  .state 
ami  local  taxation.     For  New  Jersey  is  economically  only  an 
adjunct  to  the  city  of  New  York.    A  small  state,  with  a  popula- 
tion far  inferior  to  that  of  the  neighboring  metropolis  across  the 
m or,  and  y.ith  correspondingly  insignificant  state  expenses 
New  Jersey  is  traversed  by  some  of  the  most  important  railwa^ 
^  ■  >  in  the  country  and  contains  what  are  practically  the  New 
'  ork  city  terminals.     From  an  early  period,  therefore,  the  rail- 
way tax  question  as.sumed  an  importance  which  was  not  realized 
until  much  ater  in  other  states.    In  New  Jersey  railr^^ads  were  at 
h>   subject  to  special  taxes  as  fixed  in  their  separate  charters. 
I  l«ol    however,  they  were  subjected  to  the  general  propertv 
.  X  system.    In  1873  came  the  break.    A  tax  was  now  impo.sed 
.  t  the  rate  of  one-half  of  one  per  cent  on  a  valuation  equal  to 
^•■>r  cost   equipment  and  appendages,  and  the  a.s,sessment  was 
t    nto  the  hands  of  a  state  official  known  as  the  state  com- 
iNMoner  of  railroad  taxation.    Three  years  later,  as  the  result 
"t  a  constitutional  amendment  of  J'"^ 
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doned  and  a  tax  at  the  same  rate  was  imposed  on  the  "true 
value"  of  the  road  and  equipment,  which  was  now  to  be  esti- 
mated by  a  board  of  railway  commissioners.  In  1884  a  new  and 
more  elaborate  system  was  adopted.  A  state  board  of  assessors 
was  created  to  value  all  railway  property  used  for  railway  pur- 
poses, the  non-operative  real  estate  being  still  assessed  locally 
like  other  ordinary  realty.  The  property  was  divided  into  four 
parts,  viz.:  (1)  the  so-called  main  stem,  consisting  of  the  road- 
bed, not  exceeding  one  hundred  feet  in  width,  and  the  railroad 
stations;  (2)  the  rest  of  the  real  estate  used  for  operation,  ordi- 
narily described  as  the  second-class  property;  (3)  the  tangible 
personalty  of  the  railway;  and  (4)  the  franchise.  It  was 
this  last  category  which,  as  we  shall  see  later,  was  the  impor- 
tant innovation,  and  which  constituted  the  real  departure  from 
the  system  of  property  taxation.  On  the  entire  valuation,  as 
fixed  by  the  board,  a  tax  of  one-half  of  one  per  cent  was  impose<l 
for  state  purposes.  In  addition  to  this  tax,  the  so-called  second- 
class  property  was  to  be  taxed  at  the  general  local  rate  (not  to 
exceed  one  per  cent),  and  the  revenue  from  this  additional  tax 
was  to  go  to  the  localities.  This  remained  the  system  until  1897 
when  the  state  relinquished  to  the  localities  the  entire  tax  on 
second-class  property,  reserving  to  itself  only,  the  tax  on  the 
main  stem,  the  personal  property  and  the  fran(hise.  In 
190<),  however,  the  tax  rate  on  these  three  categories  was  con- 
siderably increased,  railroad  stations  which  had  hitherto  been 
inelud(>d  in  the  main  stem  were  now  placed  in  the  second  class 
property  subject  to  local  taxation,  and  the  present  system  was 
put  into  force. 

Leaving  the  states  of  the  Atlantic  seaboard  we  come  next  i  o 
Ohio.  Ohio  retained  the  old  system  as  the  exclusive  meihc/d 
until  1896.  In  that  year,  however,  Ohio  added  a  so-called  excis(> 
tax  of  14  of  1%  on  gross  receipts  for  state  purposes,  which  was 
increased  in  1902  to  1%.  The  ad  valorem  system,  however,  was 
also  continued.  The  same  double  system  has  been  perpetuated 
by  the  law  of  1910,  still  in  force,  which  increased  the  tax  on 
gross  earnings  (now  limited  strictly  to  intra-state  earnings)  and 
which  at  the  same  time  confided  the  assessment  of  railway  prop- 
erty to  a  state  board. 

Of  the  states  further  west  the  break  with  the  old  methods 
had  come  earlier.  In  Michigan  a  tax  on  gross  receipts  was 
first  imposed  in  1873  at  the  rate  of  4^7  or  2%,  according  as  re- 
ceipts were  over  S4,0(X)  or  not,  although  a  f.'w  of  the  most  im- 
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portant  railroads  in  the  state  were  subject  to  special  taxation 
as  faxed  m  the  original  charter  provisions.  In  1891  the  gener-il 
tax  on  gross  receipts  wsus  graded  according  to  the  following  scale- 
for  the  first  S2,000  gross  receipts  jxt  mile  the  rate  was  2^'  ■ 
from$2,000  to  $4,000,  232';^;  from  $4,000  to  .$6,000,  3^,-  from 
*6,000  to  $8,000  3>.,%;  over  .$8,000,  4^[.  In  1897  the  S 
was  increased,  the  stages  remaining  the  same,  but  the  rates 
bemg  respcctnely  2)^%,  3M%,4%  and  0%,  ,,.5^^  the  further 
jvdflition  that  the  gross  income  of  all  union  railroad  station  and 
depot  companies  whose  earnings  were  over  $20,000  a  mile  should 
?oL  ?'"  °"  ^^"^  ''^'^''''^  ^"^^^  incomes  over  that  amount.  In 
1899,  however,  for  reasons  to  be  discussed  later,  the  gross  re- 
ceipts tax  was  abolished  and  the  ad  valorem  system  reintro- 
duced. This  law  was  declared  unconstitutional,  whereupon 
the  constitution  was  amended  m  1900;  and  ir  1901  the  ad  va 
lorem  system  was  reinstituted  by  a  law  still  in  force,  the  valua- 
tion to  be  entrusted  to  a  state  tax  commission. 

What  happened  in  Michigan  took  place  also  in  Wisconsin 
Wisconsin  s  experiment   with  the  taxation  of  gross  receipts 
began  considerably  earlier— namely,  as  far  back  as  1854,  when 
a  tax  at  the  rat<-  of  1%  was  imposed.    After  some  trouble  with 
thls^  the  tax  was  changed  to  a  license  fee  on  gross  earnings 
at  the  same  rate,  and  in  1862  the  rate  was  increased  to  3% 
In  1871  a  special  rate  of  5%  was  imposed  on  railways  in- 
debted to  municipalities,  etc.    In  1874,  the  general  rate  was 
mcroased  to  4^,,  and  in  1876  a  graduated  scale  was  intro- 
Uucerl.     The  so-called  license  fees  were  now  fixed  as  follows- 
for  receipts  of  less  than  $1,500  per  mile  the  tax  was  $5  per 
mile;  from  $1  oOO  to  $3,000,  $5  per  mile  plus  2%  on  earnings  in 
excess  of  $1,500;  for  receipts  of  $3,000  and  over,  Wc    But  all 
n.ilroads  upon  pile  or  pontoon  bridges  were  taxed  uniformly  at 
the  rate  of  2%.    In  1897  the  scale  was  revised  as  follows:  for  re- 
foipts  of  less  than  $1,500  per  mile,  the  tax  remained  at  $5  per 
mile;  from  $1,500  to  .$2,000,  the  tax  was  $5  per  mile  plus  2^9^on 
the  excess  earnings  over  $1,500;  from  $2,000  to  .$2,500,  the  rate 
was  ^c ;  from  $2,-500  to  $3,000,  31^% ;  above  $;j,00(),  4%     The 

Tn"J«m''7'''"''  '''  !'''^'"'^  governed  pile  and  pontoon  railroads. 

in  1903,  howev(«r,  largely  for  the  same  r.-asons  as  in  Michigan 

he  gross  receipts  system  was  abandoned  and  was  replaced 

\vu;  ""^  method,  under  strict  state  assessment. 

While  Michigan  and  Wisconsin  have  abandoned  the  gross 

receipts  method,   Minnesota  has  retained  it  .in<l   California 
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iifter  a  careful  study  of  the  problem  has  recently  intro<luoe(l  it. 
In  Minnesota  the  system  until  1873  was  that  of  the  old  general 
property  tax.  In  that  year  it  was  provided  that  railways  might 
commute  for  the  i)roperty  tax  l)y  the  payment  of  a  tax  on  gross 
earnings.  In  1887  the  gross  earnings  tax  was  made  obligatory, 
according  to  the  following  scale:  for  the  first  three  years  of 
operation,  the  rate  was  \%,  for  the  next  seven  years,  2%, 
thereafter,  3%.  In  1903,  however,  the  present  Hat  rate  of  4% 
was  introduced.  When  California  adopted  a  similar  system  in 
1910,  the  same  rate  was  applied.  The  only  other  Western  state 
to  employ  the  gross  receijits  metho<l  was  North  Dakota.  North 
Dakota  introduced  the  .system  in  1883  the  rates  being  graded 
according  to  the  age  of  the  road.  In  1889,  however,  an  alterna- 
tive system  was  introduced,  the  roads  being  given  the  alternative 
of  paying  a  tax  on  property  in  general,  or  on  gross  earnings, 
with  a  rate  of  3%  for  the  first  five  j'ears  after  the  date  of  the  act, 
and  of  2%  thereafter.  But  in  1891  the  gross  earnings  law  was 
declared  unconstitutional,  and  since  then  North  Dakota  taxes 
railroads  according  to  the  ad  valorem  system. 

There  remain  the  Southern  states.  North  Carolina  intro- 
duced the  change  in  1889,  when  a  law  was  enacted  providing 
that  in  ca.se  for  any  reason  the  general  property  tax  shoulct  not 
be  impo.sed  on  a  railway,  it  should  be  subject  to  a  tax  of  V/, 
on  its  gross  earnings.  In  1899  this  alternative  provision  seems 
to  have  been  dropped,  but  in  1901  a  so-called  privilege  tax  on 
gross  earnings,  with  a  graded  scale,  was  introduced  which  is 
still  in  force  as  a  supplement  to  the  general  property  tax.  In 
Virginia  the  law  of  1842  imposed  a  tax  of  l}oVc  on  dividends. 
In  IS.^5,  as  amended  in  18.")9,  this  was  changed  to  a  tax  of  1  mill 
per  passenger  mile  plus  |^  of  1%  on  gross  earnings  from  freight. 
In  1869  the  tax  was  again  changed  to  .i-^  of  1%  on  tangil)le  prop- 
erty and  on  dividends.  In  1881  the  property  tax  continued  to 
be  levied  although  now  assessed  by  a  state  board,  but  was  sup- 
plemented bj'  a  so-called  occupation  tax,  levied  according  to 
net  earnings.  No  machinery,  however,  was  provided  to  enforce 
the  law  which  remained  a  dead  letter.  In  1890  the  requisite 
machinery  was  instituted  and  the  law  was  enforced.  The  net 
earnings  or  income  tax  was  at  the  rate  of  1%,  and  it  was  pro- 
vided that  income  should  be  ascertained  by  deducting  the 
costs  of  operations,  repairs  and  interest  on  indebtedness  from  the 
gross  receipts.  In  1902,  however,  the  income  tax  was  changed 
to  a  privilege  or  license  tax  of  1%  on  gross  receipts,  which  is 
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still  in  force  and  which  is  levied  in  addition  to  the  property 
tax.    In  Texas,  als<.,  a  tax  on  gross  receipts  was  added  to  the 

tniffi,.  In  90.,.  \nmvvvr,  .t  was  extended  to  receipts  from  all 
sourc.>s,  atthe  rate.  c.  1%.  Finally  in  Mississippi  a  aw  of  TsSO 
!o's7(tn  .  ;:  I  -'/'f ",",'  r""  •"•^'  '^  P"vi'*-«"tax  of  from  S 
(rt.\  tax  for  state  and  county  purposes.    The  law  of  1890  in- 

m.l..  In  1892,  h„w,>ver,  a  privilege  tax  on  railroads  was 
.mpose<l,  not  as  an  alternative,   but  as  an  addition    to  t le 

': Z o?'»r;oS  '"^'"T"'  ™'™^"'-^  '"^-^  ^"-  ^^^^ 

a  tax  of  ,»2  to  S20  ix-r  mde  according  to  the  class.  This  law 
with  some  amendments,  is  still  in  force;  as  is  the  law  of  180(5 
which  imposed  an  additional  privilege  tax  of  .SIO  per  mile  on 
railroads  cl.niming  ex.-mption  from  state  supervision  un.ler  the 
maximum  and  mmimum  provisions  in  the  charter 

V.  lopment,  let  us  now  study  the  actually  existing  chaos.    Chaos 

ISrHin  ril''  *;  T"!"'^  ?^  '''*•  '•'"''•"''^^'  t'^^  committee  of 
lS/9  st.l   holds  good  to^lay,  that  '-there  is  no  method  of  taxa- 

railroad  property  ,n  some  part  of  this  country.  A  more  dis- 
agSn';^' M  '^''''"''''''  ""^  ^^"^''•^1  confusion  could  hardly  be  im- 

(b)   Actual  Conditions 

As  stated  above  Uen  commonwealths  have  abandoned  prop- 

r  >,  in  the  sen.se  of  the  summation  of  the  actual  tangible  ami 

"tangible  a..sets,  as  the  basis  of  the  tax,  and  six  otlfers  have 

aban,lo„ed  property  as  the  sole  ba.is.     Of  these  the  majori.v 

\U\uTT   ?7^^  ,T  '''•"'"^^-      ^°"^  ^States-California, 
Mame,  Maryland  and  Minnesota-levy  a  tax  on  gross  earnings 

:,;„  \"  '":••  "/  t'"^^?  f'""-  the  tax  is  graclcl.  In  Maine  the 
MM  ailed  excise  tax  is  levied  at  the  following  rates:  on  gross  re- 
o..pts  le..s  than  SI  .;5(M)  per  mile,  H  of  Kf :  from  SI  ,.^00  to  $2,im 
I..rmle,  .'^  ofir^  .  „„,,  f^,^  each  additional  $olX)  per  mile  or 
part  thereof,  if  „f  ,r^,  ^cLlitional  until  the  rate  equalsTu^f 
^ross  receipts  arc"  defin,.!  as  the  av.Tage  receipts  per  mile  for 
tlK>  entire  system  multiplied  by  the  number  of  miles  in  the  state 
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Till'  cost  of  maintaining;  the  railroad  commission  is  also  appor- 
tioned to  the  railways  in  projwrtion  to  their  gross  receipts. 
In  Maryland  the  so-i-alled  franchise  tax  is  imposed  at  the  rate 
of  iH^/'c  on  the  first  $\,{K\0  earnings  per  mile;  2%  on  earnings 
from  $1,000  to  $2,000;  and  2}^^%  on  earnings  alnwe  $2,000  per 
mile.  In  the  two  other  states — California  and  Minnesota — the 
gross  earnings  taxes  are  not  graded,  being  levied  at  the  fixed 
rate  of  four  per  cent. 

In  .ddition  to  these  four  states,  one  commonwealth,  Vermont, 
levies  a  graded  gross  receipts  tax  a.s  an  alternative  to  a  property 
tax.  The  latter  is  called  the  tax  on  appraisal,  and  is  a  tax  at 
the  rate  of  l]i%  on  an  appraisal  made  by  the  commissioner  of 
state  ta.xes,  consideration  being  taken  in  each  case  of  the  value 
of  the  franchise.  If  the  corporation  does  an  interstate  business, 
the  total  valuation  is  divided  by  the  number  of  miles  of  the 
entire  main  line  in  order  to  get  at  the  avertige  value  per  mile, 
and  this  is  then  multiplied  by  the  mileage  within  the  state.  If, 
however,  the  railroail  does  not  accept  this,  it  may  pay  a  tax  on 
gross  earnings,  the  rates  of  which  are  graded  as  follows:  If  the 
gross  earnings  do  not  exceed  $2,000  per  mile,  the  rate  is  2J^'^"o ; 
from  $2,000  to  S2,5(K),  the  rate  is  2?i%;  from  $2,500  to  $3,0(H), 
3%;  from  $3,000  to  .S:j,500,  ZH%;  from  .S:},500  to  $4,000,  ^Vi^/c ; 
from  $4,000  to  $4,o00,  SH7c;  and  for  receipts  over  $4,500  tin 
rate  is  4%.  In  practice  virtually  all  the  railroads  pay  the  gross 
earnings  tax. 

Three  commonwealths — Massachusetts,  New  York  and  Penn- 
sylvania— include  railroads  in  the  general  corporation  tax.  New 
York  and  Pennsylvania,  however,  levy  an  additional  tax  on 
intra-state  gross  earnings  (one-half  and  eight-tenths  of  one  per 
cent  respectively) ;  while  Ma.ssachusctts  also  levies  a  commission 
tax  on  gross  earnings  in  proportion  to  mileage,  and  in  the  ca.--c 
of  corporations  to  construct  railroads  in  foreign  countries  sub- 
stitutes a  tax  of  one-twentieth  of  one  per  cent  on  capital  stock, 
while  foreign  corjwrations  engaged  in  constructing  railroads  p:iy 
a  tax  of  one-fiftieth  of  one  per  cent  on  capital  stock.  In  Penn- 
sylvania railroatls  are  therefore  now  subject  to  the  general  cor- 
poration tax  on  capital  stock  as  measured  by  dividends,  to  the 
tax  on  corporate  loans  at  the  rate  of  four  mills,  and  to  the  tax 
on  gross  receipts  at  the  rate  of  '/w  of  1%.  They  are  also  suti- 
ject  to  the  payment  of  the  so-called  bonus  on  charters.^ 

In  Connecticut,  railroads  are  reciuired  to  pay  a  tax  of  one 
'  Cf.  infra,  p.  215. 
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per  cent  on  the  valuation  of  thei-  capital  ntoek  ami  on  the  par 
value  (or  on  ho  market  value,  if  bolou-  par)  of  their  fun,  « 
and  floating  debt  alwve  the  amount  in  the  sinking  fund  i 
only  part  of  a  railway  is  in  the  state,  the  company  pav<  on 
such  proportion  of  the  alxjve  valuation  a.s  the  mileage  in  the 
state  bears  to  the  total  mileage,  omitting  the  value  ami  length 
of  such  branch  lines  a.s  are  of  less  th.n  oncMjuarter  the  averfge 
mileage  value  of  the  trunk  line.  "vtrage. 

There  remains  one  common w(.alth-Delawar<--which  levies 
S.X  separate  taxes,  nz.,  on  capital  stock  (one  jM-r  cent)  net 
"^™"i^,/*f  .PT''  '■^"♦>'  locomotives  (SlOO  each),  passc'nger 
cars  ($25),  freight  cars  (SIO)  and  p:.ssengers  (ten  cVnts  ea"h) 
The  companies  may,  however,  pay  a  gross  sum  in  commutation 
of  the  passenger  tax. 

In  addition  to  the  commonwealths  which  have  broken  en- 
irely  with  the  attempt  to  tax  railways  on  tangible  and  n- 
angible  property,  six  states  which  retain  the  property  tax^ 
the  main  feature  add  other  taxes  not  based  on  p  operty  S 
North  Carohna  the  privilege  tax  on  gross  earnings,  leid  in 
addition  to  the  general  property  tax,  is  fixed  as  follows-  for 
gross  earmngs  of  $1,000  or  less  per  mile,  $2  per  mile;  .S1,000  to 

^^^^'T^'  ''"■,'""'  ^  ^'  "^''^;  -^2,000  to  S.3,0(H)  earnings 
per  mile  $4  per  mile;  for  earnings  over  .$3,000  per  mile,  .$,5  per 
mile.  M1S.SISSIPP1  impo.ses  additional  privilege  taxes  at  a  fixed 
sum  per  mile  according  to  the  reputixl  wealth  or  earning  ca- 
pacity  of  each  road.    There  are  five  classes:  first,  second  thir 

"T^,fT  ''''^''^''^  ^'■^'"^■*  '•°'"'-^'  '^'  tax  varving  from 
%2  to  S22.O0  per  mile.    Ohio  levies,  in  addition  to  the  property 

^:.    „7  P*^' f  f  r,  *^'  ^°''  ''^™'"«^  f'-^o^  intra-state  busi- 

'-  only.    Rhode  Island  levies,  in  addition  to  the  tax  on  tan- 

R  1.  e  property,  a  tax  of  one  per  cent  on  the  proportionate  part 

he  gross  earnings  uithin  the  state,  as  fixe,l  bv  relative 

mileage.    Texas  levies  a  tax  of  one  per  cent  on  the  gross  receipts 

troin  passenger  earnings.     Virginia  imposes  a  state  franchise  tax 

01  one  per  cent  on  gross  receipts  within  the  state.    Virginia  also, 

ke  .\labama  and  a  number  of  other  states,  levies  a  tax  to  defrav^ 

he  expenses  of  the  railroad  commissioner,  apportioned  to  the 

Southern  states  we  find  special  licc-nses  levi,.!  on  railroads,  as  in 
I  onda  where  a  license  tax  of  $10  per  mile  is  impose.l.  tli «  pro- 
coeds  being  divided  between  the  state  an.l  the 'counties.  i[th 
-iuit.unul  local  flat  hcenses  of  from  $10  to  .$2.50  according  to 
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population;  or  in  South  Carolina  where  a  "license  fee"  of  three 
mills  is  iin|K)se(l  on  the  "  gross  income  "  of  railroads.  Finally  we 
find  in  a  few  commonwealths,  like  Delaware,  Illinois,  Maryland, 
New  Jersey,  North  Carolina  and  Pennsylvania  special  taxes 
levied  on  special  railways. 

In  consiilering  the;  newer  methods  of  railway  taxation  we 
should  in  reality  add  many  states  wMch,  althouRh  included 
under  the  head  of  the  ml  mlorcni  system,  yet  attempt  to  assess 
the  value  of  the  franchise.  The  term  ad  valorem  system  is  in 
fact  tleplorably  inexact.  As  commonly  understcHxl  it  means 
a  system  of  ascertaining  the  value  of  the  railway  as  a  piece 
of  property,  so  that  it  may  be  put  on  a  par  with  oth(>r  projMTty. 
A  valuation  reached  by  adding  together  the  real  and  the  j)cr- 
sonal  property  of  the  railway  is  without  doubt  an  ad  vahmm 
method.  A  valuation  reached  by  taking  into  accoimt  also 
the  value  of  the  stock  and  ))()nds  would  likewise  generally  be 
considi-red  an  ad  valorem  method.  Yet  a  tax  like  that  of  Coi\- 
necticut  where  only  the  value  of  the  stocks  and  bonds  is  admitted 
is  called  a  specific  and  not  an  ad  valorem  tax.  So  again  the  tax 
on  receipts  is  termed  a  specific  tax;  yet  when  an  attempt  is 
made  to  ascertain  the  value  of  the  franchise  and  to  estimate  it 
on  the  basis  of  gross  receipts,  it  is  sometimes  included  in  the 
ad  valorem  system  simply  because  the  franchise  is  treiited  a-^ 
property.  The  whole  subject  of  franchise  taxation  will  be 
disc'ussed  later;  l)ut  it  may  be  affirmed  here  that  when  th<> 
value  of  the  franchise  is  reached  by  considering  only  or  chiefly 
the  earnings,  as  is  the  case  in  New  Jersey,  Michigan,  Wisconsin 
and  several  other  states,  we  are  really  departing  from  the  ml 
valorem  tax  considered  iis  a  tax  on  property.  For  a  tax  upon 
property,  as  ba-sed  upon  or  mejisured  by  «'arnings,  is  really  a 
tax  on,  or  according  to,  earnings.  For  instance,  in  New  Jersey 
the  assessors  at  ono  time  endeavored  to  estimate  the  franchise 
by  taking  sometimes  an  arbitrary  proportion  (sixty  per  cent) 
of  the  surplus  of  the  value  of  the  ca])ital  stock  and  total  in- 
debtednt -s  over  the  value  of  the  tangible  imjperty,  sometimo 
a  percentage  (twenty  per  cent)  of  the  gross  earnings. 

In  Michigan,  as  we  shall  see  later,  after  the  tangible  property 
had  been  asses.sed,  the  so-called  Cooley-Adams  method  sought 
to  reach  the  value  of  the  franchise*  by  a  labor  )iis  computatiim 
designed  to  ascertain  the  actual  net  earnings,  which  were  then 
cajntalized  at  various  rates  for  the  different  railways.  It  i> 
evident  that  a  tax  on  franchise  n  iich-'d  by  capitalizing  eamiiiiz- 
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is  nothiiiK  l.ut  ii  tHX  on  carninKs.  We  are  not  here  .!iscii.s.sinK 
w huh  systen,  .s  pr.-feral.l...  WV  desir,.  simply  t..  ,x,i,.t  out  that 
a  tax  on  the  proiH-rty  value  „f  the  francliise,  njeasur..,l  by  earn- 
ii.Ks,  IS  really  an  indirect  tax  on  earnings:  and  that  a  so-called 
wl  ralornn  tax  l.ased  on  earnings  is  therefore  scarcely  distin- 
guishable m  theory  from  a  specific  tax  on  earninRs 

An  imiH.rtant  i>oint  in  the  treatm.'nt  of  railroads  is  the  extent 

(.  which  these  new  m.-thods  „f  state  taxation  have  su|H.rs,.d,.d 
l.K-al  taxation.  In  North  Camlina,  the  si^-.-ial  railroad  tax  is 
.Icclared  o  be  in  lieu  of  all  other  taxation,  state  or  local.  This 
IS  virtually,  thtugh  not  technically,  true  in  (  onnecti<ait;  for  if 
the  real  estate  not  uscmI  for  railroa.l  purposes  is  taxabh-  locallv 
the  valuation  on  which  the  state  tax  is  based  is  re<luced  bv  th.^ 
amount  of  local  ta.xes.  It  was  also  true  of  Washington,  wl.en  it 
lia.l  a  gross  earnings  tax,  and  until  ISO.-,  of  Minn.-sota.  In  fiv 
,,,ses-Delaware  Alaine,  Maryland,  Massachusetts  and  Xc-w 
>ork-the  local  bodies  may  also  tax  railroad  pro|)ertv,  but  in 
some  cases  with  restri.tions.  In  Maine,  only  the  buildings  of 
the  railroad  and  the  lands  and  fixtures  outside  the  located  right 

w  hid  any  stock  of  the  railroad  is  held  is  entitled  to  an  amount 
equal  to  one  per  cent  of  the  value  of  such  stock  as  determine,! 
n  the  state  board.  In  Massaehu.setts,  the  railroads  are  taxable 
"cally  only  on  their  real  estate  (except  a  b.>lt  of  land  adjoining 
he  roadbed  with  the  structures  connected  with  it)  an.l  ma.-hin- 

..  ;.l  V  1     '.'■       '^  '■."''  "^  ^^'^  P'""''^'^^'  '^  ^l«lui-tocl  from  the 
otal  valuation  for  the  commonwealth  tax,  Massa<husetts  be- 
longs, strictly  speaking,  in  the  preceding  categorv.    In  Missis- 

uZ:T^-  "",''  !""■"'  ^'''''-  *'"'  I^"^-*'*"K'^  '^f  taxing  railroad 

P  oix-rty  m  general,  but  all  local  divisions  may  tax  That  part 
which  IS  not  used  for  railroad  purposes.  In  Xew  York,  under  the 
general  corporation  tax  law,  the  real  estate  of  railroa.ls  is  tax- 
able or  state  purrmses;  and  l>oth  realty  and  personalty  are 
taxable  for  local  purpo.ses  according  to  the  primitive  meihods 
•f  the  locally  a.^^ess.>.l  property  tax.  Railways  ar."  also  sul,i..ct 
o  the  s,,eml  franchise  tax,'  which,  although  assessed  bv  a 

M  .net?     p'''""r  ^"  *''".  '^'■'''''•^'-    ^^'"''">-'   •"  <^'aIifornia, 
-Minnesota,  Pennsylvama  and  Vermont-the  railroads  are  sub- 

I  y  !  purposes.    In  California  the  operative  property 

^^1"^-1'  IS  not  subject  to  local  taxation  is  expressly  defined  in  the 

'  Inj'rii,  p.  225. 
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law  i)f  11)10.'  In  Pcnnsyivjiniii,  all  proiH-rty  necesaary  to  the 
MU'c»'s.sful  oiMTiitiiiu  of  tlu-  railroad  iru'ludinn  Ntatioiw,  water 
tatik.s,  tic,  but  not  city  oIFkw,  luus  iM-cn  held  to  Iw  ii  part 
of  tin-  frunchisi',  and  tlwrcfore  not  loc-ally  taxahli".  But  in 
Pittslmrgli  all  n-al  fstatc,  and  in  I'liiladclpliiu  all  real  estate 
exeept  the  su|H'rstrU(tnre  of  the  roads  and  the  water  stations, 
are  locally  taxable.  Attention  luis  also  been  called  above  to  the 
Now  Jersey  system  wheri-by  all  ojX'rative  real  estate  except  the 
main  stem,  and  all  non-operativ<'  realty  j>ay  the  full  liK-al  rate. 
Summing  up  the  American  system  of  railroad  tiixation  we 
sec  that  there  are  live  prircipal  metluKls: 

1.  The  primitive  system  of  the  K«'n<'riil  propi^rty  tax,  with 
local  us.ses.sm«'nt.  Althounh  this  luis  well-P'^h  disapfwared  for 
state  taxation  in  general,  at  least  !i.s  the  exi  jsive  system,  it  is 
still  found  for  pur|K).ses  of  local  ttixation  in  many  states,  in- 
cluding N»'w  York. 

2.  The  ml  ralimtn  system,  including  at  least  a  valuation  of  the 
tangible  projMTty,  but  involving  assessment  by  a  state  Ijoard. 
This  is  the  system  in  a  majority  of  the  states. 

A.  The  ad  rnlorcin  system,  including  a  valuation  of  the  fran- 
chise based  in  who! '  or  in  pa  t  on  one  of  the  two  following 
methods.    This  is  becoming  the  rule  in  u  large  number  of  states. 

4.  The  system  of  sin-cific  valuation  through  the  stock-and- 
bond  method  or  some  nKHlilication  of  the  same.  This  is  found 
in  only  a  few  statt-s. 

").  The  taxation  of  earnings — either  gros,s  earnings  or  net 
earnings  or  income.    This  is  found  in  about  a  thirtl  of  the  states. 

This  survey  will  suffice  for  a  picture  of  the  existing  chaos. 
The  theory  and  criticism  must  be  left  to  a  subs(>quent  section. 

4.  Other  Public-Seirice  Corporal  ions 
Next  ii,  order  after  the  railroads  to  break  away  from  the  gen- 
eral prope,  ty  tax  were  the  corporations  which  it  ha.s  become  tlu' 
'The  Dpcutivc  pniporty  in  (he  c!i.«o  of  railroml  companies  incliiili>: 
tlip  franclii.s»>s,  roadway,  roaiilxH),  rails,  rolling  stock,  rights  of  way,  .siilint;-, 
sp\ir  tracks,  switches,  signal  .systems,  cranes  and  .slrucfiin's  used  in  ioadiiii; 
and  unloading  cars,  fences  along  the  right  of  Way,  poles,  win-s,  condiiil-. 
IK)wer  lines,  piers  us«xl  exclu.sively  in  the  oiM'ration  of  the  railroiid  biisinc.--, 
depot  ground.s  and  buildings,  fcrrj-  boats,  tugs  and  car-floats  used  exclii- 
s.  .ely  in  the  ofHTalion  of  the  railroiul  bu.sines.<i;  machine  shops,  repair 
sliops,  round  hou.ses,  car  bams,  power  hou.st>s,  sub.stations,  and  oiIit 
buildings  u.sed  in  the  ojM'ration  of  the  railroad  business,  and  no  much  of  ifn' 
land  on  which  said  .shops,  houses,  barns,  and  other  buildings  an'  siluali'  is 
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mstom  in  rwont  yi'ars  to  rail  th.-  piihlir  utilities  or  the  public- 
hcrvice  coriKirations.    Sor  .'times  tlic  f.mi  transportation  and 
trant*mis.sion  ronipani.-s  is  a|)i)li.-.l  to  tluin.     In  tii..  l)roa<lfst 
sense,  this  term  is  defensihle,  tls  inciudiiiK  all  coriJorations  en- 
Kagtnl  in  tlie  transportation  of  passen^iTs  anrj  tieJKht  and  in  the 
transmisHion  of  light,  heat,  p„wer,  sound,  or  inteiliRenee.     In 
some  Mtatt^s,   however,   transiK)rtation  and  transmission  com- 
panies are  eonsidered  only  a  part  of  the  broader  catcRory  of 
puhlic'-wrvice  oorixmitions.     For  instance   in    New   York  the 
"achlitional  franchise  tax"  on  transi)ortation  and  transmission 
«(»mpanies  applies  only  to  "railroad,  canal,  steamboat,  ferrv 
express,  navigation,  pipe  line,  transfer,  hagRaRe  express,  tele- 
graph, telephone,  palace  car  or  sleeping  ca,  "  and  "  other  trans- 
portation "  companies,  while  a  sei)arate  tax  is  imi)oscd  on  the 
other  public-service  coqjorations  which  are  sjx'cifically  desig- 
natwl  as  "elevated  railroads,  surface  railroads  not  oix-nited  by 
steam,  corporations  for  supplying  water  or  gas,  or  for  electric 
or  steam  heating,  lighting  or  power  j)urix)s<-s."  The  latest  defini- 
tK)n  of  public-service  coqiorations  is  containinl  in  the  Rhode 
Island  law  of  1912,  which  tax.'s  "  express,  steamboat  or  ferrvboat 
•oinpanies;  steam  and  electric  railroads;  street  railwavs;  dining, 
sl.'cping,  chair  or  parlor  <-ar  comiianies;  telegraph,  'cable  and 
telephone  companies;  companies  for  selling  gas,  water  or  elec- 
tricity for  light,  heat  or  iH)wer  purpos».s."     A  slightly  different 
dWwution  IS  that  of  the  Nebraska  law,  which  includes  among 
tlie  pubhc-itihty  corjwrations   "street  railway  corporations, 
street  railways,   water   works,   electric   light   and   gas   works' 
natural  ga."^,  mining  and  all  other  like  corporations."    Another 
.l.fiintion  of  public-utility  companies,  apart  from  transporta- 
tion  companies  is  afforded   by  the  Wisconsin   law  of   1911. 
llicy  are  defined  as  companies:  (a)  generating  and  furnishing 
KMs  for  lighting  or  fuel  or  both;  (b)  supplying  water  for  domes- 
tic or  public   use  or   for   jwwer  or  manufacturing  purposes; 
('•)  gen.Tating,  transforming,  transmitting  or  furnishing  electric 
nirrcnt  for  light,  h(.at  or  jwwer;  (d)  generating  or  furnishing 
>t.am  or  sunplymg  hot  water  .or  heat,  (Mtwer  or  manufacturing 
l>nrf)oses;  (e)  improving  the  navigation  of  public  streams  or 
"th.T  public  waters;  (f)  conserA-ing  ami  regulating  the  height 
•  iiKl  flow  of  water  in  public  reservoirs. 

South  (\irolina  also  has  a  definition  of  pui.lic-service  corfwra- 
tions  which  includes  in  addition  to  some  <jf  those  mentioned 
;'"o\-,.  -  navigation  companies."   In  some  of  the  other  states,  with 
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loss  inclusive  lists,  other  public-service  corporations  areoccasion- 
ally  mentioned,  like  oil  pipe  lines,  bridge  companies,  toll  road 
companies,  messenger  companies,  press  despatch  companies, 
sewer  companies,  eh>vator  companies,  signal  companies,  dockage 
or  cranage  companies,  heating  and  cooling  companies,  freight  line 
and  eqviipment  companies,  and  terminal  companies.  All  these 
corporations  are  deemed  t(j  differ  from  ordinary  business  corpo- 
rations in  the  jiossession  of  some  special  privilege  in  the  use  of 
the  land,  or  in  the  right  of  constructing  pipes  beneath  the  land 
or  laj'ing  wires  above  the  land. 

In  many  of  the  states  these  corporations  are  still  taxed  ac- 
cording to  the  ineffective  methods  of  the  general  property  tax 
with  local  assessment.  In  several  states  tlwy  are  now  taxed  ac- 
cording to  the  ad  valorem  system  by  a  state  board  and  not  infre- 
quently according  to  the  so-called  unit  rule.  ^  In  not  a  few  states, 
however,  specific  taxes  are  imposed  on  such  companies.  In  a 
few  states,  like  South  Carolina,  all  these  public-service  corpo- 
rations are  subject  to  a  special  tax  of  the  same  kind  ami  amount. 
In  other  states,  like  California,  the  method  is  the  same  but  the 
rates  differ.  In  most  of  the  states,  however,  both  rates  and 
methods  vary.  On  the  whole,  more  progress  has  been  made 
here  than  in  the  case  of  the  railroads  which  were  the  first  of  the 
public-service  corporations  to  iireak  aw:.y  from  the  old  system. 
We  shall  mention  them  in  the  order  in  which  they  have  begun 
to  assume  importance  from  the  fiscal  point  of  view. 

The  taxation  of  telegraph  companies  has  undergone  an  evolu- 
tion similar  to  that  of  railroads,  but  in  some  respects  more  compli- 
cated. In  a  large  number  of  commonw(>alths  telegraph  property 
is  still  included  by  the  local  assessors  in  th(>  general  tax  list,  and 
pays  the  regular  rate  of  the  property  tax.  In  a  smaller  number 
of  stat(>s,  like  Indiana,  Illinois,  Iowa,  Kansas,  Kentucky,  New- 
Hampshire,  Teiuiessee  and  Wisccmsin,  the  ail  valorem  system, 
administered  by  a  state  board,  is  employed,  frequently  accord- 
ing to  the  unit  rule.  In  a  few  cases  again,  like  SVbrask.i, 
where  the  value  of  the  franchise  is  separately  assessed,  the 
calculation  is  made  on  *he  basis  of  gross  receipts,  so  tli;tt 
the  syst  'm  ought  really  to  be  likened  to  that  now  to  be  men- 
tioned. Al)()ut  one-half  of  the  st;ites,  however,  have  broken 
away  from  the  ad  vrdorem  or  [)roperty  system  ami  lave  sut>- 
stituted  one  based  on  gross  receipts  or  on  mileage. 

The  gross  re<'ei|)ts  fysteni  is  foinid  in  nineteen  states,  in  t\\>i 
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of  which  the  tax  is  graded.    Tlie  rate  of  the  gross  receipts 
tax  IS  3  mills  m  South  Carolina,  o  mills  in  Now  York,  8  mills  in 
Pennsylvania,  one  per  cent  in  Arizona  and  New  Mexico   two 
per  cent  in  Maryland,  N<nv  Jersej-,  Ohio,  Oklahoma,  Oregon, 
Rhode  Island  and  Virginia;  two  and  a  half  jjer  cent  in  North 
Carolina;  two  and  three-fourths  per  cent  in  Texas-  three  per 
cent  m  Louisiana,  Michigan  and  Vermont;  and  three  and  one- 
half  per  cent  in  California.     In  Louisiana  the  tax  applies  onU- 
to  foreign  companies,  domestic  companies,  if  any,  l.eing  taxable 
on  their  property.    In  Maine  the  rates  are  one  and  one-fourth 
per  cent  if  gross  receipts  are  between  SI  ,()00  and  85,000;  one  and 
one-half  per  cent  between  §5,000  and  .?IO,(K)0;  one  and  three- 
fourths  per  cent  betwe(>n  810,000  and  .820,000;  two  per  cent  be- 
tween $20,000  and  840,000;  with  an  increase  of  one-fourth  of 
one  per  cent  for  each  additional  .820,000  of  receipts  until  the 
rate  reaches  six  pcT  cent.    The  .Maine  tax  is  in  lieu  of  all  taxes 
on  property  except  the  local  tax  on  real  estate.     Moreov(.r   in 
iMaine  it  is  provid(>d  that  the  state  should  apportion  to  the 
respective  localities  a  sum  e(iuivalent  to  one  per  cent  on  the 
value  of  the  corporate  stock  held  ])y  resident  owners.     In  the 
above  list,  Hght  states- Louisiana,  Ohio,  On-gon,  New  Jersey, 
New  York,  North  Carolina,  South  Carolina  and  \'irginia— add 
to  the  gro.ss  receipts  tax  a  tux  on  property;  and  two— New  York 
and  Pennsylvania-add  tiie  general  corixjration  taxes  on  capital 
s  ock  or  on  stock  and  l)onds.    In  WTinont  the  tax  on  receipts  is 
alternativt— at  the  option  of  tlu>  corporation— with  the  ta\  on 
mileage,  to  be  mentioned  in  the  next  i)aragrai)h 

As  contrasted  with  the-  states  that  l.'vy  a  gross  receipts  tax 
nine  states  impos(«  a  tax  proportioned  to  mileage.  In  five  of 
tlu'se  the  tax  is  a  fixed  amount:  in  ("(mnecticut  25  cents  per 
mile;  in  Florida  .",0  cents;  in  Vermont  (iO  cents  per  mil,-  of  poles 
ami  one  line  of  win>,  ami  40  c-nts  per  mile  of  each  a.hlitional 
wire;  m  \  irginia  82  per  mile  of  poles  and  conduits  and  in  West 
\  irgmia  (for  foreign  companii-s)  81  ,,er  mile.  In  tlu'  other  four 
s  utes  the  tax  is  graded:  in  Alabama  th."  tax  is  81  per  mil.,  if 
he  hne  is  not  over  l.'.O  mil.-s,  and  .S.-.tK)  plus  81  per  mile  if  over 
l.)0  miles.  In  Delaware  the  tax  is  (iO  cents  per  mil(>  for  the 
lonRest  wire  30  c<-nts  for  the  n.-xt  longest,  and  20  cents  for  anv 

n  T''  ,  rLf' ''.''"  ""'  *''-^  '"^  2'^  '■•■"^^  I'''''  ™'''  if  the  line  is 
mder  1,000  miles,  but  .82.50  if  over  that  length.  In  Tennessee 
tlK-  tax  is  820  for  20-100  miles  of  wire,  .82(K) 
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for  a  mileage  from  1,000  to  6,000;  and  $10  for  each  100  miles 
over  0,000. 

Of  these  eight  states  three — Alabama,  Tennessee  and  West 
\irginia — also  levy  a  tax  on  property;  Delaware,  as  stated 
above,  also  levies  a  tax  on  gross  receipts;  while  Virginia  imposes 
all  three  taxes — a  property  tax,  a  gross  receipts  tax  and  a  mile- 
age tax.  Vermont,  as  stated  above,  has  an  alternative  system — 
a  tax  on  gross  receipts  or  on  mileage. 

In  addition  to  the  gross  receipts  and  the  mileage  systems  we 
find  in  a  few  cases  other  methods.  Thus  in  Montana  there  is 
a  tax  of  75  cents  for  each  instrument  used.  In  a  few  of  the 
Southern  states  we  find  a  flat  license,  as  "n  Florida  where  it 
h  fixed  at  .S500.  Finally,  in  Ma.ssachusetts  telegraph  com- 
panies are  included  in  the  general  corporation  tax. 

In  a  very  few  cases  only  has  any  state  abandoned  the  gross 
receipts  tax.  In  Minnesota  a  mileage  tax  was  first  imposed 
in  1867,  but  was  replaced  in  1887  by  a  gross  receipts  tax.  In 
1891,  however,  the  ad  valorem  system  was  introducecL  So 
Wisconsin  replaced  the  gross  receipts  tax  by  the  ad  valorem 
system  in  1905.  In  Ohio  there  was  a  net  receipts  tax  in  1802, 
changed  to  a  gross  receipts  tax  in  1805.  In  1893  this  was  aban- 
doned and  the  ad  valorem  system  wa?  introduced;  but  in  1902 
this  was  supplemented  by  the  excise  tax  on  gross  receipts.  In 
Georgia  there  was  formerly  a  gross  receipts  tax,  imposed  when- 
ever the  property  tax  did  not  amount  to  two  and  one-half  per 
cent  of  gross  receipts.  This  method  was,  however,  declared 
vmconstitutional.  On  the  other  hand,  Alabama  and  Connecticut, 
which  formerly  imposed  a  gross  receipts  tax,  substituted,  as  we 
know,  a  mileage  tax.  The  general  tendency  on  the  whole  has 
been  toward  the  gross  receipts  tax. 

Telephone  companies  have  naturally  been  subjected  to  special 
taxation  only  much  more  recently.  With  the  passage  of  time 
the  tendency  has  been  for  the  rate  of  the  tax  to  increase.  For 
instance,  in  Wisconsir  tlic  gross  ••eceipts  tax  was  one  per  cent  in 
LS83,  one  and  one-half  per  cent  in  188."),  two  and  one-fourtli 
per  cent  in  1891,  two  and  one-fourth  to  three  per  cent  in  1807 
and  two  and  one-half  to  four  per  cent  in  1905.  In  Minnesota  a 
two  per  cent  gross  receipts  tax  was  imjwscd  in  1887;  in  ISOl 
this  was  abandoned  for  an  nd  valorem  tax;  but  in  1897  the 
gross  receipts  tax  was  restored  at  a  higher  rate — three  per  cent. 
In  Oliio  teli^];honc  loiiijiaiiifs  were  like  tclegrapli  oonipanic^. 
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subjected  to  a  net  receipts  tax  in  1862  which  undenvent  the 
same  changes  a,s  thos...  mentioned  in  the  ia.st  paragraph,  except 
that  the  supplemental  gross  receipts  tax  which  was  imposed  at 
the  rate  of  1^  c  m  1902  was  increased  to  1.2'';e  in  1910. 

At  present,  the  tax  on  teleplione  companies  is  the  ^ame  aj, 
that  on  tdegraph  companies  in  a  few  states;  but  in  many  com- 
monwealths either  the  rate  or  the  method  is  different      The 
gross  receipts  t;ix  is  founrl  in  txventy  states.    The  rate  of  the 
tax  IS  as  follows:  3  mills  in  .-v.uth  Carolina;  o  mills  in  Louisiana 
New  \oTk  and  (Oklahoma;  8  mills  in  Pennsylvania:   V,    in 
Anzona;   1.2';^  in   Uhio;   Ui' '    in   Texa.s;  2%  in  Marjland, 
New  Jersey,  Oregon,  and  Kho<le  Island;  2},^%  in  North  Car- 
olina;  .i,t  m  Michigan,  Minnesota  and  Vermont;  and  3>^^„ 
in  California.    In  three  states  the  tax  is  graded:  in  Maine  the 
grades  and  rates  are  the  siime  as  in  the  case  of  telegraph  com- 
pames,  explained  above.     In  Virginia  the  rate  is  V'c  when  (a) 
gross  receipts  do  not  exceed  -S.oO.OOO  a  year,  and  (b)  when  the 
iwle-mileage  is  not  alwve  4(X);  othenvise  (c)  the  rate  is  F;  on 
gios.s  receipts  to  mm)  ami  2' l  on  receipts  in  excess  of' that 
sum.     In  Wisconsin  the  s(>ciilled  license  fee  is  2^2^;^  if  gross 
earnings  are  under  one  million  dollars  and  i'l  if  over  that  <um- 
and  It  IS  provided  that  1.",' ^  of  the  revenue  should  accrue  to 
the  locahties.    In  North  Carolina  the  rate  of  tax  is  reduced  if 
a  certain  proportion  of  the  assets  of  the  corporation  is  invested 
in  state  or  local  bonds  of  North  Carolina:  if  the  proportion 
i>  one-quarter   the  rate  is  re.luced  to  Ij/^c;  if  one-half,  the 
rate  is  1'^;  and  if  threeH,uarters  of  the  total  assets  are  so  in- 
vested, the  rate  is  only  }.  of  K;.    This  reduction  does  not 
apply  to  the  similar  tax  on  telegraph  companies. 

N.uth  (  arohna-add  to  the  receipts  tax  a  tax  on  propertv  and 
\irginia  atlds  a  tax  on  property  and  a  tax  on  mil.-age"  Two 
>tates-New  York  and  Pennsylvania-add  the  general  corpora- 
tion taxes  on  capital  stock  or  on  >tock  and  bonds;  whik.  Ver- 
mont permits  as  an  alternative  tax  the  tax  on  mileage 

As  eontra.sted  with  these  twenty  states,  srvn  common- 
"'^alths  imiwse  a  tax  on  mileage,  several  of  them  combining 
with  the  milea-e  tax  other  taxes.  Alabama  levies  a  privilege 
tax  ot  oO  cents  a  mile  if  the  length  of  the  wires  is  less  than  200 
miles;  but  othenvi-^e  imposes  in  addition  a  flat  rate  of  .<52.-)0- 

and  in  f'finU  <i.i..r.  ..L„  l,„.;„     .i.^ .       .  .  ,         ..."         ' 
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in  addition  to  a  tax  of  $1.10  per  transmitter.  Oclawaro  lovios 
a  tax  of  00  cents  per  mile  of  wire,  for  the  longest  wire,  :}0  cents 
per  mile  for  that  next  in  K'ngth,  anil  20  cents  per  mile  for  all 
others;  together  with  a  tax  of  2")  cents  per  transinitt(>r.  Mis- 
sissippi levies  a  flat  tax  of  from  .'§2..")0  to  S250  on  each  U,  nJ.ono 
exchange,  graded  according  to  the  numl)er  of  subscribers  and 
to  the  nvmiber  of  miles  of  iwles.  \irginia  inijwses  a  tax  of  $2 
per  mile,  in  addition  to  the  proix>rty  tax  and  to  the  receipts 
tax.  Vermont  levies  a  tax  of  30  cents  jK-r  mile  upon  the  average 
mileage  of  all  telephone  wires  owned  or  ojjcrated  within  the  state, 
in  addition  to  a  tax  of  40  cents  per  transmitter,  and  p(Tmits  in 
lieu  of  this  the  gross  receipts  tax  mentioned  above.  We.st  Vir- 
ginia levies  a  tax  of  SI  per  mile  in  addition  to  the  property  tax. 
In  a  few  states  we  find  taxes  apportioned  to  the  instruments 
used.  Thus  Florida  imposes  a  tax  of  121  2  cents  per  transmit- 
ter; Montana  a  tax  of  75  cents  j)(t  transmitter;  and  Tennessee 
a  tax  of  from  20  to  50  cents  per  transmitter,  graded  according 
to  the  population  in  each  case  in  addition  to  the  projXTty  tax. 
Moreover,  as  intimated  above,  Connecticut  and  Delaware 
also  emplo}'  this  methotl  in  part. 

In  the  case  of  crprisH  companies  the  states  have  as  a  rule 
departed  from  the  i)roperty  tax  system  to  an  even  greater  ex- 
tent than  in  the  preceding  case.^.  Only  a  few  states  have  re- 
verted to  the  i}(l  valorem  system,  and  there  frequently  because 
of  a  constitutional  defect  in  the  partioilar  methotl  employed. 
For  instanc(%  Iowa  started  in  1808  with  a  tax  on  the  personal 
property  of  express  companies  which  was  declared  to  be  eijual 
to  lO*^,'  of  their  gross  receii)ts.  In  1870  Iowa  reverted  to  the 
general  projieny  tax,  but  in  1890  again  imposed  a  gross  re- 
ci^ipts  tax  at  the  rate  of  1', ,  which  was  increa.sed  in  1898  to  2^7  • 
In  19(X),  howevc  this  tax  was  overturned  by  the  Supreme 
Court,  and  lov  adopted  the  ad  ralorcm  system  with  tiie 

unit  rule.  In  (u .  .,1a  also  the  alternative'  gross  receipts  tax. 
first  levied  in  1901,  was  abandoned  in  1!K)8  owing  to  a  court 
decision.  In  Michigan  the  gross  receipts  tax  was  replaced  l>y 
the  lid  mlonin  system  in  1901  and  in  Wisconsin  this  occurred 
in   1899. 

Ohio  levied  a  net  receipts  tax  in  1802,  and  changed  in  1805  to 
a  gross  receipts  tax.  But  in  1893  the  ad  valorem  sy.stem  wa.s 
estal)lishe(i,  coupled,  however,  with  a  gross  receipts  tax  at  2'^- 
ciuiasetl  ill  l'.H)2  l!)  I'  I,  and  ;igain  raised  to  2'  <  in  1910. 
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Many  mon-  states,  hrm.-vfr,  havo  on  the  contrary  during 
rccfnt  years  aban.lon.<l  tti.-  old.-r  nK^thocJs  for  the  gros^  rt- 
<M'ipt,s  tax.     Xo  l..>.s  than  tw.-nty-foiir  statfs  now  tax  express 
.•ompaniis  acconling  to  gro->  r.r,.ipt..     The  rate  is  as  follow.- 
•i  mills  in  -oiitli  Carolina:  :.  mill,  in  Now  Vork  and  Virginia"  8 
mills  in  Irnn^ylvania:    1';    in  Arizona,  Louisiana  and  Ohio- 
1',   ,  m  Missouri:  1,1/;   i,,  \V.->t  Xlrginia;  T',   in  California, 
V.wJ.rM.y  and  .\,.w  .M,.xi,.o;  2'/;  in  Maryland  and  Texas; 
•i  ,  ni  .Maine.  N.^rth  Carolina,  (Jregon  and  Rhode  Island'  A'; 
11.  Kansas:  .,^   ,n  Conneetieut  ^except  that  companies  tran<- 
a-ting  bu.Mness  on  electrh-  lin.s  anrl  .trer-t  railways  are  taxe.l 
only  2  ,)  Delaware.  Wa.-hington.  and  Wvoming;  and  iV :   in 
Minnesota.    Where  the  high  rates  an-  levi.^.i,  the  gross  receipts 
tax  is  .sr>m<-times  in  lieu  of  all  tax.-  on  ,.rof«.rtv.  a>  in  the  ca-e  of 
Connecticut  and  Minm-^ota.     In   Kan>a.-,   Hho<le  Island  anrl 
Uas.nngton    however,   the  corfv^ratLms  are  taxable  also  on 
th.ir  tangible  prop^-rty.     In  California  they  are  taxable  onlv 
on  their  local  rea.  e-tate.     In  nio^t  of  the  other  state,  they 
arr-  subject  also  to  the  property  t:.x.  either  for  local  purt>o.-es 
or  for  both  local  and  .tat-  piirpo.es.  as  in  Missouri.   Ohio 
>o.ith  Carolina  an«l  Wet  \-irginia:  or  un  the  property  excluding 
Th.  fn,r,chise,  the  fran.-hise  being  d.-rned  to  be  taxerl  through 
th.'  receipts  tax.      In   X.w   York   and    Penn.vlvania  expre-s 
-mipanies  are  al^o  subj,.,.t  to  th-  general  c.,rp.jration  taxes 
In  Wyoming  the  tax  is  .lividefl  in  equal  proi)ortions  between 
the  state  and  the  several  counties  in  which  the  .-ompanv  op-r- 
af.s.     In  Louisiana  the  tax  seems  to  appiv  onlv  to  dome-tic 
'■ompanies.' 

As  compared  with  the  states  employing  th,.  gro--  recHpts 
t..x  only  six  states  utilize  the  mil.-ag..  tax  for  exj.re.s  ,-om|>anies 
Alabama  evie>  a  tax  of  -Si  per  mile  when-  the  expns.  11,,,..  do 
not  ex,-,.ed  .5(X)  miles,  but  thereuixni  impo^  .  a  Hat  tax  arrange,! 
"1  'lasses,  the  maximum  tax  of  •■s.^iXKi  t,.  ing  paid  when  the 
nuleage  is  over  \Sm  mil,-.  Mi.M~~ippi  l.vi,-  a  tax  of  .«->.-iO 
!'lu>  VI  a  mile  in  the  .'a^'  of  fir-t  rja.-  rai!n,ad  tra.-k  or  .«••>  -i 
Will.-  in  th,.  -ase  of  s.vond  or  thini  v\.~.  railn.ad  track^  ov,t 
uluch  the  busin,-  i,  „,^.rat,d.     T-nii---..,.  imnoMs  a  tax  ,jf 
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of  $6  per  mile  in  addition  to  botli  the  grosa  receipts  and  the 
property  tax.  West  Virginia  imposes  a  tax  of  $1.50  per  mile  in 
addition  to  the  property  tax.  V'erraont  which  from  1880  to 
1904  imposed  a  gross  earnings  tax  now  levies  a  tax  at  the  flat 
rate  of  $8  per  mile,  in  lieu  of  all  taxes  on  property.  This  arbi- 
trary tax  was  due  to  the  refusal  of  the  companies  to  furnish 
adequate  details  of  their  business. 

In  addition  to  these  receipts  and  mileage  taxes  we  find 
sporadic  instances  of  other  methods.  Thus  North  Dakota 
taxes  express  companies  according  to  the  size  of  the  station, 
the  tax  being  graded  from  $5  to  8oO.  This  is,  howev(T,  really 
a  fee,  being  called  a  license  fee,  and  paid  in  addition  to  the 
ofl  valorem  tax.  Florida  levies  a  flat  tax  of  $7,5(K)  j)cr  annum 
in  lieu  of  all  state  and  county  Hcenses,  but  permits  in  addition 
city  or  town  licenses,  with  rates  from  $6  to  $200.  In  Massachu- 
setts express  companies  are  subject  to  an  excise  tax,  like  the 
gcneial  corporation  tax  on  corporate  excess,  except  that  the- 
tax  instead  of  being  computed  on'  the  basis  of  capital  stock 
alone,  is  computed  on  the  basis  of  the  shares,  bonds,  and  un- 
funded debt,  and  with  the  further  exception  that  only  so  much 
of  that  valuation  is  taken  as  the  gross  receipts  within  the  state 
bear  to  the  total  gross  receipts.  Finally  in  Df^laware  express 
companies  pay  an  annual  license  fee  of  S2oO  in  addition  to  the 
gross  receipts  tax. 

In  some  states,  as  in  Maryland  and  West  Virginia,  the  gross 
receipts  tax  applies  only  to  foreign  companies,  the  doTiestic 
companies  being  subject  to  the  general  property  tax.  As  a 
matter  of  fact,  however,  almost  all  the  express  comnn.nies  are 
foreign  companies. 

From  the  fact  that  the  large  express  companies  are  generally 
unincorporat  d,  the  question  has  recently  arisen  whether  they 
are  liable  to  the  corporation  tax.  In  Vermont  and  Pennsylvania 
joint-stock  companies  are  expressly  included.  In  New  ,I(>rsey 
the  tax  law  ajjplies  only  to  corporations.  In  New  York  express 
companies  have  been  declared  liable  to  the  state  corporation 
tax  because  the  statute  expressly  applies  to  joint-stock  com- 
panies; '  but  under  the  provisions  of  the  revised  statutes  im- 
posing a  tax  on  "all  monied  or  stock  corporations,"  which 
still  governs  local  taxation  in  New  York,  it  has  been  held  that 
the  unincorporated  joint-stock  express  companies  are  not  lial)li' 
to  local  taxation.'-  There  is,  of  course,  no  good  economic  reason 
1117  N.  V.  \m.  -'133  \.  Y.  279. 
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for  their  exemption.  Tin-  n-sident  shan-hoIders,  however  are 
nommuliy  taxable  on  ti.eir  rosfn-etive  inten-st.  in  the  same'way 
that  members  of  a  copartnership  are  taxable. 

Parlor  and  deepin'j  car  companies  have  bo<'n  separatelv 
taxed  in  a  smaller  numbc-r  of  states.  In  some  states  like  Geo  2 
the  ad  valorem  un,t  rule  sysfm  is  emplove,!,  whereby  th 
ordmary  rate  of  the  property  tax  .s  levied  on "t ha  proport  on  of 
the  entire  value  of  all  the  ears  of  the  company  which  tclte 
md,.,Ke  over  whu-h  the  cars  are  run  bears  !o  the  entire  mlelge 
In  fifteen  commonwealths  we  find  the  gross  receipts  tax^n 
many  of  them  drawing  rcx^m,  dining,  ehair'and  buffc-t  car  l^ing 
expressly  designated  as  i„,,.lud«l  in  the  general  categorv     The 

3;^4nC.d.ornia.OklahJmaai:;(i:g;-;^^^ 
4/2  .m  Maine;  o',   m  'IVxas;  and  7';   in  Washington      I, 
several  of  these  states  an  a.lditional  tax  on  propertvTsTevie 
as  m  Rhode  Island  and  South  Carolina.    In  Minnesota  the  tax 

ax  i.  levied  on  the  capital  stock  of  domestic  cmpanies  onlv 
In  1  exas  an  a.ld.t.onal  tax  of  H  of  1-^  on  capital  stock  is  u'vi  hI 
onfall  such  companies,  but  they  are  then  exempt  from  all  olher 

As  contrasted  with  these  taxes  on  receipts,  several  states 
prmc^dly  m  the  South,  impose  so-called  license  ]:^^^ 

Hx  .  ^^;i;"  "'i  '*'.","  .'"  *'"'  ''^""*'^^>-  »--•  I»  Alabama  the 
tax  i>  SI, 2,0;  m  I-  lorula  it  is  gra.le.l  from  m\  to  .<40  per  car  with 
addifona  k.cal  licenses  from  .S12..50  to  m,  all  oTvSh  are 
N^ln"  -ir  ^,*^^^^— '-Pts  tax;  in  Mississippi  t^  Z 
from  .sl..>0  to  .?2..,0  per  car;  in  Xorth  Dakota  the  tax  is  .t 

h.;Hx;';:^  T- "  '^^■"'"^^^^'  ^"^  ^^^-^  ^m^^:^  ^ 

ouu  r  taxes  except  on  property 

iXai  S'"'^'  ''f  *'  ^"""'*  ""'•^'  '"  ^■''•«''^i^>-  ^^-hi^'h  levies  a 
FndivH  '"''■  ""'V''^'**"'''  ''''''^'  "''  ''"""^''  ^<'^'i«tration  fee. 
'on  r  '""''  'f;,"^""^r>"^^<'  '^''i-^  ^vhich  imposes  a  tax  of 
1  ,  on  the  excess  of  the  value  of  the  capital  stock  as  nroDor- 
t-n-l  to  Ohio,  above  the  value  of  the  re.d  estate;  ancrvZont 

'  ;;v";rr ''  '^r:'  '"\ ''  '"^ ""  ^'"^  p--rtionTth 

'.ipital  >tock  invested  or  used  in  tho  <t;tn 
in  addition  to  the  palace  and  sU-eping  car  companies  tax  we 
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liiul  separate  mention  nm(ie  of  other  car  companies  in  eight 
states  whieli  impose  a  special  t;tx.  Arkansjis  imposes  an  excise 
or  privilege  tax  of  "/  ^  on  the  gross  receipts  of  all  private  car 
companies.  California  taxes  refrigerator,  oil,  stock,  fruit  and 
other  car-loaning  companies  at  tlie  rate  of  3%  on  their  gross 
receipts.  Minnesota  imposes  a  tax  of  4%  on  the  gross  receipts 
of  freight  line  eomi)anies,  which  are  defined  as  companies 
engaged  in  operating  l)ox,  flat,  coal,  ore,  bank,  stock,  gondohi, 
furniture,  refrigerator  or  other  cars  over  any  railroad  line. 
Mississippi  ta.\es  car  ecpiipment  companies  3%  on  gross  re- 
ceipts in  lieu  of  the  property  tax.  Oklahoma  taxes  stock  car, 
refrigerator  car,  and  other  private  car  companies,  car  trusts 
and  car  associations  at  the  rate  of  3%  on  gross  receipts;  Oregon 
taxes  refrigerator  cars  '.i''/,-,  Texas  taxes  stock,  refrigerator,  fruit 
and  other  car  companies  3'  [.  Vermont  imposes  a  tax  of  2^2% 
on  the  gross  earnings  of  car,  steamboat  and  transix)rtation  com- 
panies as  an  alternative  to  the  tax  of  iHVc  on  appraisal.'  Wash- 
ington levies  a  tax  of  7%  on  the  gross  receipts  of  car  companies 
in  addition  to  a  tax  on  their  tangible  property. 

The  next  class  of  public-service  corporations  which  are 
sometimes  taxeil  in  a  special  way,  is  composed  of  street  rail- 
ways. These  are  specifically  mentioned  in  twelve  states.  In 
Connecticut  they  are  taxed  like  railways  by  the  stock  and  bend 
method.  In  Tennessee  they  are  taxed  on  mileage,  the  privilege 
tax  being  graded  from  $;j  to  $10  per  mile  of  track  according  to 
the  population.  In  the  other  states  the  tax  is  levied  on  gross 
receipts.  The  rates  are  as  follows:  3-20  of  1%  in  Maine,  3-1(1 
of  \%  in  South  Carolina;  Kj  in  \ew  York,  North  Dakota  and 
Rhode  Island;  1.2'r,  in  Ohio;  4^;,'   in  California;  and 


^% 
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New  Jersey.  In  N(>w  York,  however,  they  pay  in  addition  3% 
upon  the  (.lividends  in  excess  of  4'^  ;  but  where  the  property 
of  such  a  corporation  is  leased  to  another,  the  gross  receii)ts 
tax  is  omitted.  In  Rhode  Island  street  railways  pay  in  addition 
to  the  1' 0  tax  imposed  in  1912,  which  is  deemed  to  be  in  lieu 
of  all  taxes  on  the  security  holders,  a  so-called  franchise  tax 
imposed  in  1909,  which  consists  of  a  second  tax  of  1%  on  gros> 
rcceii)ts,  together  with  all  net  earnings  over  S^'o.  Moreover 
street  railways  in  Rhode  Island  are  also  liable  to  the  general 
property  tax,  and  to  any  other  taxes  that  are  or  may  be  imposed 
on  all  persons  or  corporations.  At  present  this  means  an  addi- 
tional tax  on  tangible  proi)erty.  In  two  states  the  gross  n- 
'  As  to  this  cf.  supra,  p.  172. 
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ceipts  tax  is  gradfd.  In  Massachu.sotts  t\w  rate  of  the  so- 
called  commutation  tax  on  street  and  electric  railroads  is  1% 
when  gross  receipts  are  less  than  IW.OOO  per  mik>;  2%  between 
^000  and  «7^;  2H%  between  S7.0(i  an.l  «U,0^;  2« 

»28,000,  and  .J%  if  gross  receipts  are  «28,(J00  per  mile  or  .n-er 
Ihis  tax  IS  supplemental  to  the  general  corporation  tax  and  also 
to  the  so-called  additional  corporate  franchise  tax  which  takes 
for    he  stote  any  excess  of  dividends  ovc>r  8';^  on  the  capital 
stock  m  the  case  of  cor,x>rations  that  have  paid  an  average 
duulend  of  6%  since  their  formation.     In  Texas  interurban 
roads  connecting  cities  of  10,000  inhabitants  or  over  pay  from 
/2  or  34  of  1%  of  gross  receijits,  according  as  the  population  is 
un.ler  or  over  20,000.     In  almost  all  the  above  cases  the  "ax 
applies  to  interurban  as  well  as  city  or  town  street  railways 
1  he  street  railway  tax  is  generally  reserved  for  state  purpose-* 
hut  m  some  ca.ses  it  is  handed  over  in  part  or  whole  to  the  lo- 
calities.   In  J.ew  York,  c. ,,.,  the  tax  is  imjxjsed  on  such  propor- 
on  of  gross  receipts  as  the  mileage  on  the  highways  bears  to 
the  total  mileage,  ami  is  distributed  in  the  local  districts  in 
proportion  to  the  value  of  taxable  property  of  the  strc-t  railways 
ItTnl  ^'^W'^consin  the  gross  receipts  tax  ..n  street  railways 
was  replaced  by  the  ad  valorem  system  in  1905 

Another  chu;s  of  public-service  corporatioiis  is  composed 
ot  gas  or  electric  light,  heat  or  power  companies.  We  find  them 
specifically  mentioned  in  twelve  states.  The  usual  tax  agnin 
IS  on  grass  receipts.  The  rates  are  a«  follows:  3  mills  in  South 
arolina  (light  and  powtT  companies);  }i  to  }4  of  K;  in  Tex-is 
,Kas,  electric  light,  power  and  water  companies);  \4  of  1^;  in 

Yf  of  2%)  and  \irginia;  1%  in  North  Dakota  am!  Rhode 
siand  (gas,  electric  and  power  companies);  1.2'7  in  Ohio 
((ias  electric  ami  natural  gas  companies);  and  4%  in  Califor- 
Z  h'JT'^'T'^'?  ,%'^"';'  ''^  ^'''  or  electricity).  In  Delaware 
.L±V  T  \t  ?  ""^  ^'■°''  earnings  phis  4%  on  dividends 
oMvi  7c.  In  New  Jersey  the  tax  (except  when  the  eompanie. 
•""  subject  to  the  special  franchise  tax  of  2%)  is  H  of  1^'  on 
un  >ss  receipts  together  with  .5%  on  dividends  over  4%.  In  New 
ork  the  tax.  which  applies  to  gas,  electric  or  steam  heating, 

!;,;;S/:;:'ii"7r./«'"'^''^""'^  «-.•  -•■»*-  --^s  companies. 
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exempt  from  the  general  eorfwration  tiuc.  In  P«'nnMylviinia,  on 
the  other  hand,  similar  companieH  are  subject  to  the  general 
corporation  tax.  Finally  in  some  of  the  Southern  states  gas 
and  electric  companies  are  subject  to  privilege  or  license  taxes. 
In  Florida  this  is  gradtnl  from  -SIO  to  $250,  with  50%  additional 
for  the  use  of  meters.  In  Mississippi  it  is  graded  from  $.30  to 
$300,  and  in  Tennes-see  from  $riO  to  $700  according  to  jxipula- 
tion.  In  Alabama  gas  and  electric  light  and  power  and  water 
works  companies  are  subject  to  local  licenses  of  from  $5  to  $100 
per  city  or  town  according  to  population. 

There  still  remain  a  few  chusses  of  public-service  corporation: 
in  which  we  find  an  occjisional  example  of  specific  taxation. 
Among  them  may  be  mentioned  the  following: 

Water  companies  are  taxed  separately  in  Florida  (state 
licenses  of  from  $50  to  $150  and  local  licenses  of  from  $25  to 
$50  according  to  [wpulation);  Ohio  (1.2%  on  gross  receipts); 
North  Dakota  {1%  on  gross  receipts);  New  York  (y^  of  1%  on 
gross  receipts  together  with  ',i^,l  on  dividends  over  4%);  Rhode 
Island  (1%  on  gross  receipts  in  addition  to  the  profK^rty  tax); 
South  Carolina  (3  mills  on  capital  stock  in  addition  to  the 
property  tax) ;  Tennessee  (license  tax)  and  Virginia  (J/^  of  1%  on 
gross  receipts  in  addition  to  other  taxes). 

Oil  pi})e  lines,  or  as  they  are  sometimes  calletl  simply  pipe 
lines,  are  taxed  separately  in  Delaware  (1-50  of  1%  on  gross 
earnings);  Marj'land  (2%  on  gross  receipts);  New  Jersey  (8-10 
of  1%  ou  gross  receipts) ;  New  York  (3^  of  1%  on  gross  re- 
ceipts together  with  3%  on  dividends  over  4%) ;  North  Dakota 
(1%  on  gross  receipts) ;  Ohio  (4%  on  gross  receipts) ;  and  Texas 
(2%  on  gross  receipts). 

Narigation  companies  arc  taxed  in  Florida  (3  cents  per  net 
ton  of  registered  tonnage);  Michigan  (river  improvement 
companies,  1%  on  paid  up  capital);  New  York  {y^  »f  l'/(  <"' 
gross  receipts  and  3%  on  dividends  over  4%);  South  Carolina 
(3  mills  on  the  dollar  of  capital  stock). 

Steamboat  or  tiavigation  comjKinies  are  occiusionally  taxed 
separately,  as  in  Indiana  {'.i}^  cents  jkt  net  ton  of  registered 
tonnage);  New  York  {y  of  1%  on  gross  receipts  in  ailditioii 
to  the  general  corporation  tax);  Rhcnle  Island  (1%  on  gros< 
receipts  in  addition  to  the  property  tax);  and  Virginia  {y  of  1' , 
on  gross  receipts  in  addition  to  the  property  tax. 

Terminal  companies  or  union  depot  companies  are  taxcl 
separately  in  North  Dakota  (1%  of  gross  receipts);  Ohio  (1.2'  , 
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of  KTosH  reccipttt) ;  Tennt'SHtH-  (license  tax)  and  Texna  (1%  of 
gross  receipts). 

Heating  and  cmling  companies  are  taxed  in  North  Dakota 
(1%  of  gro«8  receipts);  New  York  {^  of  1%  of  gross  earnings)- 
and  Ohio  (1.2%  of  groKs  earnings). 

Mensenger  or  mes.senyer  and  signal  ctmijmnies  are  taxed  sep- 
arately in  New  Jersey  {2%  of  gro.s.s  receipts);  Ohio  (1.2^';  of 
gross  receipts);  and   North   Dakota   (K;,  of  gross  receipts). 

Road  amipanies  are  s|M'cifically  mentioned  in  Michigan  and 
taxed  21/^%  on  gross  earnings. 

drain  elevators  are  taxed  in  North  Dakota  through  an  annual 
license  of  from  $8  to  $25. 

Foreign  bridge  companies  are  taxed  in  Indiana  on  earnings, 
i)ut  the  earnings  are  treate<l  as  {K'rsonal  proi)erty  and  put  into 
the  regular  tax  list. 

Toll  bridges  and  ferries,  canal  ditches,  tramroads  and  pole- 
roads  used  for  transporting  timber  or  other  valuable  articles  of 
lonmierce  are  taxed  in  Alabama  on  their  giuss  receipts  at  the 
gcm-ral  pro|x>rty  tax  rate. 

Outside  of  the  public-service  corporations  mentioned  abov 
wv  also  find  a  special  tax  on  building  and  loan  associations  in 
Alabama  (1  per  mill  on  the  capital  stock  up  to  *100,(X)0  and  )o 
|>t  1  per  mill  on  sums  abov«>  that  figure) ;  Kentucky  (2^;  on  gross 
■•('(•eipts  of  foreign  companies);  Maine  "capital  dues"  of  >:^  of 
l^();  and  Vermont  (building  investment  companies,  1%  on 
Mims  loaned). 

This  completes  the  list  of  the  special  taxes  levied  on  particular 
•  labses  of  corporations.  We  thus  come  to  the  third  movement. 
:iway  from  the  r»-operty  tax  which,  as  noted  above,  has  been 
till-  mtroduction  of  a  tax  applicable  to  all  corporations  in  gen- 
iTal.    In  other  words  we  have  now  to  deal  with 

5.  The  General  Corporation  Tax 
Here  again  Penn.sylvania  took  the  lead,  for  in  that  state  the 
tax  is  far  older  than  might  be  imagined  from  its  recent  intro- 
'iuction  into  other  commonwealths.  We  have  already  seen 
tli.it  in  1824  Pennsylvania  imp«jsed  a  tax  on  the  net  dividends 
"t  banks.  In  1836  the  tax  was  extended  to  iron  companies, 
■It  the  rate  of  eight  per  cent  on  all  dividends  exceeding  six  per 
' '  lit.  In  this  provision  can  be  found  the  germ  of  the  later  laws. 
;  .:l  lirst  general  corporation  tax,  impo.sed  in   184U,  provided 
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that  "banks  and  all  corporationH  whatever"  which  declared  a 
dividend  of  one  jht  cent  uliould  pay  'in  addition  to  all  prewnt 
taxes"  one-half  mill  for  eaeh  dollar  )f  the  dividend  or  profit, 
and  an  additional  one-half  mill  fir  every  additional  one  ix-r 
cent  of  dividend.  In  \M\,  however,  an  act  wjw  passed  wliich 
sketched  in  broad  outline  the  path  of  future  development. 
Accordinn  to  this  law  all  domestic  corjiorations  which  made 
or  declared  a  dividend  or  profit  of  at  least  six  per  cent  paid 
a  tax  on  capital  stock  of  one-half  mill  for  each  one  per  cent  of 
dividend;  but  if  the  dividend  was  less  than  six  per  cent,  the 
tax  was  three  mills  on  the  dollar.  This  law  continued  until 
the  act  of  1859  providtnl  that  the  three  mills  tax  should  1x5  paid 
only  if  no  dividend  was  declared;  but  that  in  ca.se  of  any  divi- 
dend (not,  as  before,  a  six  iwr  cent  dividend)  tin'  tax  should  be 
one-half  mill  on  the  capital  stock  for  each  one  i)er  cent  of  divi- 
dend. In  1804  it  was  provided  that  corjwrations  not  paying 
to  the  state  a  tax  u|K)n  dividends  should  pay  three  per  cent  on 
net  earnings.  The  consolidated  act  of  18('»8  excepted  from  the 
general  corporation  tax  only  banks,  savings  institutions  and 
foreign  insurance  companies  (all  of  which  were  separately 
ta.\ed),  but  imposed  a  tax  of  three  percent  on  the  net  earnings 
or  income  of  all  corporations,  except  those  liable  to  the  ton- 
nage tax,  i.e.  the  transportation  companies. 

The  important  feature  of  this  law,  however,  was  that  the 
capital  stock  tax  was  now  made  applicable  to  all  companies 
incorporated  or  iloing  business  in  the  state,  i.e.  to  foreign  as 
well  as  to  domestic  corjjorations.  Only  from  1868,  therefore, 
was  the  Pennsylvania  tax  a  general  corporation  tax.  The 
general  law  of  1874  mad*'  no  ch.inge  except  in  respect  to  trans- 
portation companies  as  mentioned  alx)ve,  and  with  the  further 
exception  that  coal  companies  were  to  pay  a  franchise  tax  of 
three  cents  per  ton  transjiorted.  In  1879  the  line  of  division 
in  the  tax  was  again  ilrawu  at  dividenils  of  six  per  cent — that 
is,  the  principle  of  the  law  of  18o9  was  abandoned  and  that  of 
1844  reinstated.  Limited  partnerships,  e.xcept  those  organized 
for  manufa'-turing  or  mercantile  purposes,  were  put  on  the 
same  footing  as  corporations;  and  tl  tonnage  tax  on  coal 
companies  was  limitetl  to  1881,  after  waich  it  was  to  cease. 
Manufacturing  corporations  with  certain  exceptions  were 
exempted  from  taxation  for  .state  purposes,  and  a  loan  tax  of 
four  per  cent  was  imposed,  applicable  also  to  the  bonds  of 
eurporutions.     In   188.")  the  latter  wa.s  reduced   to  three  per 
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t-ent.  In  1HH1»  tli.-rat.'of  tli.-.iipital  stock  tax  was  fix.'<l  at  oiw- 
half  mill  for  cacli  one  |Hr  cent  of  (livii|.-ri<l,  if  divi.l.ii.ls  arnounti'<l 
to  sL\  |MT  ci'ut,  and  at  three  mills  wh.n  (li\i(|.ii<is  were  less 
than  six  |mt  cent.  Finally,  in  \m\  this  plan  was  al-andoncd 
urn!  the  amendments  adopted  which,  as  >till  further  altered  in. 
189;},  are  now  in  force. 

Under  the  law  as  it  now  stands  in  I  cnnsylvania,  thi'  "tax  on 
coriwration    stock"    applies    to    all    corixirations,    joint-stock 
a.s.sociations  and   limited   partner>hips  doini;  business  in   the 
state  or  havinn  any  jMirtion  of  their  capital  invested  therein, 
except  hanks  and  .savinRs  institutions,  foreign  insurance  com- 
panies, building  and  loan  associations  and  manufacturing  com- 
panies to  the  extent  of  the  capital  stock  investe.i  in,  ami  actually 
and  exclusively  employed  in  carrying  on  m.anufacturinjr  within, 
the  state.    Corporations  (-nKaned  in  the  brewing  or  distilling 
of  malt  or  spirituous  T-;     -,  and  such  as  enjoy  and  exercise 
the  right  of  emini-nt  doma      are  not  included  in  this  exce|)tion. 
Bourse  companies  are  exempt  a.s  to  a  certain  proportion  of 
their  capital  stock.     Banks  and   insurance  companies,   how- 
ever, are,  as  we  know,  taxed  separately,  while  building  and  loan 
associations  pay  on  their  matured  stock  a  tax  equal  to  the 
state  tax  on  moneys  at  interest,  and  distilling  companies  {,ay 
a  separate  tax  on  capital  stock  at  the  rate  of  one  per  cent. 
The  rate  of  the  general  capital  .stock  tax  is  now  uniform- 
namely,  five  mills  on  each  dollar  of  the  actual  value  of  the  whole 
capital  .-tock  of  all  kinds.    This  value,  ascertained  by  appraise- 
ment, must  not  be  less  than  the  average  price  for  which  the 
stock  has  been  sold  during  the  year,  nor  less  than  the  value 
iiKhcated  by  the  net  earnings  or  by  the  profit  in  (li\idends  or 
l)y  what  has  Ix'en  carried  to  ihe  surplus  or  sinking  fund.     If 
any  profit  has  been  added  to  the  sinking  fund,  it  is  treated  as 
if  It  had  been  devoted  to  dividends,  unless  it  is  .set  apart  ex- 
pressly for  the  payment  of  debts.     In  the  ca.se  of  fire  and 
marine  insurance  companies  the  rate  is  three  mills  on  each 
uullar  of  capital  stock. 

lu  addition  to  this  tax  on  corporation  stock,  there  is  a  tax 
of  three  \m  cent  on  the  not  earnings  of  unincorporateil  l)anks 
and  all  corporations  except  those  liable  to  the  previous  tax 
or  to  the  tax  on  gross  receipts.    The  only  corporations  which 

!!',*!?!        ''^*^'*^.  ""^'^''"  ^'"*.  P»";'^'J^io"  ^re  banks  and  manufac- 

■snng  curpurations ;  but  the  latter,  with  tiie  exceptions  just 

noted  as  liable  to  the  tax  on  corporation  stock,  are  now  ex- 
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pressly  exempt  from  all  taxation;  and  the  former,  by  electing 
to  pay  ten  mills  on  the  par  value  of  their  capital  stock,  securt; 
exemption  from  all  other  taxation  except  on  their  real  estate. 
Thus  the  net  earnings  tax  does  not  apply  to  corporations  at  all. 
It  is  levied  chiefly  on  unincorporated  savings  banks  and  on 
trust  companies  without  capital  stock.  If  the  banks  do  not 
elect  this  ten  mills  tax,  the  market  value  of  the  stock  is  assessed 
to  the  stockholders  and  taxed  four  mills,  and  the  banks  are 
further  subject  to  local  taxation.  It  has  already  been  noted 
above  in  the  proper  connection  that  transportation,  trans- 
mission, electric  light  and  insurance  companies  pay  a  tax  on 
gloss  receipts  or  premiums  in  addition  to  the  general  corpora- 
tion tax. 

In  addition  to  the  tax  on  capital  stock,  Pennsylvania  im- 
poses a  "tax  on  loans,"  which  exacts  four  mills  on  the  dollar 
of  all  interest  paid  on  any  scrip,  bond  o»  ;;ertificate  of  indebted- 
ness issued  by  any  private  corporation,  and  on  all  public  loans 
(except  those  of  Pennsylvania  and  of  the  United  States).  Tiu; 
tax  was  first  imposed  in  1804  in  the  shape  of  a  tax  on  the  loans 
themselves.  In  18G8  this  was  altered,  so  far  as  corporate  loans 
at-e  concerned,  to  a  tax  of  ^i%  <Jn  the  interest  paid.  In  187;5 
the  law  was  motlificd  and  in  1874  the  tax  was  abolished.  In 
1879,  however,  it  was  restored  in  the  shape  of  a  tax  on  the 
corporation.  But  this  law,  like  its  successor  of  1881,  was  de- 
clared unconstitutional;  and  it  was  not  until  1885  that  the 
t'lx  was  re-established  at  the  rate  of  three  mills  on  the  dollar, 
changed  in  1891  i.)  four  mills,  at  which  it  now  stand-.  This 
tax  must  not  be  confused  with  the  tax  on  loans  or  mortgages 
in  the  hands  of  corjxjrations,  which  is  a  part  of  the  general 
state  tax  on  personal  prop«'rty.  For  it  has  been  held  that 
corporations  and  associiitioiis  liable  to  the  capital  stock  tax- 
shall  not  he  required  to  pay  any  further  tax  on  mortgages, 
bonds  or  other  securities  belonging  to  them,  and  which  con- 
stitute any  part  of  their  assets  included  within  the  appraised 
value  of  their  capital  stock.  But  if  they  hold  these  bonds  in 
a  fiduciary  capacity,  they  are  liable.  On  the  other  hand,  tlu' 
tax  on  the  loans  made  by  corporations,  i.e.  on  corporate  ol)li- 
gations,  has  been  upheld  as  a  proper  e.xcrcise  of  the  legislative 
authority  and  as  not  in  conflict  with  any  provision  of  the  fed- 
eral constitution.  It  is  deemed  to  be  in  effect  a  tax  on  the  buiui- 
holder,  not  on  the  corporation,  although  the  corporation  is 
requircil  to  advance  the  tax  and  to  deduct  it  from  the  interest. 
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The  treasurers  of  corporations,  therefore,  pay  the  tax  on  all 
their  bonds  or  obligations  unless  affirmative  proof  is  offered 
that  the  owners  reside  out  of  the  state,  and  then  deduct  the 
tax  from  the  mterest  due.  The  tax  is,  however,  not  payable 
on  bonds  owned  by  non-residents.  If  the  bonds  are  sold  "free 
of  tax."  that  is,  without  recourse  to  the  bondholder,  the  righl 
of  the  state  to  collect  from  the  corporation  is  no  wise  affected 
Certain  c-la.sses  of  loans  have  been  declared  non-taxable 
either  by  special  enactment  or  by  judicial  construction.  These 
are  as  follows: 

(1)  Obligations  held  in  their  own  right  by  corporations  paying 
the  capital  stock  tax;  for  such  obligations  enter  into  the  value 
of  the  capital  stock  which  is  taxed;  (2)  obligations  held,  or  notes 
discounted  or  negotiated,  by  trust  companies,  national,  state 
and  savings  banks;  (3)  obligations  held  by  non-residents  in  their 
own  right,  and  by  persons  whose  resid(>nce  is  unknown-  (4) 
ol)iigations  held  by  institutions  organized  for  purely  charitable 
or  religious  purposes;  (.5)  obligations  of  their  members  held  and 
owned  by  building  and  loan  iissociations;  ((i)  obligations  on 
which  no  interest  has  been  paid  or  earned  during  the  tax  year 
from  which  the  tax  could  have  been  deducted.  ' 

This  general  corporation  tax,  it  is  important  to  note,  is  in 
leu  of  a'l  local  taxation  on  personalty.  In  Pennsylvania,  there- 
fore, corporations  subject  to  the  capital  stock  tax  are,  with  some 
xeeptions  noted  below,  locally  taxable  onlv  on  real  estate- 
wliile  public-service  corporations,  which  are  subject  to  the 
frross  earnings  tax,  are  not  taxable  locally  even  on  their  re-il 
estate. 

rhe  law  of  1885  exempted  manufacturing  corporations 
with  certain  exception-)  from  all  ta.xation  for  state  purposes - 
)ut  It  was  held  that  only  that  part  of  the  capital  of  a  manu- 
facturing company  which  was  invested  in  the  plant  actually 
necessary  for  the  manufacture  of  its  products  could  be  exempted 
and  that  the  capital  of  such  comi)anies  invested  in  mines  for 
t lie  production  of  coal  to  he  used  in  the  process  of  manufac- 
<!inng,  or  any  other  capital  similarly  invested,  was  taxable. 
1  he  laws  of  1889  and  1891,  however,  provide  for  the  exemption 
ot  those  companies  only  which  are  organized  exclusively  for 
niauufactunng  purposes,  and  the  law  of  1893  specifically  limits 
tlH-  exemption  to  that  i)art  of  the  stock  which  is  exclusively 
•mployed  in  carrying  on  manufacturing  within  the  staV. 
If  the  capital  is  investe<l  in  property  which  it  is  merely  con- 
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vcnicnt  to  use  in  connection  with  manufacturing  operations, 
it  is  not  exempt.'  Manufacturing  companies  are  lield  to  be 
limited  to  those  that  produce  material  substances.  Laundry 
companies  and  steam  heat  companies,  e.g.  are  not  considered 
manufacturing  companies.  In  the  case,  however,  of  the  tax  on 
loans,  since,  as  we  have  just  seen,  it  is  held  to  be  not  upon  the 
corporation  but  upon  the  moneys  of  the  bondholder,  manufac- 
turing corporations  are  liable  equally  with  others. 

In  New  York  the  general  corporation  tax  came  later;  for  not 
until  1880  was  a  law  passed  which  was  based  on  the  Penn- 
sylvania act.  This  act  levied  a  tax  on  the  par  value  of  the 
capital  stockas  fixed  by  the  state  board,  making  the  rate  lV<j  mills 
on  '  he  dollar  if  the  dividend  were  less  than  six  per  cent  or  if  there 
wore  no  dividends  at  all,  and  14  mill  for  eiich  1%  of  dividends  if 
the  dividends  were  6%  or  more.  The  law  has  been  repeatedly 
amended  in  important  details,  especially  by  the  laws  of  1885, 
1889,  1890,  189G,  1901,  1906  and  1910;  but  the  main  outlines 
remained  unaltered.  Among  the  more  important  recent  changes 
arc  the  following:  In  1896  only  that  part  of  the  capital  employed 
within  the  .^^tate  was  declared  taxable,  although  the  practice 
had  been  to  that  effect  for  some  time.  In  1901  manufacturing 
companies,  which  hatl  hitherto  been  exempt  only  when  their 
capital  had  been  exclusively  and  wholly  engaged  in  manufac- 
turing within  the  state  were  declared  exempt  if  40%  of  their 
capital  was  so  invested.  In  1906  several  alterations  were  made. 
The  rates  were  now  further  differentiated  according  to  the 
amount  of  business  and  the  character  of  the  enterprise,  so  that 
they  were  fi.xed  at  J<4,  ^4  or  IJ^  {)er  mill,  respectively,  as  will 
be  explained  below.  The  Hher  important  change  affected 
foreign  corporations  which  invest  their  capital  in  the  stock  of 
another  corporation  doing  business  in  the  state.  These  foreign 
(ompanies  had  not  been  considered  engaged  in  business  in  the 
state.  In  1906  they  were  made  taxable  by  the  provision  that 
the  capital  of  a  corporation  invested  in  the  stock  of  another 
corporation  should  be  deemed  to  be  assets  located  where  the 
l)r()perty  represented  by  the  stock  is  located.  This  of  course 
also  changed  the  reverse  rule  according  to  which  a  domestic 
corporation  whose  capital  was  invested  in  the  stock  of  a  foreign 
(■or{)()ration  had  been  taxable,  but  was  now  exempt. 

A*  present,  the  tax,  known  as  the  franciiise  tax  or  the  capital 

'  For  M  (liscu.ssion  of  those  points  sei-  Eastman,  The  Law  of  Taxation  in 
P<:Hti>i'dvii<iia.  1009.  p.  071  tt  sta. 
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stock  tax,  applies  t„  all  corporations  except  the  foIlowinR- 
banks,  trust  companies  and  savings  institutions;   insurance 
title  guaranty  and  surety  companies;  elevatc-d  railroads  and  sur^ 
fece  railroads  not  operate.!  by  steam;  water,  light,  heat  and 
power  compames;  agricultural  and  horticultural  associations 
and  manufacturing,  mining  and  laundering  companies   to  the 
extent  only  of  the  capital  actually  employed  in  m^anSturing 
mining  or  aundenng,  provided  that  at  least  40%  of  the  capital 
IS  invested  m  the  state  and  used  by  them  in  manufacturing 
mming  or  laundering     All  of  these  exempt  corporations,  E 
t,  rilf  r^       I  Jk  '^'*  ^'-^t^eories  (agricultural  and  manufac- 
turing) are  reached  by  separate  specific  taxes,  as  we  have  learned 

Tlic  iax  is  assessed  according  to  the  capital  stock.  Originallv 
the  rate  was  just  one-half  of  that  of  the  original  Pennsylvan  a 
prototype.  At  present,  however,  the  rate  of  tax  is  dete™  ned 
according  to  very  complicated  rules.  In  reality  there  are  in 
Aew  York  no  less  than  six  different  classes,  although  the  rather 
fol  W  '  ''''*  "''"''''^  differentiate  them.    They  are  as 

1.  Corporations  paying  dividends  of  six  per  cent  or  more 

Z  Jav^'fb  '  '  ''''  f^^  ^^^  ™"  '''  ^^^^' ^^  «^  dividend^ 
tL  >     M,  K   TP"*','' ''^  ^'^^  P"'"  ^^'"'^  «f  the  capital  stock. 

o  T.Tu  ^  «^^^^'"' '«  equivalent  to  an  income  tax  of  2l.,7^ 
Ji  fL  r  T'?"'"''*'""  P"-'"  "°  dividends,  the  rate  is  h'  of  a 
mill  the  tax  being  computed  on  the  appraised  value  of  the  is- 
sued capital  stock  employed  within  the  s^nte.'  The  measure  of 
the  amount  of  capital  stock  employed  within  the  state  is  de- 
clared to  be  such  a  portion  of  the  issued  capital  stock  as  the 
gross  assets  employed  in  any  business  ^^•ithin  the  state  bear  to 
the  gross  assets  wherex . t  employed  in  lousiness.  For  purposes 
uf  taxation  the  capital  of  a  corporation  invested  in  the  stock  of 
another  corporation  is  deemed  to  be  assets  located  where  the 
pliysical  property  represented  by  such  stock  is  located. 

.i.  Corporations  paying  less  than  6%  dividends,  whose  lia- 
b  1  ties  equal  or  exceed  their  assets  (i.e.  whi,.!,  are  insolvent), 
or  the  average  selling  price  of  whose  stock  has  been  below  pa/ 
I  unng  the  year  are  subject  to  a  tax  of  ^,  of  a  mill,  computed 
<^"  the  appraised  value  of  the  stock  emploved  \vithin  the  state 
•  V'yPorations  paying  less  than  (i%  dividends  whose  asset*' 
"xcoed  their  liabilities  by  an  amount  equal  to,  or  greater  than. 
'S"o  I'M  N.  v.,  •_'4G. 
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thfir  capital  stock,  or  the  market  price  of  whose  ;>tock  etiuais 
or  exceeds  par,  pay  IH  ™ills  on  the  capital  stock  employed 
within  the  state;  and  it  is  further  provided  that  in  this  case 
the  value  of  the  capital  stock  shall  not  he  less  than  par,  or  less 
than  the  difference  between  the  assets  and  the  liabilities,  or 
(if  the  stock  was  sold)  not  less  than  the  average  market  price 
at  which  the  stock  was  sold.  Whichever  of  such  valuations 
is  the  highest  is  to  he  taken  as  the  value  of  the  stock,  on  which 
the  tax  is  computed. 

a.  All  other  corixirations,  that  is,  coriwrations  paying  divi- 
dends of  less  than  6%  and  whost?  a.ssets  exceed  their  liabilities, 
but  not  by  an  amount  eqaal  to,  or  greater  than,  the  capital  stock, 
and  whose  stock  has  no  market  price,  pay  a  tax  of  not  less 
than  V/i  mills  on  the  actual  value  of  the  capital  stock  employed 
within  the  state,  or  1}  2  mills  on  the  average  market  price  of  the 
capital  stock. 

6.  Corjwrations  having  two  or  more  kinds  of  capital  stock 
upon  which  the  rates  of  dividends  vary  pay  a  tax  on  each  kind 
of  stock  according  to  the  respective  cla.ss  in  which  they  fall,  as 
explained  in  the  preceiling  five  categories. 

The  provisions  of  the  law  are  so  complicated  that  they  have 
led  to  much  litigation,  which  has  gradually  settled  the  principles 
involved.  It  has  been  decided,  e.g.  that  when  the  'aw  requires 
intrinsic  or  actual  value  of  the  stock  to  be  ascertained,  book 
value  cannot  be  taken,'  but  that  the  liabilities  roust  be  de- 
ducted from  the  assets.-  Moreover,  if  th.;  good  will  of  the 
business  ha.s  any  value,  that  is  to  be  added  to  the  net  assets.^ 
Corporations  subject  to  the  capital  stock  tax  are  exempted 
from  all  state  taxation  on  their  personal  property;  but  they 
are  liable  to  local  taxation  on  their  whole  property,  both  real  and 
personal,  according  to  the  primitive  methods.  The  addition;)! 
taxes  on  other  corjiorations  have  already  been  described  under 
the  appropriate  heading. 

In  Massachusetts,  the  general  corporation  tax  dates  from 
18(54.  In  1863  indeed,  a  law  was  enacted  which  taxed  dividends 
paid  by  corporations  to  non-resident  stockholders;  but  this 
was  pronounced   unconstitutional,  and  was  replaced  by  the 


'  People  tx  rd.  Xalioiial  Enameling  Co.  vs.  Miller,  112  App.  Div.  SSO. 
'  People  ex  r<l.  Loreiia  Co.  ix.  Morpan,  .').")  App.  Oiv.  •2('t'i  (HKK)). 
»  People  ..r  r,l   Wiehiiscli  >V:  Flilner  Co.  r.v.  Roberts,  ir>4  \.  Y.  101.     Kor 
a  more  (letailnl  aeeoimt  see  H    M.  I'ourjl,  .\l,iii>inl  i>f  ('orj>oriitf  Tuxntioti  i" 

Xfir    Ynrh    for   Sluli     /»,;in,..v,v.    lOOT 
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law  of  tilt"  following  year.  This  was  an  extension  to  corpo- 
rations ui  g.-n('rai  of  the  law  of  1832,  which  as  we  remember ' 
was  applied  to  manufacturing  corporations  only.  The  tax 
was  levied  on  all  corpt)rations  except  banks  and  mining  com- 
paiiies  Banks  were  separately  taxed  as  has  been  explained 
ai)ove.  Domestic  mining  co-npanies  were  also  separately 
taxetl  by  a  law  of  18(i4  at  7-12  of  1%  on  the  value  of  the  cap- 
ital stock;  and  in  the  following  year  foreign  companies  were 
taxed  at  the  rate  of  1-20  of  1%  (reduced  in  1883  to  1^0  of  1':^). 
In  1870  corfwratioas  engaged  in  building  railroads  and  telegraphs 
in  foreign  countries  were  also  excepted,  l)ut  were  then  taxed  by 
a  sjK'cial  law  at  the  rate  of  1-20  of  1%  on  the  par  value  of  the 
capital  stock,  together  with  4%  on  dividends.  The  general 
law  applied  only  to  domestic  companies,  and  this  has  continued 
to  be  the  ca.se  with  a  few  exceptions.  In  18(Jo  foreign  telegraph 
companies  were  included;  in  188.5,  fon-ign  telephone  companies; 
111  1898  foreign  street  railways;  and  in  HXKi  foreign  railroads. 

The  act  of  1864  laid  down  the  general  principle  which  is' 
still  followfHl  to-day.    The  basis  of  the  tax  was  the  market 
value  of  the  capital  stock  after  deducting  the  value  of  the  real 
estate  and   machinery,   if  any,   which   were   locally   taxable, 
llie  tax  commissioner,  on  the  basis  of  returns  made  by  the 
corporations,  was  to  estimate  the  fair  cash  value  of  the  shares 
constituting  the  capital  stock.    This  wa.s  to  be  regarded  as  the 
true  value  of  the  corjwrate  franchise.    The  excess  of  this  value 
over  that  of  the  corporate  property  locally  taxed  was  termed 
the  corporate  excess,  and  on  this  excess  the  tax  was  a.s,sesse(l. 
In  18tJ4  the  rate  was  l.e^c— the  average  rale  of  the  general 
[iroperty  tax  at  that  time.    In  1865  the  rate  was  made  to  fluc- 
tuate with  the  average  rate  on  property  in  general  from  year 
t.)  year.    The  tax  was  paid  to  the  state  treasurer,  and  wa.^  bv 
him  distributed  to  the  localities  in  accordance  with  the  resi- 
'I'-ncc  of  the  shareholders,  to  Iw  offset  against  the  sums  due  to 
t!i.'  state  from  the  localities  for  the  proix^rty  tax  and  the  bank 
tx.    The  state,  however,  retained  the  amount  of  the  tax  cor- 
n-ponding to  the  value  of  the  shares  held  by  non-resificnts. 

This  remained  the  system  without  any  changes  of  inipor- 
•  tnce  for  over  thrw  decades,  with  the  single  exception  that  in 
l^ti-i  a  law  was  pas.-^ed  providing  that  thereat'tcr  in  the  case  of 
-ilroads,  telegraph  and  telephone  companies  only  that  jiro- 
purtion  of  the  capital  stock  should  i)e  taken  th.-.t  furn-^-y-.n''"' 

'  Hupra,  p.  147. 
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to  the  Massachusetts  jjroportion  of  the  total  mileage.  During 
the  last  decade  of  the  nineteenth  century,  however,  several 
criticisms  began  to  be  heard.  The  growing  importance  of  the 
street  and  electric  railways  brought  about  a  demand  for  a 
heavier  tax  on  them,  and  at  the  same  time  for  an  increased 
revenue  to  the  localities.  Both  of  these  objects  were  accom- 
plistied  in  1898.  The  distribution  of  the  "orporate  excess  to 
the  localities  was  changed  from  the  l)asis  of  the  residence  of 
the  stockholder  to  that  of  the  location  of  the  line.  This  meant 
of  course  that  the  whole  of  the  tax  went  back  to  the  localities. 
Furthermore  an  additional  franchise  tax  was  imposed  on  street 
railways,  amounting  to  the  entire  excess  of  dividends  over  8%, 
provided  the  corporation  had  paid  an  average  dividend  of  6% 
since  its  formation.  In  1906  electric  roads,  constructed  partly 
on  private  property,  partly  on  public  highway?,  were  made 
taxable  like  street  railways,  with  the  exception  that  only  so 
much  of  the  proceeds  as  correspond  to  the  length  of  track  on 
public  highways  was  to  be  distributed  to  the  localities,  the  re- 
mainder being  distributed  like  the  ordinary  tax  on  corporate 
excess. 

A  few  years  later  there  developed  considerable  dissatisfaction 
with  the  taxation  of  domestic  business  corporations,  as  distin- 
guished from  the  public-service  and  the  financial  corporations. 
Domestic  business  cor[X)rations  were  ta.xed  more  severely  than 
their  foreign  competitors,  that  is,  foreign  corporations  doing 
business  in  the  state,  as  well  as  similar  corporations  in  the 
neighboring  states.  As  to  the  latter  we  have  learned  that  in 
New  York  and  Pennsylvania  manufacturing  corporations  are 
in  large  measure  exempt;  anil  in  the  other  New  England  states 
there  was  no  effective  tax  at  all  on  such  corporations.  As  to 
foreign  corporations  doing  business  in  Massachusetts,  these 
were  liable  only  for  their  tangible  property,  taxed  locally.  The 
sliares  were  indeed  taxable  to  the  shareholder  if  discovered ;  but 
this  was  an  eventuality  that  almost  never  happened.  This 
discrimination  against  domestic  companies  was  removed  by 
the  law  of  1903.  Henceforth  there  were  to  be  deducted  from 
the  value  of  the  stock  of  ordinary  business  corporations:  (I) 
the  value  of  the  real  estate  and  machinery,  whether  located 
in  or  out  of  the  state;  (2)  all  other  tangible  property  located 
out  of  the  state  and  liable  to  taxation,  \  lether  taxed  or  not; 
and  (3)  securities  which  are  exempt  in  the  hands  of  a  citizen 
of  Mai^sachusetts  {t.e.  stocks  ot  state  corporations  and  of  oilier 
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corporations  taxed  in  the  state  on  their  francnisos,  mortgages 
or  bonds  exempt  from  taxation).  Moreover,  a  imit-both 
maxamum  and  mmimum-wa.s  now  set  to  the' amount  of  tie 

rate  oI\\ZnT  ^Z^'  P^^'^^f  *«  «"«  corresponding  to  a 
rate  of  1-10  of  1%  of  the  maritet  value  of  the  stock      The 

tTl^^O^o  Th '  r  ""'"'•"  '^"^^■■^•-  ^"  «'"-"*  -  taken  equa 
to  120%  of  the  tax  commissioner's  valuation  of  the  real  estate 
machinery  tangible  property  and  securities  taxable  to  IS 
of  Massachusetts.     From  this  is  deducted  the  value  of  all 

S     On  tf   '"  ''^•^^^^^  ^^  ""^'^'^'  *°  ^-^tion  ouTsWe  of  th 
btate.    On  the  remainder  the  tax  is  as.sessed 

A  second  change  made  by  another  law  of  the  same  year  was 

theTtfoH  iSo'T;^  7r"^'^'"  ^^  ^  .slight^SM" 
at  the  rate  of  1-100  of  1%  of  the  par  value  of  the  capital  stork 

;™it  ^fts:^" ''-  *--  "'^  p^^^'  -d  ^vith  iZ;^ 

During  all  these  years  the  rate  of  the  corporate-excess  tax 

oTiJlT  1  '"^^"^^'  ''"^""^  *^^  ^^-^-  -  property  exdusve 
t  St  7f  '?k"^"'  ''''-"^  '"'^  '^''  total  valuation  of  prope  y 
XlnJT  V^'  ^''''^'''^  ^''^'-  I"  1906  the  rule  wa.™ 
•lianged  for  all  corporations  except  street  and  electric  ri 
ways  so  that  in  future  the  rate  was  made  the  avt'ige  of  ?he 
annual  rates  thus  determined  for  the  three  years  peSng  L 
assessment.  In  1909  this  new  rule  was  made  uSm  on  all 
corporations,  without  exception  uiuiorm  on  all 

presented  iteelf  ^Trl'/V^.'  new  century  another  difficulty 
presented  itself.  Thj  distribution  of  the  proceeds  had  led  to 
much  dissatisfaction  on  the  part  of  places  where  the  business 
enterprises  were  located;  for  the  revenues  went  not  to  theS 
ocahties  but  to  the  places  where  the  stockhohle  s  ha  p.  en  d  ^ 

blOlO  st't?!  '"".K  "*■  ""  '""^  ^^^^^'«"  t'-  '-V  wa    changed 
m  1910  so  that  m  the  case  of  ordinary  business  coroorations 

-i    he 'wf  ''''  '7r'  '''''  P^^*  «'^^^  tax  ;:i3a;    Tnt 
r  1  uted  tn  tt  ''T      '^  "«"--^'^"'^nts,  the  remainder  is  dis- 

n  Hf  tl  K  "^^-  ""■  *°"'"  ''^''''  ^^'  '^"^'"^^«  '-^  carried  on- 
and  If  the  business  is  carried  on  in  more  than  one  city  or  town' 
then  m  proportion  to  the  value  of  the  tangible  nron.  rtv  of  Ihe 
corporation  in  each  city  or  town.  If,  h.,u' ver,  TKufini  is 
no   carried  on  in  the  state  and  if  the  cor,.,ration  does  not Tw 

£i;;;:^t'r-^t;;;n::r,:!t.t;: '"- — -- 

•ic  Massachusetts  .y.i^m  „f  taxing  the  corporate  excess 
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at  present  may  therefore  may  Im"  summed  vip  a.s  follows.  Cor- 
ixirations  are  divided  into  f(.ur  classes;  i)rdinary  commereial 
and  manufacturing  eomiianies;  street  railroads;  other  publie- 
serviee  corporations;  aii  1  financial  coriwrations. 

(1)  Ordinary  l)usines>  <()iupanies  may  deduct  from  the  ap- 
praised value  of  the  cai)ital  stock:  (a)  the  value  of  the  real  estate 
and  machinery  kK-ally  taxed  within  the  state;  (h)  the  value  of 
the  property  situated  and  taxable  in  another  state  or  country; 
(e)  the  value  of  securities  which  if  owned  by  a  natural  person 
resident  in  Massachusetts  would  not  be  taxable.  The  tax  com- 
missioner in  practice  takes  the  value  of  real  estat<',  macliinery, 
merchandise  and  taxable  securities,  adds  20'  a,  and  then  deducts 
the  three  classes  of  laoperty  mentioned  al)ove.  The  tax  is 
distributed  to  the  localities  in  accordance  with  the  ratio  of 
the  tangible  property  in  the  town  or  towns  where  the  business 
is  carried  on,  except'that  the  state  retain.^  that  piirt  of  the  tax 
paid  on  account  of  shares  owned  by  non-residents. 

(2)  Street  railways  may  deduct  from  the  value  of  the  capital 
stock:  (a)  the  value  of  the  real  estate  and  machinery  taxable 
locally,  and  (b)  the  value  of  so  nmch  of  the  capital  stock  as  is 
proportional  to  the  line  outside  of  the  Ante.  The  proceeds 
are  then  distributed  to  the  localities  in  accordance  with  relative- 
trackage,  the  state  retainii\g  practically  nothing.  In  the  case 
of  electric  roads  only  so  much  as  corresponds  to  trackage  on 
public  highways  is  so  distributed. 

(3)  (3ther  public-service  corporations  in  general,  are  allowed 
the  same  deductions  as  street  railways,  but  the  proceeds  are  dis- 
tributed according  to  the  residence  of  the  stockholders.  la 
the  case  of  domestic  telephone  companies,  however,  instead  of 
deducting  so  much  of  the  stock  as  is  proportional  to  raileaee 
outside  of  the  state,  the  law  prescribes  a  deduction  of  so  mucli 
of  the  stock  as  is  owned  by  the  companies  in  other  corpora- 
tions, when  the  tax  is  paid.  In  the  case  of  foreign  telephone 
companies,  in  lieu  of  this  there  is  deducted  so  much  of  tin 
capital  stock  as  is  proiwrtionate  to  the  number  of  telephone- 
ustd  or  controlled  outsiile  of  the  state. 

(4)  Financial  corporations  subject  to  the  law  include  oivv 
trust  companies  and  stock  insurance  com.panies.  For  ban'  -, 
savings  banks  and  mutual  insurance  companies  are,  as  we  kncA\ , 
taxable  under  different  laws.  Financial  corporations  pay  tli.' 
ex(  ise  tiix  on  all  personal  property  lield  in  trust.  But  as  they  are 
ppriijitted  to  '.lednct  th.e  value  of  r<'al  ost.ite  and  as  mortgaK'- 
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aro  in  Massachusetts  considcrwl   an  interest  in  real   estate  ' 
hey  may  ,le.lu.-t  all  their  loans  on  real  estate  and  thus  v; 
tually  eseaiH,.  taxation  on  this  account      Thev     r.      . 

at  a  rate  equal  to  three-<,uarters  of  the  rate  on  the  cornor-it, 
.■xcess.    Tins  means  virtually  a  rate  of  about  K ;  on  ,le  oS' 
liuuble  that  on  savings  hanks  '  '  " 

ri  an (   one        1  he  chief  criticism  to  be  ur^.-d-namelv    th.> 
f:u  ure  to  take  ac-ount  of  cor„orate  bonds  in  e>tim  tiV    1  • 

I    -Uossachuse  ts,  to  a  far  great.T  extent  than  anywhere  else 

a.lroads  as  well  as  other  corporations  have  been  create  hn.; 

oceeds  of  share  capital  alone.    The  other  critic-ism   h.ev' 

that^th.  U.X  applies  only  to  <lomestic  companies  cannot  b^"; 

The  corporattM>xcess  method  of  taxation  has  recently  hn-n 

"a  th,  law  of  mo,  which  as  we  know  ^  was  d(>signed  to  brintr 
•->"t  a  separation  of  stat.-  and  local  revenues.  diS  or  o  "^ 
.  ons  in  o  two  classes-publL-servic,.  and  other  corpo  at  on 

'•'XHl  on  th,    basis  of  gross  receipts,  according  to  the  rates 
'  ''/.  supra,  p.  104. 

T.x  and  Local  DLs.ri  ,u,io„  "  itiv/    nil.  ,        •)  '^^^''^f/ts  Franrhisc 
''"<^  >'Pon  Street  Kaau;,,  Co    ,J„,;'^,J^  fs,  ,-.     ""i"''"'  ■«'/'/'/""'"  ^''"- 

Hnnlett,  Argument  for  the  .Ua^.«,^A,^vr/^s  .S7r,y/  Z   ™  '  "'  /.'^'"  ', '"'    ^* ' 

-:;;  .^  J^EK.^,  S,.n.^  T,..u.,u  M  i^'r'J'To^^^^^^l^t;^- 

Winn.  The  (orpora/ion  Exemplwnx  of  f)oi  H„^,„n   i.m)V  t    '    i   n  i 
"iil(  oruorntioni   lOnr-  I   M   ir..ii        ii   t.   ^i  '"  "iP"  >  f-  '  r'Ms, /'.W.s 

.■   f?  ..eq.     Cf.  tho  book  by  FrK-.lina.i  aii,|  the  arlicle  bv  Hullocl'   m,  n 
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in«'ntionp(I  in  the  prcrotUnn  scctidri,  ami  tli<'  taxes  arc  cxprcKsly 
declared  to  l)c  taxes  ii[m)Ii  tin-  proiMTty  and  the  franchise.  Ail 
other  cor|H)rations,  including  inercantih',  niainifacturing  and 
mininpr  companies  (except  insurance  companies  and  hanks  which 
are  separately  taxed)  pay  a  state  tax  on  the  so-called  fran- 
chise. This  is  however  virtually  a  tax  on  the  coriM)rate  ex- 
cess. For  the  value  of  the  franchise  is  held  to  he  the  agRreRate 
value  of  the  stock  and  bonds  less  the  value  of  the  tangihle 
property  locally  taxable.  On  this  franchise,  .so  determined 
a  rate  of  1%  i^^  imiwsed. 

In  this  new  system  several  points  are  to  Im"  noticed.  In  the 
first  place,  the  definition  of  the  franchise  includes  all  the  three 
varieties  of  franchisj-s,  which  we  shall  discuss  later.'  In  the 
second  place,  a  jH-culiar  provision  is  inserted  into  the  law, 
recjuiring  in  the  case  of  ordinary  corporations  the  deduction 
of  the  value  of  the  good  will  in  estimating  the  value  of  the 
franchise.  Thirdly,  bonds  as  well  as  stock  are  considered  in 
ascertaining  the  value  of  the  franchise.  Fourthly,  in  the  ca.se 
of  public-service  corporations  the  tax  on  gro.ss  receipts  is  in 
lieu  of  all  other  taxes  e''\'ei)t  th(>  local  tax  on  real  estate,  the 
state  corporation  license  tax  and  such  municipal  charges  as 
may  be  imposed  for  any  si)ecial  privilege  or  franchi.se.  Fifthly, 
in  the  case  of  other  corporations  in  general  the  only  difference 
theoretically  is  that  the  franchise  is  determined  and  taxed  by 
the  state  instead  of  by  the  locality,  the  remainder  of  the  proj)- 
erty  .still  being  subject  to  h)cal  taxation.  Practically,  however, 
it  means  that  the  tax  is  now  really  assessed,  whereas  formerly 
it  was  apt  to  be  left  in  abeyance.  It  may  also  be  mentioned 
that,  evidently  by  some  oversight,  in  addition  to  the  franchise 
tax  there  is  still  left  in  California  the  old  annual  license  tax  of 
S20  on  all  cor|)orations. 

In  New  .Jersey,  the  tax  on  "miscellaneous  corporations" 
dates  from  1884,  and  is  described  as  a  "  liccn.se  for  the  corix)ratc 
frnnchise."  As  amended  in  1892,  it  applies  to  all  corporations 
except  railroads  and  canals  (both  of  which  are  taxed  separately  i. 
banks,  cemeteries,  religious,  charitable  or  e<lucational  a.ssocia- 
tions,  and  manufacturing  or  mining  companies  at  least  fifty 
per  cent  of  whose  outstan(iing  capital  is  invested  in  business 
in  the  state.  If  the  latter  have  less  than  fifty  per  cent  of  their 
capital  so  invested,  they  pay  the  tax  on  capital  stock  mentioned 


'  ("/.  infni,  rhaj).  vii,  muc.  i. 
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Jm'Iow,  l.ut  may  .Ir.lii.t  th.-  .•.ss..s.,..|  v.-.lu,.  „f  f|„.  pn.p,.rtv  m, 
u^(..l  III  iiiaiM.fa.tiirr  nr  mining.  T(lrK.;.|.l,.  trl,.,,!,,,!,..,  <al.l.. 
<;xpr(>s,  parlor  .ar,  kms,  (I.Ttric  11^1,1,  ins.irainc,  .,il  and  ,.ip,.- 
inc  compamcs,  as  we  have  swu  aLovc,  arc  faxr.l  und.r  this 
law  in  a  spwuil  manner.  i.<.  on  n-c.-ipts,  pn-miums  and  dividends 
All  other  companies  included  i„,der  the  head  "miscellaneous 
coriM,rations,"  pay  a  y.-arly  "li,,.nse  fe."  or  "franchise  tax" 
of  one-t.-nth  of  one  per  cut  on  the  capital  stock  issued  and 
outstanduiK  U[)  to  thre..  million  dollars;  one-twentieth  of  one 
|HT  cent  on  the  capital  Ix'tween  thr.r  and  five  millions;  and 
hfty  dollars  additional  for  .-ach  one  million  dollars  capital  in 
excess  of  five  millions.  This  tax  applies,  .-xcept  in  tlie  case  of 
insuranct-  com[)anies,  only  to  domestic  coriMirations.  Hut  it  is 
to  1h  borne  in  inind  that  railroa.l  companies  are  not  included 
in  this  tax  on  miscellaneous  corjjorations. 

In    Rhode   Island   c(.r[)orati()ns   were  not    sejjarately   taxed 
until   1!)12.     The  new  law  also  makes  a  distinction  "hetween 
|)ui)lic-service  and  other  cori)orations.     Pul.lic-service  cori)ora- 
tions  are  taxed  on  uross  reciipts,  as  exjilained  in  the  previous 
section;  l.ut  the  system  differs  from  that  of  California  in  that 
the  rate  is  low  and  in  that  not  only  real  estate  l)Ut  also  the  tan- 
Kihle  iMTsonalty  continues  to  he  liable  for  taxation  to  the  general 
property  tax.     The  gross  earninKs  tax  therefore  simply  takes 
the  place  of  the  tax  on  intanjtible  i)ersonalty.     Other  corpora- 
tions—/.f.  manufacturinp,   mercantile  and  "miscellaneous  cor- 
I)t)rations.  wherever  incorporated— i)ay  a  tax  at  the  low  rate  of 
to  cents  on  the  dollar  on  the  corix.rate  excess,  which  is  deter- 
I'mikmI  as  follows:  The  value  of  all  bonds  and  of  all  other  in- 
debtedness is  adde<l  to  the  value  of  the  stock.     In  the  ca.se  of 
curix.rations  doing  a  business  outside  of  the  state,  only  a  por- 
tion of  the  value  of  the  .stock  is  taken:  where  thev  derive  their 
profit  chiefly  from  the  .sale  or  use  of  ri'al  vsUiU-  or  tangible 
personalty,  the  proportion  taken  is  the  ratio  of  the  value  of 
^u.h  property  in  the  .state  to  the  value  of  all  .such  pn.pertv  in 
"id  out  of  the  state:  if,  on  tl...  other  h.md.  the  profits  are' de- 
rived chieHy  from  the  holding  or  sale  of  intangible  property 
Tlie  <ntenon  is  the  relative  proportion  of  gross  receipts  in  the 
-tafe  to  total  gross  receipts.     In  any  other  case  i„  whidi,  ;is 
I  !'•  hnv  reads,  "these  iiroportioiis  are  not  equitably  applicable" 
|i"'  officials  are  to  take  "such  projiortion  as  i.s    equitable" 
l^rom  the  total  value  of  .stock  and  debts  thus  as.Trtained  is 
■^^'-:uctc•d  the  a.^.-e.-.-ed  Value  of  (he  reitity  and  tangible  pcrson- 
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ftlty  locatotl  In  the  state.    The  remaiiuler  m  pronuunwd  to  Iks 
the  value  of  tlie  eorjwrate  exeesH. 

To  these  six  states  witli  general  eor|H)ratiim  taxes—  Pennsyl- 
vania, New  York,  Massaehustlts,  ('alifi)rnia,  New  Jersey  and 
Rhode  Island — there  may  Ik-  added  Ohio  and  Maryland,  al- 
though from  another  point  of  vi»>\v  these  eommonwealths  might 
he  included  with  thow;  mentionetl  Ix-low.'  In  Maryland,  the 
"tax  on  incor{)orate«l  institutions"  dates  in  a  "rtain  sense 
from  1841,  when  all  domestic  eorjKirations  \vhi>  eelared  di\  1- 
dends  were  re<iuired  to  return  the  stuck  owned  t)y  non-residenis, 
imd  to  pay  ths  state  general  projM'rty  tax  thereon  to  the  colleo 
tor  of  the  place  where  the  eorjKjration  or  its  chief  ollicc  was 
situated.  In  18-12  this  obligation  was  extended  to  stuck  owned 
by  residents;  and  in  1847  the  cor]K)ratiuns  were  re(ju'-ed  to 
pay  the  tax,  whether  or  not  they  had  earned  ilividends.  The 
county  tax  was,  moreover,  still  collected  from  the  shareholder. 
Early  in  the  seventies  the  system  was  slipihtly  changed;  in 
1878  the  present  method  was  introduceil,  and  the  ollice  of  ta.\ 
commissioner  created.  The  tax  is  levied  on  the  capital  stock, 
or,  if  there  be  none,  on  the  pro{)erty  and  assets  o'  all  corpora- 
tions incorporated  or  doing  business  in  the  state,  and  of  aL 
joint-stock  companies  doing  Ijusiness  in  the  state,  except  steam 
railroads  and  savings  institutions,  both  of  which  are  taxed 
separately.  Deductioas  are  made  from  i^\-  -•  '  "ntion  f(V  tlu 
a.ssesscd  value  of  real  propertj'  (separately  taxeu;,  for  the  capi- 
tal invested  in  prof)erty  wliich  already  pays  taxes,  for  the  non- 
taxable securities  held  and,  in  the  case  of  ijuilding  associations, 
for  mortgages  on  taxal)le  profK-rty.  The  corporations  pay  at 
the  rate  of  the  general  property  tax,  on  only  so  much  of  the 
stock  as  is  owned  by  residents  of  the  stato.  They  were  also 
required  to  pay,  under  a  law  dating  from  1S17,  the  general 
property  tax  on  all  interest-bearing  bonds,  certificates,  or  evi- 
dences of  debt,  owned  by  residi  <,  deducting  the  amovint 
from  the  interest  duo  the  bondholders.  This  method  of  taxiiu' 
bonds  which  continued  imtil  1896  differed  from  the  Pennsyl 
vania  system  chiefly  in  the  fact  that  the  tax  was  levial)le  by  tin 
local  officials.  As  a  consequence  it  was  really  nut  enforced.-  Tin 
law  of  1896,  however,  mach;  all  corporate  bonds,  certificates  ( i 
indebtedness  or  other  evidences  of  debt  assessai)le  to  the  owm  r 
at  their  place  of  residence  and  subject  to  a  tax  of  30  cents  p(  i 


'  Infra,  p.  '.'1.3. 
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$1()0  of  ,uH^.so.l  value,  in  a.i  iition  to  th,-  Renerul  ntate  rate  .,n 
pruiHTfy.     lh(.  I.),.al  tax  must  I,,.  a|),K)rti..n...l  ,'(,uallv  iM'twom 

lir  t,.uii  and  couhly  wli.rr  tl..-  owner  risi.lrs.'    Tlirstati-  rut.- 
has    ,..,.„  .■..as..l,.ral,ly  in.r.aM..!  ..f  r......n.  yars  an.l  has  Ih'.,, 

hxnl  fur  nil.rit  at  :i n-v  „,,,kini:  tl,..  total  tax  (il  mits 

wh.rh  IS  ,nu.-  .  h,«hrr  than  Ih.-  l'.„n,vlv,„u:.  tax,  an.l  wh^'h  will 
th.-r..foi-..  prohal.ly  Ira.l  t..  tnurl,  ,.v;.>iuM.  Moivovr.  it  is  to  1... 
notnl  that  thr  tax  on  hon.ls  is  pasal.!..  I.v  ihr  o«,„.r  not  th.- 
.•oriK.rat.on  as  wa.  forn..Tly  th.-  ,a>,-.  Th.-  .-orpoiation  tax.-s  in 
.Marylan.i,  tfi.-r.-for.-,  n..w  hav.-  only  „  v.rv  hinit.-.l  s,„,h- 

In  K.-ntu.ky,  w.-  (in,!  sin.-.-  IN!I2,  ii>  a.hlition  to  th.-  ororv 
-rty  tax,  an.l  th,-  h,-,.„s,.  tax  t..  Ih-  rn..nti...n-.i  l..-l„w,  a  fran.hi',- 
tax  on  all  .•.)riHjra(ions  or  ass.K-iati.nis  'MiavinK  or  .-x.-rt-i-iiiE 
any  .s,M'.-ial  or  ,-x.lusiv..  privil.-K,.  or  fran.-his,-  ....t  ailow.-.l  t.) 
natural  j),-rs.,ns,  .,r  |).-rf.)rminK  any  puhiic  s.-rvi(-o "  This 
IS,  how.'v.-r,  int.-rpr,-t.-.l  t..  in.-lu.ic  .,nly  "pul,!i.-s.-rvi,..-  or  rar- 
n.-r  coinpanu-s  and  can  tla-rt-forc  not  1..-  i-all,-d  a  R.-noral  c.r- 
porati.jn  tax. 

In  Aialmma,  th.-r..  was  forn,.-rly  a  tax.  .latino  from  I8<i.i.  .,n 

11.-  .Iivi.l.-nds  of  ;,!!  .-oriHiralions  d.,inu  l.usin.-ss  in  the  ^ViU- 

..It  sua-.,  th.- d.yi.l.-n.ls  w.-n- sitnpiy  ,!ass,-,i  as  [K-rsona!  ,,r.,p.-rtv' 

lu-  tax  y.,.|.|,..|  almost  n.)thinK  a.ul  was  .lis.-ontinut-d  lufon- 

Ion-      1  h.-n-  wa<  fortii.-rly  also  a  tax  on  th.'  in.-onu-s  of  coriM.ra- 

tions;  l.ut   tins  s,.,.,us  to  lun-  U-.-n  rar.-lv  assess..!  ami  was 

alxilishcl  m    INM. 

It  may  also  l,,-  m.-nti.m.-.l  that  Virginia  had  a  g.-n,-ral  <ortM)ra- 
tion  tax  for  a  slu.rt  |  ri.,d.  In  IR4;{  a  tax  of  two  an.l  a  half  p.-r 
-•••nt  \vas  mip..s,-.l  „„  tlu-  .livid.-n.Is  .)f  all  .-orporatLuis,  ox.-.-pt 
as  t.)  th.-  st.H-k  h.-l.l  .aitsid,-  .,f  th..  Stat..;  l.ut  in  184ti  the  tax  was 
r.-.luc..d,  an.l  was  th.-n  alh.w.-.l  to  .lisnpi.car.  During  th,-  Civil 
Uar,  agam.  a  tax  was  unrK.s.-.l  on  st.-amhoat  c.mi.ani.-s  an.l 

.•om,,am.-s  of  a  sunilar  .-hara.-t.-r."  Th.-  law  ,l.-fin.-.l  .-apital  as 
^f^M-k  suhscrihcl.  mon.-y  .l,-posit.-.l,  l.on.ls.  .-.-rtifi.-at.-s  and  oth.-r 
'  vid.-n.-,.s  of  d,.|,t.  s.;  that  tho  tax  was  thus  roallv  laid  on  stock 
plus  t.)tal  m.lcl)t.'dn<-ss. 

In  additi.)!,  to  thi-s.-  six-or  including  Marvlaml  scvcn-stat.-s 
\\itli  a  g.-n.-nd  .-..rporation  tax  w.-  fimi  a  number  .)f  c.mim.m- 
|yalths-nuH-t....n  m  all-whi.-h  impos.-  a  slight  tax.  almost  in 

"■  nature  of  fi-<>s,  „n  .•..rpor.-,ti..ns  in  g.-n.-ral.    In  a  certain  sens.- 
ii'-i'  may  also  he  call.-d  u-.-n.-ral  .•<)r[i.)rati<m  taxes.    Thev  ditler 
'"'Hcver,  from  th.-  .-oriM.ration  t.-iv.-s  hitherto  discus.sed  in  tl-.ree 
'  Frcifric  Co.  r.v.  I-K-d.-rio  City.  S8  Xcb.  6'A. 
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respects.  In  the  first  place,  they  are  in  almost  every  case  not 
substitutes  for,  but  supplemental  to,  tlie  general  property  tax. 
Secondly,  with  one  or  two  exceptions,  the  charge  is  fixed  or 
graduated  at  specific  sums  instead  of  being  n  percentage  tax. 
in  the  thin!  place  the  amount  is  so  insignificant  as  scarcely  to 
warrant  the  name  of  tax.  In  some  cases  the  charge  is  even 
known  as  a  fee,  although  the  appellations  ar'>  very  varied.  In 
ten  of  these  states— Alabama,  Arkansas,  California,  Colorado, 
Georgia,  Kentucky,  Oregon,  I'tah,  Vermont  and  West  Virginia 
—it  is  called  a  license  tax  or  annual  license  tax.  In  eight  sta^t.^ 
—Delaware,  Kentucky,  Maine,  North  Carolina,  Ohio,  Tex  is, 
Virginia  and  Washington— it  is  called  a  franchise  tax.  In 
Nebraska  it  is  called  an  annual  occupation  fee.  In  Oklahoma 
it  is  called  a  "license  tax  or  license  fee."  In  Kentucky  there 
is  both  1  license  tax  and  a  franchise  tax,  the  former  being  im- 
posed on  all  corporations,  the  latter  being  payable  in  addition 
l)y  public-i:?rvice  corporations,  as  explained  in  the  preceding 
paragraph.  In  California,  as  we  noted  above,  the  license  tax 
is  payable  in  addition  to  the  new  general  franchise  tax.  In 
most  of  the  above  states  the  license  tax  is  supplemental  to  the 
ordinary  property  tax;  and  in  several  of  these  states,  as  we 
learned  in  the  last  section,  there  are  additional  taxes  on  certain 
diisses  of  corporations.  H'he  character  ami  rate  of  these  license, 
or  so-called  franchise,  taxes  are  as  follows. 

Ii\  AlaJ)ama  the  "  license  tax,"  imposed  on  all  corporations, 
(lufnestic  and  fon'ign,  as  a  part  of  the  general  privilege  tax 
system,  varies  from  SIO  if  the  capital  is  under  si(),(}00  to  ^TU) 
if  the  capital  is  over  one  million  dollars.  In  .Arkansas  the 
"  franchise  tax  '"  is  at  the  rate  of  1-20  of  1^,7  upon  the  proportion 
of  lilt  subscribed  or  issued  and  outstanding  capital  stock  em- 
ployed within  the  state.  In  California  the  "  license  i'tx  "  is  at 
the  flat  rate  of  §20.  In  Colorado  the  "  license  tax  "  on  domestic 
corporations  is  2  cents  for  each  $1,000  if  the  capital  is  $25,000 
or  ovc.  In  the  case  of  foreign  coriwrations  the  tax  is  imposed 
on  only  so  lauch  of  the  cai)ital  stock  as  is  emi)loye(l  within  the 
state.  In  Delaware,  where  as  we  know  public-service  corpora- 
tions as  well  as  insurance  companies  and  banks  are  separately 
taxed,  all  other  corporations,  i.e.  all  manufacturing,  mining, 
mercantile  and  miscellaneous  corporations  with  less  than  bO' ( 
of  capital  invested  in  business  carried  on  in  •  ;tate,  or  whose 
capital  is  invested  wholly  without  tiie  state  sutiject  to  an 

"  annual  franchise  tax  "  on  capital  sto^k.  rant    i  fn  m  So,  where 
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the  capital  is  under  .SSo.OCM),  to  «50  where  it  is  a  million  dollars 
with  an  additiona;      :.',  for  ev,-ry  succeeding  million  dollars.' 


In  Georgia  the 
In  Kentuckj'  th 
SI, 000  of  capit 
graded  from  $5,  i 
where  the  capital 


'  iiren.- 
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:  'lisi-  tMX  "  is  graded  from  So  to  SlOO 
■  t;ix  '  If  at  the  rai ;  of  30  cents  on  each 
!ii  Maiiie  tne  "annual  franchise  tax"  is 
t'le  c;i;)it;i!  does  not  CAoeed  $50,000,  to  S-'n) 
.  excew:.:  .  ...dlion  dollars,  with  $25  additional 
for  each  sueceedmg  million  dollars.  In  Nebraska  the  "oecun-i- 
tion  fee  "  varies  from  So  to  .S2()0  according  as  the  capital  is  not 
over  SI 0,000  or  exceeds  two  millions. 

In  North  Carolina  the  "franchise  tax"  is  $5  where  the  capital 
stock  IS  not  more  than  S25,000  and  rises  to  $500  where  the 
capital  IS  over  one  million  dollars.    In  Ohio  the  tax  is  1-10  of 
1%  on  the  capital.    In  Oklahoma  the  "license  tax  or  fee" 
which  does  not  apply  to  public-service,  insurance,  banking  or 
iHiilding  and  loan  associations,  is  in  the  case  of  domestic  corpora- 
tions Yi  of  1  per  null  of  authorized  capital  stock,  and  in  the  case 
of  foreign  corpor  Mons  one  per  mill  of  the  capital  stock  em- 
ployed in  business  done  witliin  the  .state.     The  tax,  however 
IS  in  no  case  payable  on  that  part  of  the  capital  employed  in 
any  business  subject  to  the  "production,  income  or  gross  re- 
c.'ipts  t;ix."     In  Oregon  the  "license  tax"  is  graded  from  $10 
where  the  capital  is  $5,000  or  less,  to  $200  where  the  capital  is 
over  two  railhons.    South  Carolina  imposes  a  'license  tax,"  of 
one-half  per  mill  on  all  corporations  (>xcept  those  public-service 
corporations  which  pr.y  three  mills.     In  Texas  domestic  com- 
panies pay  from  $10  where  the  capital  is  under  $500,000  to  S50 
where  the  capital  is  over  $200,000.    Foreign  companies  i)ay  $25 
where  the  capital  is  not  more  than  $25,(K)0;  $100  from  $25,000 
to  $100,000;  $100  plus  $1  for  everv  $10,000  where  the  capital  is 
iu'tween  $100,000  and  a  million  dollars;  and  an  additional  tax 
of  SI  per  $10,000  on  the  excess  over  a  million  dollars.   In  Utah 
tli<>  "license  tax"  on  all  domestic  corporations  (except  those 
not  organized  for  profit,  water  companies  for  culinary  purposes, 
<:tnal  and  irrigation  companies  and  insurance  companies)  an(i 
'>n  all  foreign  corporations  is  graded  from  $5,  for  an  authorized 
'■apital  stock  up  to  $10,000,  to  $50  when  the  capital  stock  is 
over  $200,000.    Virginia  levies  a  small  "license  tax."    In  V  t- 
inont  the  "license  tax"  is  $10  where  the  capital  is  not  more 
ttian  $50,000,  with  $.5  additional  for  every  succeeding  $50,000 
until  the  tax  reaches  $.50. 
In  VV.as.hingto!i  the  "  franehist-  tax  "  is  fixed  at  $15.    In  West 
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Virginia  domestic  companies  pay  a  '  license  tax  "  graded  as  fol- 
lows: where  the  capital  is  So.OtX)  or  less,  $10;  from  $5  S10,(XK), 
$15;  S10-$25,000,  $20;  and  $5  additional  on  every  S2"),000  to 
$200,000;  $lo  on  each  additional  $100,(XK)  up  to  SoOO.OOO;  SloO 
from  $500,000  to  a  million  dollars;  and  §40  on  each  million  tloi- 
lars  ad<litional.  In  the  case  of  non-resident  domestic  companies 
the  grades  are  slightly  different.  If  the  capital  stock  is  not 
more  than  $10,000,  the  tax  is  here  $15;  if  $10-S25.00(),  ?20; 
if  $25  S')0,000,  $30;  if  $50-S75,000,  $40;  if  $75  $100,000,  S5(); 
from  8100,000  to  a  million  dollars,  25  cents  on  each  S1,(X)0; 
from  one  to  two  millions,  $275  and  20  cents  on  each  additional 
$1,000;  from  two  to  four  millions,  $475  and  10  cents  on  each 
additional  $1,000;  over  four  millions,  $675  and  $50  on  each 
additional  $1,000. 

Outside  of  the  few  commonwealths  which  levy  a  general 
corporation  tax  at  a  special  rate,  almost  all  the  states,  including 
those  mentioned  in  the  preceding  list,  tax  the  jjroperty  of  cor- 
porations in  general  precisely  like  that  of  mdividuals  througli 
the  geniT'il  property  tax.  Of  recent  years,  however,  some 
states  have  declared  the  franchise  to  he  taxable  property,  to 
he  assessed  like  other  pr()])erty.  This  is  true  of  cori)orati()ii> 
in  general  in  Illinois,  '  diana,  Kentucky,  Michigan,  Minnesota. 
Missouri,  Montana,  rennessee  and  Wyoming,  which  state- 
are  to  be  added  to  those  mentioned  above  where  the  liceuM- 
or  oth(>r  tax  is  called  a  i)aynient  for  the  franchise.  Sometinn  > 
the  corporate  excess  is  specifically  designated  as  property  and 
is  declared  to  be  the  excess  of  the  value  of  the  capital  stock 
over  that  of  the  tangible  realty  and  personalty.  The  coriioratc 
excess-  is  specified  in  Alabama,  Illinois,  Indiana,  Minnesota. 
Missis.sippi,  Nebraska,  North  Carolina,  North  Dakota,  South 
Dakota,  Tennessee  and  Texas.  In  !nost  of  the.-;e  cases,  however, 
the  corjwrate  excess  is  taxable  by  the  local  .assessors,  wliii  h 
means  in  practice  that  it  is  generally  not  reached.  In  only  .i 
few  of  the.se  cases,  like  Illinois,  is  the  corporate  excess  appraised 
by  a  state  board,  and  in  that  state  the  system  does  not  api)ly 
to  railroads,  telegraph,  telephone,  banking  and  insurance  coin- 
j)anies  which  are  sejjarately  reached,,  nor  to  comjjanies  for 
purely  n^'inufacturinu;  jjurposes,  for  the  mining  or  sale  of  coal, 
for  printing,  for  publication  of  newspajjcrs,  or  for  the  improving 
or  breeding  of  stock.  .\s  we  mentioned  above.'  this  attempt 
to  include  the  franchi.-e  in  the  value  of  the  property  really  in- 
'.S'li/irii,  i)|).  150  and  180. 
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Volvos  a  partial  (Icparturc  from  the  general  property  tax      It 
will  he  more  fully  discussed  hciow. 

\Vi>  see  then  tliat  only  in  Peiiiisvlvania,  New  York  Cali- 
fornia and  Hhode  Island  are  there  general  corporation  taxes 
in  the  real  sense  of  the  term,  applieable  to  F)raeticallv  all  foreign 
as  well  as  to  doniestie  corporations.  In  Maryland  the  corpora- 
tion tax,  although  nominally  applicable  to  foreign,  is  in  reality 
levied  almost  exclusively  on  domestic  compani(>s.  In  Massa- 
chusetts and  \e\y  Jersey,  the  law  ajjplies  in  terms  only  to  domes- 
tic corporations.  In  Maryland  and  Massachusetts,"  agivn  the 
tax  IS  really  a  general  property  tax  on  shares  (.f  stocK,  although 
paid  by  the  corporation.  Maryland  and  Pennsyiv-ania  are  the 
only  states  which  levy  taxes  on  cori)orate  bonds,  although  vir- 
tually only  on  the  bonds  of  domestic  corporations  "n  the  hands 
-.1  residents.  In  Califoniia  and  Hhod..  Island,  however,  l)onds 
are  considered  in  arriving  at  the  value  of  the  franchise  or  of 
the  coriwrate  excess.  Finally,  only  in  Pennsylvania  is  the 
corporation  tax  in  lieu  of  the  local  tax  on  personalty,  while  in 
<  ahforma  and  Tonnecticut  as  well  as  in  Pennsvlyania  the  state 
tax  on  public-service  corporations  carries  with  it  exemption 
Horn  all  local  taxation.  The  important  (luestions  that  have 
arisen  in  commection  with  these  various  points  will  be  discussed 
below. 

6.  The  Tax  on  Corporate  Charters 
A  mistake  often  made  is  that  of  confounding  with  the  cor- 
poration tax  what  may  be  call<>d  the  tax  on  eorporate  chartcri^. 
riiis  is  in  reality  a  license  fee  charged  for  the  privilege  of  in- 
•orporation  or  of  increasing  the  capital  stock  of  a  company, 
and  it  IS  generally  either  a  lump  sum.  or  a  percentage  of  the 
amount  of  the  capital  stock.  It  is  in  most  cases  of  very  recent 
"ngin.  In  only  a  few  states  dues  it  antedate  the  last  decade 
"t  the  nineteenth  century  and  in  <mly  one  or  two  is  it  found 
lictore  1870. 

In  Pennsylyania  the(>arliest  act  is  that  of  1849,  which  provided 
'hat  certain  manufa<  turing  comi)anies  on  their  incorporation 
>liould  pay  a  bonus  of  C^  ,,f  V^  on  the  capital  stock,  payable 
111  hve  annual  instalments.  In  IS(i8  the  rate  was  '»-anged  to 
'  I  <>t  1'7  but  the  tax  bonus  was  extended  to  all  corporations 
\Mtli  a  few  exceptions,  among  which  railroads  were  the  most 
"iiportant.  In  IS89  the  s.nne  rat<>  was  imposed  on  the  author- 
'•' '^  ••'  ■'"  !!i'Ti;i,-cr  ui  capital  STOCK.     In  IhMl  llie  rate 
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was  increased  to  '/a  of  1%  on  tht*  authorized  capital  stock, 
with  some  exceptions  wliich  were  still  taxable  at  the  old  rate. 
In  1899  the  rate  was  made  uniform  on  all  corporations  at  '/a 
of  1%,  and  the  only  corporations  excepted  from  the  bonus 
were  building  and  loan  associations  and  so-called  corporations 
of  the  first  class,  i.e.  those  incorporated  by  the  courts,  and 
usually  not  for  profit.  Railroads  were  therefore  first  included 
in  this  year.  In  1901  the  bonus  was  extended  to  foreign  cor- 
porations also  and  was  applied  to  so  much  of  the  capital  as 
might  be  invested  in  the  state  after  the  date  of  the  passage  of 
the  act. 

In  Massachusetts,  where  the  charge  is  called  an  incorpora- 
tion fee,  the  first  law — that  of  18G3 — simply  imposed  a  fee  of  .SI 
for  recording  the  certificate  of  incorporation.  In  1865  this 
was  increased  to  $5.  In  1870  the  charge  was  made  a  percentage 
one  and  the  rate  was  fixed  at  1-20  of  1%  of  the  capital  stock. 
In  1871  the  minimum  charge  was  fixed  at  So  :md  the  maximum 
at  S200.  This  continueil  to  be  the  law  until  1903  when  the 
charges  were  reduced,  the  rate  being  fixed  at  1-40  of  1%,  but 
with  a  minimum  i)ayment  of  SIO. 

At  present  the  tax  on  corporate  charters  is  found  in  almost 
all  of  the  states,  although  under  widely  varying  names.  In 
Alabama  and  in  Illinois,  it  is  called  "license  fees;"  in  Connect- 
icut, it  applies  only  to  foreign  corporations  seeking  a  charter 
in  the  state,  and  is  termed  the  "tax  on  corporate  franchise," 
although  quite  unlike  the  franchise  taxes  in  other  common- 
wealths; in  Kentucky,  it  is  called  the  "tax  on  organization  ' ; 
in  Maine,  the  "tax  on  new  corporations";  in  Maryland,  "bonus 
on  corporations";  in  Missouri,  the  "corporation  tax"  or  the 
"tax  on  corporati<ms  incorporating";  in  Nebraska  "occupation 
fee  on  corporations  " ;  in  New  Hampshire,  "  charter  fees  " ;  in  New 
Jersey,  the  "  tax  on  certificates  of  incorporation";  in  New  York, 
the  "organization  of  corporations  tax";  in  Ohio,  "organization 
fee";  in  Oklahoma  "incorporating  fee";  in  Pennsylvania  and 
Rhode  Island,  "bonus  on  charters";  in  Texas,  "franchise 
tax";  in  Vermont,  "corporation  license  tax";  in  West  Virginia, 
"license   tax   on    charters    and   certificates   of   corporations." 

The  rates  of  the  tax  are  exceedingly  multiform.  They  may 
be  classed  in  five  categories:  flat  rates;  fixed  percentage  rates: 
graded  rates,  fixed  in  each  grade;  graded  percentage  rates; 
and  graded  rates,  partly  fixed  and  partly  ptTcentage. 

Thi'  fl.'it  r.'itos  ;)r('  found  in  seven  states;  S-1  in  West  Virgini'i" 
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So  in  Arizona  and  ()i<lahoma;  .?10  in  South  Dakota  and  Wa-sliing- 
ton;  $2o  in  Arkansas;  and  $U)0  in  Florida. 

The  perccntaKc  rates  arc  found  in  fourteen  states  as  follows- 
2  cents  per  S1,()00  in  Colorado  and  Tennessee;  15  ccnis  per 
$1,(MK)  HI  Nevada;  20  cents  per  $1,000  in  New  Jersey  (with 
inuior  variations  in  detail);  25  cents  i)er  S  ,000  in  Utah-  1-20 
of  1',^  (or  50  cents  per  S1,000)  in  .Massachusetts.  Michigan 
and  New  York  (for  domestic  companies);  ;i  20  of  r'  in  Ohio- 
!:!'!  "f  1%  in  Indiana,  Kentucky,  and  Rhode  Island;  i/g  of 
1  ,c  in  Maryland  and  New  York  (foreign  companies);  Vo  of  1% 
in  Pennsylvania. 

The  graded  rates,  fixed  in  each  class,  are  found  in  si.x  states: 
A  abama  (!?2.)  when  the  capital  is  not  over  §50,000,  to  .'i5250 
7,7  tlie  capital  is  over  a  million  flollars) ;  Georgia  ($5  to  ?100)  • 
Klah.j  (.5o  when  the  capital  is  not  over  S25,(X)0  to  §25  when  the 
capital  IS  over  .§500,0(M));  Oregon  (.§10  when  the  capital  is  not 
ov.T  §.),()00  to  §100  when  the  capi.al  is  over  two  million  dol- 
lars); \  irginia  (.§2o  when  the  capital  is  not  over  §5,0{K)  to  §5  000 
when  the  capital  is  over  ninety  million  dollars;  but  when  com- 
I)anies  are  incorporated  under  a  general,  instead  of  a  special 
«I'L\  .r'"''*'''  are  lower,  ranging  from  $15  to  a  ma.ximum  of 
§000);  Vermont  (§10  to  .§.50). 

Thegraded  percentage  rates  are  found  in  four  states  as  follows  - 

onnecticut  (50  cents  per  §1,000  where  the  capital  is  not  over 

five  millions,  and   10  cents  per  §1,000  above  that);  Kansas 

( 1-10  of  1%  on  the  first  §100,000  of  capital,  1-20  of  1  ^;  on  th(> 

"r*  '^^SrS  T^  ^'-'^^  *■"'■  ''''^'  "^''"""  "••  fraction  thereof 
above  §oOO,000  of  capital);  Montana  (50  cents  per  §1,000  wh.-re 
tlH"  capital  IS  not  over  one  million  dollars,  and  25  cents  per 

'To'^i'r''^^'*'^^'  """"^  ^""^'^  Carolina  (one  mill  on  each  dollar 
up  to  §100,000  of  capital,  ^  mill  from  §100,000  to  a  million  dol- 
lars, and  K  mill  on  each  dollar  of  capital  over  a  million  dollars). 

Ihe  mixed  graded  rates,  partly  fixed  and  partlv  percentage 
are  found  m  nine  states  as  follows;  Cohjrado  (.§20  if  capital 
i^^not  over  .§50,000,  and  20  cents  on  each  additional  §1,000)- 
l>«'laware  (the  same  as  Colorado);  Illinois  (§30  where  the 
'•apital  is  not  over  §2,500,  .§.50  if  not  over  §5,000,  and  §1  for 
'■a<-h  additional  §1,000);  Iowa  (.§25  plus  §1  on  each  §1,000  where 
the  capital  is  over  §10,(KK)) ;  Minnesota  (.§.50  for  the  first  150,000 
<it  capital,  .§5  for  every  additional  §10,(KX));  Mississippi  (.«;20 
^v  iiore  the  capital  is  not  over  §10.(MM),  .§40  to  .§60  where  f  h<.  cnp- 
uai  ranges  from  §l0  $.^0,(KK),  and  MO  of  1' ^  where  the  capital 
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is  $50,000  and  over);  Nebraska  ($10  and  in  addition  10  cents 
per  $1,000  where  the  capital  is  over  one  milhon  dollars);  North 
Dakota  ($50  for  the  lirst  .S.>().OOU  of  capital,  $5  for  each  addi- 
tional $10,000  or  fraction);  and  Wyoniini?  (So  where  the  capital 
is  not  over  !»!5,0(X),  $10  on  capital  between  So  $10,000,  and  5 
cents  on  each  additional  Sl.OfK)). 

In  five  states — Maine,  New  Hampshire,  New  Mexi(!o,  Texas 
and  Wisconsin — there  is  a  very  comi)licated  system,  the  rates 
varying  with  different  classes. 

In  ten  states — Alal)ama,  Kentucky,  New  Jersey,  New  York, 
North  Carolina,  Ohio,  Pennsylvania,  Rhode  Island,  Virginia 
and  Wyoming — the  rates  are  payable  also  on  a  subsequent 
increase  of  the  capital  stock. 

In  many  of  the  above  states  the  tax  is  now  levied  on  foreign 
as  well  as  on  domestic  corporations;  while  finally,  some  states 
follow  the  New  York  plan  ami  impose  the  tax  also  on  joint- 
stock  companies. 

These  taxes  hav(>  really  little  in  common  with  the  corpora- 
tion taxes  properly  so  called.  In  Pennsylvania  and  Ohio,  for 
instance,  the  payment  is  held  to  be  not  a  tax  at  all,  but  a  price 
paid  for  the  chartered  privilege.  The  distinction  between  the 
tax  on  corporate  charters  and  the  corjHjration  tax  proper  can, 
perhaps,  best  be  expressed  by  saying  that  if  the  latter  is  a  tax 
on  tiie  right  to  be,  the  former  is  a  tax  on  the  right  to  become. 

III.  firi.sT.s  of  the  Tax 

The  summary  just  presenteil  shows  the  chaos  of  principle 
in  which  the  whole  subject  is  involved.  An  analj'sis  of  the 
facts  discloses  no  less  than  thirteen  imt)ortant  methods  of 
taxing  corporations,  not  counting  the  various  coml)inations 
of  method  which  are  practised  in  some  states.  The  bases  on 
which  the  taxes  are  assessed  are  as  follows: — 

1.  Value  of  the  propcrtij,  i.e.  the  realty  plus  the  visible  and 
invisible  personalty.  This  was  originally  the  universal  method 
and  it  is  still  the  practice  in  the  great  majority  of  cases. 

2.  Cost  of  the  proper!!/.  This  was  I'le  general  rule  in  New 
Jersey  from  1873  to  ISTO  as  to  all  railroad  companies,  and  i- 
still  tne  rule  in  isolated  cases,  as  in  New  York  in  the  local 
taxation  of  telegraph  companies. 

3.  Capital  stock  at  par  value.  This  is  true  of  the  general  cor- 
poration law  in  New  .lersey,  of  mining  companies  in  Massi- 
••hiisctts,  ami  ot  li.iidc-  and  savings  institutions  in  Pcnnsylvani:i 
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4.  Caintal  dock  at  warkcl  valuv.  This  is. true  of  tlic  gen- 
eral corporation  law  in  Massacliu.sctts  and  in  New  Yoriv  when 
applied  to  corporations  where  the  dividends  are  h-ss  than  six 
per  cent.  It  was  true  of  railroads  in  Connecticut  hetweeii 
1849  and  1804.  It  is  also  the  custom  iu  local  taxation  In  many 
states.  ■^ 

o.  Capital  stock  plus  bonded  debt  at  market  value.  This  is 
true  of  all  corpoiations  in  Pennsylvania  and  of  railroads  in 
(.eorKia  and  in  Illinois.  In  the  case  of  railroads  in  New  Jersey 
and  of  cori)orations  in  general  in  Illinois  and  several  otlu'r 
states,  only  the  surjjlus  of  this  valuation  over  the  value  of  the 
tangible  property  is  made  the  l)asis  of  the  tax. 

t).  Capital   stock    plus   total   debt,    both  funded   and  floatimj 
Ihis  IS  true  of  railroads  in  Connecticut,  and   in  a  measure 
true  of  corporations  in  general  in  California  and  Khode  Island 
It  was  true  of  steamboat  companies  and  of  similar  corporations 
111  \  irginia  during  the  Civil  War. 

7.  Bonded  debt  or  loans.  This  was  true  of  railroatis  •,nd 
'•anals  in  Virginia  from  1872  to  1874,  and  is  now  true  of  ■ill 
corporations  in  Pennsylvania.  In  this  case,  however,  it  is  only 
supplementary  to  the  tax  on  capital  stock. 

8.  Business  transacted.    This  is  true  in  several  of  the  New 

l-.iigland  states  of  savings  banks  taxed  on  their  deposit--  in 

(^alifornia,  Maine  and  New  York  of  foreign  banks;  in  New 

Hampshire  and  Vermont  iA  trust  coni[)anies  taxed  on  deposits- 

111  Connecticut  and  Massachusetts  of  insurance  companies  taxed' 

on  the  amount  in.Mired;  in  ^Iontan;i  of  telegnii)h  companies 

taxed  on  the  instruments;  in  Conner  !i    it,  Florida,  Montana  and 

I  ennessee  of  telephone  companies  taxed  on  the  number  of  ti-le- 

phone  transmitters;  in  several  Southern  states  of  sleeping-car 

companies  taxed  according  to  the  number  and  mileage  of  car's; 

111  Delaware  of  railroads  taxed  on  the  number  of  locomotives 

•'M<1  passengers.     It  was  also  true  in  Pennsylvania  from  18(J8 

I')  1874  of  railroads;  from  18(18  to  1881,  of  coal  companies 

taxed  on  tonnage;  and  from  1870  to  1889  of  boom  companies 

taxed  on  the  number  of  logs  rafted. 

9.  Gross  earnings.  This  is  tru(>  in  many  states  of  insurance 
companies  taxed  on  gross  premiums,  and  of  transportation 
and  other  imblic-service  companies  taxed  on  gross  receipts, 

10.  Diridends.  This  is  true  of  gas  and  electric  light  com- 
panies in  Delaware,  \ew  Jersey  and  New  Y,.rk.  and  of  turn- 
l'iK<-  companies  in  Kentucky.    It  was  formerly  trii(>  of  banks 
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and  iron  companies  in  Pennsylvania,  ::n(l  of  hanks  am!  in- 
surance companies  in  Oliio  and  VirRinia  and  of  corponticus  ^n 
general  in  Alabama. 

11.  Capital  Mock  according  to  dividimi.s.  Thi.s  is  true  in 
New  York  of  ail  corporations,  when  the  dividends  are  at  lea.st 
six  per  cent.  It  was  formerly  true  of  hanks  in  North  Carolina 
and  of  all  corporations  in  Pennsylvania. 

12.  AX  ciirtiirigs.  This  is  true  of  railroads  in  Delaware;  of 
street  railroads  in  Massachusetts  and  Hho<le  Island;  of  in- 
surance companies  in  a  numher  of  states  and  of  mining  com- 
panies in  Massachusetts. 

13.  Franchise.  This  is  true  of  a  large  numher  of  cases;  but 
the  term  franchi.se,  as  we  shall  see,  denotes  nothing  definite, 
and  the  value  of  the  franchise  is  measured  by  each  one  of  the 
pri'ceding  twelve  tests  except  that  of  properly. 

All  the  above  methotls  may  really  he  reduced  to  three:  taxes 
on  property  (nos.  1-7  and  11);  ta.xes  on  business  (no.  8);  and 
taxes  on  earnings  (nos.  !),  10  and  12).  Virtually,  as  we  shall 
see,  the  choice  lies  between  taxes  on  property  and  taxes  on 
earnings. 

From  this  survey  of  the  existing  confusion,  it  is  plain  that 
we  are  still  groping  in  the  dark  and  that  no  one  method  has  yet 
l)re-<'minently  commended  itself  to  the  American  sense  of 
justice  and  exjx'diency.  In  the  next  chapter  we  shall  learn 
the  judicial  interpretation  put  upon  these  various  methods, 
and  shall  attempt  to  analyze  the  situation  from  the  economic 
point  of  view.  Tliat  some  chang(>  is  imperative  seems  evident ; 
precisely  what  the  change  should  be  can  be  ascertained  only 
after  careful  consideration.  It  is  a  complicated  problem  that 
confront*  us. 
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C'HAPTEU  VII 

THK    TAXATION    W   COHPOK^TIONS 

II 

THE    PRINCIPLES 

In  the  pr(T..,linK  chaf.t.-r  wo  tra.r.l  tho  history  and  actual 
n.n, ht.on  of  th.  ..orporation  tax  in  tho  Cnito.I  it  t,-       S 
whole  suhjort  was  shown  to  l,o  involve.!  in  almo  t   inextri' 
.•aWe  eonfusion,  anucl  whi..],  howevr,  son.e  twelve  ,1  fferent 
e    for  levymK  the  tax  n.ight   he-  .listinKuishecl.     The  e    U 
«.ll  be  remembered,  were  the  value  of  the  propertv.  capita 
s  ..ck  at  par  values  capital  sto,.k  at  market  value  capialtoi 
plus  bonded  debt,  capital  stock  plus  total  deb  .  loans      u  i- 
-ss  gross  earnmgs.  dividends,  ..apital  stock  acco nling   ^    W- 
■nds,  ne    earnings  and  franc-hise.    In  the  attempt  to  analyze 
cse  methods  it  may  be  well  to  hegin  with  the  la.t,  on  account 
01  Its  obscurity  a«  well  as  of  its  imiwrtance.  -^ttoum 

I.  The  Franchise  Tax 
At  the  ou      t  we  are  confronted  l,v  tho  question-  what  is 

the'nu  r  '."'\,''""  """."^  ^"''^  first^brought  squan-h  W. 

he  public   by  the   provisions  of  the   (^ilifornia   con.stitut  on 
'i  1879,  and  since  then  by  tax  laws  of  several  states  which 
prescribe  that   franchises  of  corporations  shall   be  s  pa     t  H 
.»esM.d      Before  w,-  .-an  discuss  the  franchise  tax,  however 
-■must  attempt  to  ascertain  what  a  fraiu-hise  really  is  ' 

H  ackstone  defines  a  franchise  as  "a  roval  privilege  or  branch 
the  King's  prerogative  subsisting  in  the  hands  of  a  sub^  " 

.ylefinition  is  obviously  too  vague  for  our  purposes.    The  Su- 
preme Court  of  the  United  States  has  given  Jhis  definition. 

'-...n,  either  by  the  .overnn.cn, •.!„;.!;,. '::;';;  pS^^'a^liStS 
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III 


under  such  coiiditioiis  iiiitl  regulations  as  the  itovemnicnt  may  ini|K)se 
in  the  put)lie  interest  and  for  tlie  puldie  security.' 

This  (icfiiiition,  liowever,  is  somewhat  too  narrow,  sinee  it 
emphiisizes  mxliily  *hc  element  of  |)iil)lic  control  and  pul)lie 
interest.  These  are  in  -ed  very  «lesiral)le  adjuncts,  hut  they 
scarcely  seem  to  Iw  indispensable  parts  of  the  eoncepti(ni. 
Notliiiij;  is  more  common  than  the  possession  hy  a  purely  private 
cori)oiation  of  a  franchise — for  examph",  the  mere  privih'ffe 
to  act  as  a  corporation.  Furthermore,  a  privilege  of  a  pul)lic 
character,  like  that  pos.se.s.sed  hy  a  railway,  is  not  necessarily 
confined  to  corporations.  Thus,  there  is  nothing  to  prevent 
the  Krant  of  the  ri^ht  of  eminent  domain  to  private  jXTsons. 
We  therefore  conclude  that  a  franchi.se  in  the  wider  sense  is 
simply  a  ri^ht  conferred  hy  >{overnment  of  conducting  an 
occup.'ition  either  in  a  particular  way  or  accompanied  with 
particular  privileges.  The  motive  may  he  either  puhlic  welfare 
or  puhlic  revenue.  This  can  he  clearly  seen  hy  tracing  thi' 
historical  (levelof)inent  of  the  franchise. 

One  of  the  chi<'f  sources  of  royal  income  in  medispval  Europe 
consisted  in  the  so-called  "fines  for  licenses,  concessions,  and 
franchises."  These  were  payments  hy  individuals  or  associa- 
tions for  all  kinds  of  special  privileges,  such  as  to  .secure  the 
general  favor  of  the  <'rown,  to  retain  or  to  quit  office,  to  ohtaiii 
the  right  of  exporting  commodities,  to  conduct  some  husincss 
in  a  particular  way,  to  ohtain  special  jurisdictional  privileges, 
to  possess  the  right  of  Jirtnn  hiirgi,  and  .so  on.-  A  most  common 
instance  can  he  found  in  the  tracUng  privileges  of  the  guild>, 
granted  chiefly  for  th(>  sake  of  the  accruing  emoluments.  Similar 
to  these  mediieval  conces.sions  are  the  modern  licenses,  esj)ecially 
in  the  Southern  commonwealths,  which  are  conferred  on  in- 
dividuals and  corporations  alike,  and  in  most  ca.ses  for  purelv 
fiscal  reasons.  What  are  called  franchi.se  taxes  elsewhere  .an 
included  in  the  South  in  the  privilege  or  occupation  taxes. 
.\  franchise  of  an  individual  or  of  a  corporation  is,  therefore, 
simi)ly  a  privilege—  something  over  and  ahove  the  value  of 
the  property,  and  in  a  measure  analogous  to  the  "good  will" 


'  California  r.s'.  Southern  Parific  R.  R.  Co.,  127  V.  S.  40. 

'  \  (har.ictcrislic  example  of  a  fine  or  franrliise  hard  to  classify  i.s  thi 
The  wife  (if  Hiico  de  Neville  paid  the  kinu  two  hundriHi  hens  "ih>  <|iie 
possit  jacere  una  nucle  iinn  domino  suo"  (who  hapi>oned  to  Iw  in  prison 
l{iit'iii  Fniiiini,  (>;  (nio!e<i  in  Mado.N,  Hi.story  qf  the  Exciirijiirr,  i.,  p.   47 
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..f  a  firm.     It  is  th.-  in.l.fi.nt..  M.mctlnnn  whi,!,  kjv.s  vitality 
to  tlif  •■Mtcrpn.s..  and  mako  its  l.usincs.s  w„rtli  having 

111  llu-  cas..  of  a  corporation  this  in<ldinit<.  som.thinK  is  the 
f)r.vil,.K..   that   m.livi.luals    possess   to  a.  I    -.^  onr,    with   hval 
iml.vi.luaiity  and  immortality,  and  with  divisihl,.  share  capit  il 
Ihis  is  a  privil.-K..  whirl,  .'..rporations  ..hare  .■(,uallv  with  joint- 
stock  compani<.s;mTordinuly,  tl...  corporation  tax  is  frcciucntlv 
made  apphcal.lo  to  such  asso,.iations.    A  modern  stock  corpora"- 
tion  indeed  possesses  anotli.T  privilcKe,  which  is  ...xciusive  to  it 
namely    linnte.l  liability.     Th..  corporat..  franehi.s..  iherefor..  is 
really  the  privilege  of  juristi.'  lUTsonality  and  limited  liability 
It  is  the  right  to  exist  as  a  corporation.'    Since  it  is  somt'thing 
separate  and  apart   from  th.-  property  of  the  corporation,  it 
is  capable  of  bemg  fa.xed.  • 

What    hits   been   .said   applies,    however,   only   to   domestic 
c.)rporati(ms.     In  the  cas,'  of  a  foreign  corporation,  the  state 
which  ha.s  not  given  th.-  franchi.se  cannot  tax   it.      With   'i 
.loine.stic  corporation  th<.  franehi.se  or  right  to  exist  is  anemptv 
right  if  the  corporation  may  not  transact  bu.sine.ss;  the  righ't 
to  exist  is  therefore  inextricably  boun<l  up  with  tlu-  right  to 
carry  on  the  business.     Hut  as  regards  a  foreign  cor.)oration 
the  two  things  an.  distin.^t.  and  the  .state-  can  tax  onlv  the  privi- 
leg(.  of  carrying  on  the  business  within  its  borders.'    The  cor- 
i)orate  franchi.se  has  no  existence  ai)art  from  the  laws  of  the 
state  which  croatc-d  it.     In  order  to  avoid  trouble,  therefore 
tiie  corporation   tax   is   usu;illy   im,K)sed   on    "the   corporate' 
tranehise  or  business;"  and  the  New  Vorl-  tax  has  been  uphel.l 
;is  applicable  to  foreign  corporations  a«  a  tax  on  their  business 
not  on  their  franchise.'' 

The  denial  of  the  right  to  tax  the  franchi.scs  of  foreign  cor- 
porations applies  ecpially  to  cori)orations  ch.-irtered  by  the 
I  nited  States  which  are  not  legally  foreign  cori)orations.'  Hut 
wliere  the  corporation,  as  in  the  case  of  a  railroad,  exerci.ses 

'  "Ry  the  term  cor,mrntf  franchise  we  understand  is  meant  (ho  right 

■^r  privilcRe  k,v,.„  l,y  ll„.  stale  t,,  two  or  n.ore  pe^.ns  of  l„.inK  a  rorfHmi- 

'      t  '"■*'  ""^ ''?'"«  ''"sine.s.s  in  a  corporate  capacity."    Home  Insurance 

;;■  T:  ;T    ■  "  ,v  ;;'•  ^"'^'  '•'"  ^'-  '^-  •'^'*'-     ^^-  ^^''••■^"■^"  ^"'"n  Telegraph 
I  "  '■•■-■.  -Mayer,  2.S  ( lino  .State,  .")21 . 

'■•  NothiuK  is  l)ett..r  setti.Mi  than  that  the  franchi.so  of  a  private  corpora- 

■■"1  .  .   .  IS  prop,.rty  and  of  llie  most  valual.!.-  kind,  as  it  cannot  he  tak.-n 

\\.  ll"  >  •'!  T  ""''""""  '•""•Pcn.sation."    Wilmiimlon  It.  I{.  Co.  r.s-.  H,.e.i,  V.\ 

i'i'ii'i.   «.^.  i,.|uii.il)i,.  Tru.^-i  Co.  of  .\,.w  London.  Conn.,  '.Ml  \.  V   .'{((fi. 
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additional  privileges  in  the  >tatf,  it  is  held  t li.it  it  enjoys  a 
state  franeliise  as  well  as  a  federal  l'ranelii>e  and  that  a  state  tax 
may  be  ini|M)sed  on  the  former  franchise  vvilhoiit  lieing  an 
attack  U|K)n  the  privilege  granted  l)y  the  federal  government.' 
This,  however,  does  not  a|)ply  O  national  hanks  which  cannot 
1)0  suhjected  to  license  or  privilege  taxes.'  Some  recent  ca.ses 
in  Pennsylvania  have  even  held  that  the  tax  on  capital  stock 
is  invalid  as  to  stock  invested  in  a  patent  right,  l)e<'au.w  siicli 
taxation  involves  a  prop<Tty  right  which  deiMiids  for  its  existence 
exclusively  on  the  fetleral  constitution  and  on  an  act  of  ("on- 
gres.s.''  This  seems  to  h"  an  extreme  ai)plication  of  the  general 
principle  which,  if  persisted  in,  will  reml  r  a  great  part  of  our 
corporation  tax  laws  practically  nugatory.  For  almost  every 
corporation  utilizes  something  covered  i>y  a  j)at«'nt;  and  if  it  is 
held  that  the  capital  stock  represents  in  whole  or  in  part  this 
psitented  jjroperty,  the  <'ori)oration  would  to  that  extent  escape 
taxation.  Later  decisions  in  other  states,  like  New  York  and 
Maryland,  sei>m  to  take  the  pro|)er  view.  For  in  New  York 
it  has  heen  held  that  even  if  the  entin-  capital  of  a  coriwratioii 
is  invested  in  j)atent  rights,  it  is  none  the  less  sul)ject  to  the 
capital  st'  'x. '     And  the  .same  rule  has  l)ein  extended  to 

irade-mar. 

Subject  to  these  qualifications  and  to  the  principle,  to  be 
discus.sed  below,  that  no  connnonwealth  may  impose  a  fran- 
chise tax  to  interfere  with  interstate  commerce,  the  taxation 
of  corjwrate  franchise  has  no  limitation,  excei)t  the  di.seretion 
of  the  taxing  power." 

The  franchise  that  has  been  discu.ssed  thus  far  is  the  privilege 
of  doing  business.  When,  however,  we  analyze  a  little  more 
closely  the  concept  of  a  corporate  franchise  we  see  that  there 
are  other  aspects  to  the  problem.    In  order  to  do  busine.'^s,  the 

'  Peoi)lo  r.s.  Central  Pacific  H.  R.  Co.,  10.5  Cal.  57C;  and  California  r'. 
Pacific  Uailroail  Coinpanics,  127  V .  S.  1. 

^  .Mayiir  ix.  National  Hank  of  .Macon.  .")0  (ia.  tJtS;  Cily  of  Carlliaiic  i«. 
Hank  of  Carthage,  71  Mo.  .50S;  National  Hank  of  Chattanooga  vn.  Mayor.  *< 
Hci.skcll,  Nit. 

'Connnonwealth  r.s.  Wcstiiiuhouse  Co.,  l.'»l  Pa.  .'"^tatc,  'itW;  Connnnii- 
wcalth  rn.  .\ir  Hrakc  Co.,  id.  '2i')'>;  Coininonwcahh  fs.  Philadelphia  Co.,  I.'jT 
Pa.  .")27;  Coinnion wealth  is.  Lehijih  C.  :iiid  I.  Co.,  1(12  Pa.  .'^tate,  003. 

*  I'eopliM.rr</.  C.  .S.  .Mtaninuin  Plate  Co.  r.s.  Knight,  174  N.  Y.  47.'>  (I'M).'!  ; 
Crown  Cork  and  Seal  Co.  vs.  .State,  ^7  Md.  t).S7. 

'  I'eoplerj  rit.  Spencerian  Pen  Co.  rs.  Kclsey,  10."i  .\pp.  |)iv.  l,'i;{  (1<.)().")1. 

"Delaware  Hailroad  Tax  C:use,  IS  Wall.  '2M;  California  cs.  .Southern 
Pacific  H.  K,  Co.,  127  f.  S.  tl. 
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n.r,K,rati.,n  munt  first  ,•„,....  i„t.,  ImImk;  a,ul  ,.v..„  „fl,T  tl...  ,„rrM. 

ration  ha.s  In.,., ...at,..!,  i,  do..  „.,t  ........ssarilv  follow  ,  1,    ,  i 

.io  1,...,....^.     (•o„...,„..„.t|v  u..  „.,.,t  .listiMKuisl.  I.ti  ' 

.•a  .on  of  a  .■or„..rat.on  an.l  th.-  <.x..r.is,.  of  its  .k.^.t         f 
the  latter  is  tcrrnc.l  tli..  fra.i.l.is,.  to  .Jo  or  to  -n-i    fh.    f  i-. 

."iKM..-.all...itl...fran..lns..t ^  i:  U  ^  ^^''^W    hij 

|.nv,l..«..  to  IH.,  as  w..  I.av..  Larn...!,  virtually  all  the    tatls Uk, 

;:.nr?:;v;;;;L£:';:::''''''^''^-'''''^^^ 

In  a<l.litio.i  to  tl...  fraM.l,is..  to  1...  and  tl...  franchise  to  do 
fure  ,s,  however,  still  a  third  kind  of  franchise,  wli  •.  H    ns 
...j^u.  usual  of  recent  years  ,o  call  a  special  fr;nchis'     ™ 
!..■  n«ht  ac,.orde.l  to  certain  cor,,<,rations  to  possess  privileRes 
-t  ynjoyed  l.y  c.,rpora.ions  in  general.     The  n.ost  in.p  rhS 
..f    urh  special  pnvle«es  is  the  ri«ht   to  use  public  hiS. 
^md  .1  ,s  for  tins  n.as<m  ,  hat  the  .•orjH.rations  ,.  joying   IHrSt 
are  generally  call.^l  pul.lic-s..rvi..e  c,.rporationl/  Tl.i    ^  !ci 
n-nse  was   hrst   ..rou«ht    into  prominence  in   New '  York 
"  tlm    Stat..  It  is  p.-nn.ss.l,i,.  t..  ,l...lu,.t  ,l..|,ts  fr.,„,  personaltv 
Hi    not  from  rc-al  ..tat...    It  was  a.-.-orcliuKly  easv  for'::^  ^  ^I 

>  11  localb  taxal...  >n  N.-w  Y..rk.     For  wh..n  the  b.,nd,..l  in- 

!..  .tedne.s.s  ..xc....,l..,l  the  capital  sto.'k,  th..re  w.,ul.l  be    ,    hine 

I.'  t  on  wh„.h  to  levy  th,.  tax  .-xeept  th,.  r,.al  ..stat.-.    \\Zll 

a  t,.mpt  wa.s  ma.l..  lat..r  to  ass-ss  th,.  v.ulu,.  of  the     a  ,hi  e 

|"'»<1--.     Hen,,.  j,n  inK,.ni<,us  j.lan  was  devis..(l.      \  fr.,n<.}iis,. 
jn  general,  .f  ,t  ....  any  kin.l  of  prop..rty,  is  person.d  p  .      rtv 
Hut  It  was  now  suKK,.st,-.i  that  a  fran.-his..  enjov...!  bv  some 
n.  lH>ra  .ons  only,  to  us.,  the  stn-ets.  on  th.-  surfa,;  or  above  or 
"  ow  the  lev..|,  might  pro,«.rly  b..  t..rm.>.l  an  int,T..st  in  rea 
jn^cN  an.I  If  .so,  th..re  could  not.  under  the  Xew  York  s     tern 
e  law tflsr  '"■•'""'  "^  """■*'^"«"  '"""''^-    A.vordinglv  1.; 

;  1  «'   .        ¥""■"  "'  ''  '''^'^■''^'  f'-'""-''i-^<'.    The  law  added 

t"  the  dehmtion  of  taxuble  real  property  the  following:- 

"The  value  of  all  fnuichiscs.  rights  „r  ix-mnssio,,  to  con.struot   main 

-n  or  o,H.mte  the  san...  [surfa...,  un.lerKroun.l  or  clevat      r'  iiroa  l" 

.  u-  or  a bov..  .,„  or  ,hr.,ugh  str..ets,  hi,i,ways  or  public    La-      "'"' 

"■"1  the  value  .,f  all  fraachisfs,  rights,  authorifv  nr  .h.-.:.!:,,..  .1  I,/ 

■-,ut,  laumiain  or  ojx.ra...  i„,  un.l.T,  above,  u,K,n,  or' 'through  any 
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streets,  highways  r  |)ul)lic  i)hicc'.s,  any  ii  aiiis,  pipes,  tanks,  conduitt 
or  wires,  with  thoir  appurli'iiaiiccs,  for  cor. ducting  water,  stoam,  heat, 
hght,  power,  ga.s,  oil  or  otlier  sniKstiiiicc,  or  eleiHricity  for  telegraphic, 
telephonic  or  otlicr  purix)s<'s.  ...  A  franchise,  right,  authority  or 
I)ermission  spccifietl  in  thi.'<  sulxlivision  shall  for  the  purposes  of  taxa- 
tion be  known  a.s  a  'special  franchi.se.' ''  A  special  franchise  shall  b«> 
deemed  to  include  the  value  of  the  tangible  i)ro{)erty  situated  in,  upon 
under  or  above  any  street,  highwav,  j)ublic  place  or  public  waters  in 
connection  with  the  special  franchise  in  liH"".' 

Under  this  ingenious  definition  of  a  specrU  franchise  aU 
public-service  corporations  in  \ew  York  have  now  lieen  com- 
pelled to  bear  a  far  greater  burden  of  tiixation  than  was  pre- 
viously the  ea.se.'- 

The  new  conception  sotm  spread  to  other  states,  although  in 
most  cases  the  special  franchise  is  either  mea.sured  by  a  certain 
proportion  of  gross  receipt,  i  s  in  New  Jersey,  or  it,  treated  as  a 
separate  constituent  of  property  without  any  decision  as  to 
whethe-  it  is  realtv  or  p<>rsoualty.  Only  a  few  states,  like  Cali- 
fornia, follow  Ne>v  York  in  treating  the  special  franchise  as  an 
interest  in  real  estate. 

Thus  we  see  that  there  are  now  in  the  American  system  of 
corporate  taxation  three  kinds  o*'  tranchi.ses — the  franchise  to  be, 
the  franchise  to  do,  and  the  franchise  to  act  in  a  particular  way 
or  to  enjoy  a  special  privi'.^'ge.  It  is  interesting  to  observe  that 
in  the  California  law  of  1911  all  three  species  of  franchises  are 
included  in  the  definition.' 

•  -\n  amendment  adopted  later,  provide*!  that  "♦ht-  term  'speciul  fran- 
chise '  shall  not  he  deemed  to  include  the  crossing  of  a  street,  highway  or 
public  place  outside  the  liniils  of  a  city  or  incorporated  village  where  such 
crossing  i.s  less  than  I'M  feet  in  length,  ur'.ess  such  crossing  be  the  con- 
tinuation of  an  occupancy  of  another  street,  highway  or  public  place." 
Under  this,  in  practice,  ordinary  railro"d  crossings  were  not  treated  :is 
special  franchises.  Hut  a  later  amendment,  in  11K)7,  made  a  steam  railroiui 
crossing  in  a  city  or  village  a.s.s«'.ssable  as  a  spwial  franchise.  As  spt>ci;il 
frasicliises  art;  as-sessed  by  a  state  Iward,  while  ordinary  real  estate  is  ;is- 
sc-i-sed  by  local  ofliciaJs,  this  ha.  caused  much  confusion  in  the  actual  ad- 
ministration. Cj.  till-  interesting  monograph  by  Ucnj.  K.  Hall,  one  of  tl^ 
New  York  State  Tax  Conuni.ssioners,  Administrative  DifficuUien  of  //.• 
S/HCdil  Franchise  Tux  Law.  Adilrexs  btfore  the  State  Conference  on  Taxation 
hMot  V tin,,. Whuny,  1911. 

'Cf.  Sclipman,  "The  Franchise  Tax  Law  in  N'ew  York,"  in  Quarterli 
Jniirniil  of  Kcofiotiiica,  vol.  xiii.  HSfH)),  p.  44;)  et  siq. 

'  "  These  fran('hi.s<\s  shall  include  the  actual  exerci.se  of  the  right  to  Iw  a 
corporation  and  to  do  business  ;us  a  corjioration,  under  the  laws  of  tlii> 
slate  and  the  actual  exercise  o(  the  right  to  do  business  as  a  corporatinii 
in  this  slate  when  sucli  ri^tlit  is  exerci.sc<l  by  a  co.'  oration  incorporated 
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It  must  further  bo  observed,  however -althouirh  it  !« 
observation  that  has  hitherto  eiuderl  h .  nA  *•  ,  ^" 
nigh  all  writers  on  tlu^sub  ect-^that  amicf  tho  .?-^  >•''"■ 
of  raaaning.  attached  to  theCl  fl^LC  wo'.i^S' 
are  discermble  n»  its  relation  to  taxation.  We  refer  £„"? 
to  the  di.tmct.on  just  discussed  between  a  fran  hise  to  be  . 
franchise  to  do,  and  a  franchise  to  -ict  in  .,  „.l^      .  ,'  ^ 

..property  tax,  as  m  the  case  of  the  capital  stock  tlS  New 
^ork.     Let  us  elucdate  these  conceptions. 

to^irf::l;c£^::  '!T:z:;^':!^lr''v'''' '-'- 

arises  as  t.  how  the  .^u!:  ^Z'l^J:^^^  ^S"of  H^ 
fTfn'i  "  '".^  --rtained.     It  is  obvious  th'I    her    we 
face  to  face  wth  great  difficulties.  "^"^ 

We  have  seen  that  there  are  nnt  lo««  +K„..  *      i 

'lirouph,  or  a  one  anv  str«.f«    i>i„i„  i  •  '"',  "'"™r,  ab.ivi>,  ufwii, 

'"•'ins,  pipes,  canuls    i  ,.i"    Hnk  ''r/*''  ''•'■  P'""*^'  "•■  ^•'"'■'^'  ""v 

Hi.  water,  oil  or  otL'r t^b    an  ;?'^'  ^^T'  'rVVr  ""''""'  ^"^  '"""•'"••'- 
''.  '!"•  artirl'o  (.V  Pmf.^or  "'  r>    i.k'.-'!"'.';!'.-?^  S.'?''^"""".  V^H-  chap.  335 


-  i 


'■mm 


II!  fhf  Xiittutuil  MuHiniHil  til 


The  T 


axaticin  of  I'" 


1^4^ 


■uu;  vol.  1.  (1912),  p.  337  d 


Sf?. 


»»  iW'WSWi.tte.^ 


228 


ESSAYS  IN  TAXATION 


i  I 


IP 


I 


I  ^H 


f  ■ 


the  value  of  the  stock  less  the  value  of  the  tangible  property; 
the  value  of  the  stock  less  the  value  of  the  realty,  the  value 
of  the  stock  and  bonds  less  each  or  all  of  these  items,  etc.  There 
is  a  total  lack  of  uniformitj'.  Each  commonwealth  measures 
the  franchises  of  its  corporations  in  its  own  way;  and  frequently 
a  given  commonwealth  measures  the  franchises  of  different 
corporations  in  entirely  different  ways.  There  is  an  utter 
absence  of  any  common  standard  of  measurement.  Capital 
stock,  stock  minus  property,  stock  minus  realty,  bonded  debt, 
business,  gross  earnings,  dividends,  profits,  etc.,  are  each  declared 
to  be  the  value  of  the  franchise.  The  result  is  hopeless  confu- 
sion. It  would  be  useless  to  examine  the  methods  of  all  the 
states;  a  few  examples  will  suffice. 

The  state  board  of  assessors  of  New  Jersey  have  published 
since  1884  aimual  reports  in  which  they  discuss  the  details 
of  corporate  assessment.  In  the  case  of  railroads  they  adopted 
the  following  plan.'  The  market  value  of  the  stock  is  added  to 
the  market  value  of  the  debt;  from  this  aggregate  the  total 
value  of  the  tangible  corporate  property  is  deducted,  and  the 
remainder  is  declared  to  be  the  "adventitious  value  of  the 
entire  road,  its  privileges  included."  Sixty  per  cent  of  this 
is  taken  as  the  value  of  the  franchise,  to  which  is  added  the 
value  of  the  real  and  tangible  property,  known  as  the  "abstract 
value"  of  the  road,  making  a  total  which  is  termed  the  entire 
value  of  the  railway  for  purposes  of  taxation.  This,  however, 
is  not  all;  for  if  the  value  of  the  tangible  property  exceeds  the 
value  of  the  stock  and  debt,  the  board  declares  the  franchise 
to  be  twenty  per  cent  of  the  gross  earnings.  It  will  be  readily 
perceived  that  this  measurement  of  a  franchise,  which  may 
give  a  result  less  than  nothing,  is  rather  awkward.  Indeed, 
the  courts  of  New  Jersey  have  overturned  this  portion  of  the 
assessors'  standard  by  pronouncing  the  estimate  based  on 
gross  earnings  unconstitutional;  -  but  the  main  element  in  the 
method  of  valuation  was  upheld  on  the  easy-going  principle 
that  no  substantial  injustice  was  done.  It  is  this  absence  of 
"substantial  injustice"  to  which  is  due  the  chaotic  condition 
of  franchise  taxation  in  this  country  to-day. 


'  Rrport  of  the  State  Board  of  Assessors  of  New  Jersey,  1884,  p.  26;  1885, 
p.  U;  ISHti,  p.  2S;  1,S8K,  p.  ti. 

=  Ciusf  of  Hailn)ail  Tax  Luw,  N.  J.  Court  of  Errors  and  Appeals,  decided 
May  2it,  ISsri.  The  ca.-w  may  be  found  in  full  in  the  Third  Atmual  Report 
of  the  Slate  Board  of  Aasestiors.  1886,  pp.  79-173. 
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In  Illinois  and  in  California,  the  method  of  taxing  franchises 

s  no    far  difforent  from  that  of  New  Jersey.     In  Illino"  lie 

board  of  equalization  adds  the  cash  value  of  the  stock  to'that 

to  t  f  ^(^^^•"^'•"g  7"^nt  debt),  and  pronounces  the  resul 

o  be  the  fair  cash  value  of  the  capital  stock  including  the 

T^Ti    ^^T  '^'  '^'  ^""^^  ^^d"^t«  the  equalized  tfueo? 
an  the  tangible  property,  and  declares  the  remainder  to  be 
the  value  of  the  capital  stock  and  franchise  subject  to  taxation 
This  method  n-as  upheld  by  the  Supreme  Court  of  the  iS 
States  as  being  "probably  as  fair  as  any  other."  •    In  California 
he  value  of  the  franchise  is  determined  by  subtracting  Tom 

e  7Zf:iut  '-r  ^'^P'^/'  ''''''  «^  ''  '^'  stock  Ind'blnd™ 
action  nfth  '*T  "^  TP^rty.^    In  some  cases  only  a 

ranchTsP     Th'  ''T'"t'  ''  ■'^''^'''''^  *°  ^e  the  value  of  the 
hattnlhpl     ""f'^  'r'"^*^  introduced  by  the  law  of  1911  is 
that  m  the  case  of  ordinary  corporations,  exclusive  of  public- 
service  companies  and  banks,  the  good  ^^•ili  is  no  longer  to  be 

\  ew  ot  the  fact  that  in  many  corporations  the  good  will  of  the 

capital  stock  the  assessed  value  of  all  tangible  property  taxed 

.t«  .K  ;  *^^  '"''-^  "^  ^^'•"'S"  companies,  however,  they 

ake  that  proportion  of  the  capital  that  the  iross  receipts  in 

leof'th^T  \T  *"*''  '''^  ^^^'P*^'  -^''h-  ^'"l-    the 

of  transrln  fT       ^'■"'"■''^'  f^^^^'' '"  ^he  state.    In  the  case 

of  transportation  companies  they  take  only  that  proportion  of 

he  capita   stock  which  the  length  of  the  line  within  the  sJate 

ears  to  the  total  length.^    In  In<liana,  if  the  full  value  otle 

c^nfal     rilT        •      '  ^'^f  ^''^^  •'  °^  ^'•^'^ter  value  than  the 
i.ipital  ^tock   It  IS  providiKl  that  the  franchise  "shall  be  as- 

;rb'e  ted.'"^'  ^'"'  ^"'"^'"  ^"^  ''■^'  *^^  -P'tal  stock  Ih^ll 
^.  •  Sta^e  Railroad  Tax  Ca^es,  2  Otto,  575.    C/.  Railway  ...  Backus,  154 

^  Ky.  Laws  of  1S92,  chap.  102.  art.  iii.,  y'i 
ind.  I^w  of  Mar.  0,  1S91,  §  74;  iiuvv  U.  8.  190S,  §  m2i. 
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Of  considerable  interest  are  the  methods  that  have  been 
employed  by  Michigan  and  Wisconsin,  especially  after  the 
abandonment  of  the  system  of  specific  taxes  on  the  earnings  of 
public-service  corporations  and  the  reversion  to  the  ad  valorem 
system.  In  Michigan,  after  the  passage  of  the  law  of  1901 
which  authorized  the  ad  valorem  system  in  the  case  of  railroads, 
the  tippraisii!  of  the  so-called  non-physical  or  immaterial  ele- 
ments in  the  value  of  a  railroad  was  entrusted  to  Professor 
Henry  C.  Adams.    We  cjuote  from  his  report: 

"  The  rule  submitted  for  the  appraisal  of  the  immaterial  values  of 
railway  properties,  oi  what  I  prefer  to  term  the  capitalization  of  cor- 
porate organization  aiui  business  opiwrtunity,  is  simple,  as  follows: 

"1.  Begin  with  gross  earnings  from  operation,  tleduct  therefrom 
the  aggregate  of  oix-rnting  exix;nses  and  the  remainder  may  be  termed 
the  'income  from  oixration.'  To  this  should  be  added  'income  of 
corporate  investments '  giving  a  sum  which  may  Ix'  termed  'total  in- 
come,' and  which  reprt^sents  the  amount  at  the  disposal  of  the  cor- 
poration for  ihe  support  of  its  capital,  and  for  the  determination  of 
its  annual  surplus. 

"2.  Deduct  fro  ii  the  above  amount — that  is  to  say  'total  income' 
as  an  annuity  projx^rly  chargeable  to  capital — a  certain  per  cent  of 
the  appraised  value  of  the  physical  properties. 

"3.  From  tiiis  amount  should  be  deducted  rents  paid  for  the  lease 
of  property  ojierated  and  pennanent  improvements  charged  directly 
to  income.  The  remainder  would  represent  the  surplus  from  the  gross 
earnings  from  the  year's  operations,  and  for  the  purposes  of  this  in- 
vestigation may  be  accf^ited  as  an  annuity  which,  when  capitahzed 
at  a  certain  rate  of  interest,  gives  the  true  value  of  immaterial  prop- 
erties." 

Professor  Adams  himself  added  that  the  above  rule  failed 
to  appraise  the  speculative  element  in  railway  property. 

As  a  matter  of  fact,  however,  this  rule  was  applied  only  in 
part.  It  was  soon  realized  that  the  calculation  might  easily 
result  in  a  minus  quantity.  When  this  turned  out  to  be  the 
case,  the  awkwardness  of  the  situation  was  relieved,  in  part 
at  least,  by  entirely  disregarding  the  non-physical  element  in 
the  property,  and  taking  only  the  valuation  of  the  physical 
property.  We  are  told  that  in  only  26  of  the  123  railroads 
appraised  at  the  time  was  a  non-physical  value  placed  on  them.' 

'  Hif  the  lulilroHH  by  Robert  H.  Shields,  a  memher  of  the  MiohijEan  Stiito 
Board  of  .Vsacssors,  pntiflo<l,  "Railroiid  Taxation  FroblcmH,"  in  .4(Wrf.s«s 
ami  I'rociediiig.'i  of  the  FouTlh  Conference  of  the  Internatimud  Tax  Assoc.  ■ 
lion.    Cohimbus,  1911,  p.  238. 
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At  present,  the  method  actually  followed  in  Michigan,  as 
m  most  of  the  other  states  which  attempt  to  tax  the  franchise  as  a 
piece  of  pror.erty  .s  very  different.    The  laws  refrain  from  lay! 
ins  down  any  rule  at  all  and  leave  the  matter  entirely  to  the 
discretion  of  tfie  assessing  hody,  which  --u.  .  to  state  in  wha? 
Its  precise  methocl  consists.    In  (  ali.omia,  ..,.  the  law  of  191 
declared  "franchises  taxable  at  their  actual  cash  value,   n  t h  • 
manner  to  be  provided  by  law."    But  the  law  simply  placed   he 
who  o  matter  m  the  hands  of  the  state  board.    A.s  one  of  the 
Michigan  assessors  frankly  stated,  if  the  board  were  to  reveal 
the  grounds  of  their  valuation,  they  would  simply  invite  endless 
criticism  and  objection  on  the  part  of  the  corporations  wS 
they  are  required  by  law  to  assess.'    It  is  an  open  secret,  how- 
ever, that  the  chief  reliance  of  the  Michigan  board  is  upon 
earnings,  so  that  the  value  of  the  franchise  represents  in  3 
part  a  capitahzation  of  earnings.    In  Wisconsin,  again,  while 
nothing  definite  ,s  divnilged,  it  is  generally  unde4ood  tha^ 

l^^e'tho  r  S'.IJ''' < '    ^••'^  f.«™'.'*""t'«"  "f  the  "stock  and  bond 
method     «ith  the  "capitalization  of  earnings"  m.'thod.    But 
to  what  extent  other  criteria  are  actually  taken  into  account 
no  one  knows.     I-nder  such  circumstances  we  are  confronted 
by  what  IS  the  chief  objection  to  the  whole  method,  nameh 

he  danger  of  arbitranness  and  the  lack  of  any  precise  directions 
to  guide  the  assessors  or  to  enlighten  the  public.  In  such  a 
c.mpl.cated  matter  as  that  of  appraising  the  value  of  a  franchise 
which  has  no  market  value  because  it  is  not  the  subject  of 
purchase  and  sale  no  two  people,  however  expert,  will  agree 
As  one  of  the  Michigan  commissioners  states:  "When  it  comes 
to  a  question  of  the  ultimate  valuation,  each  member  of  the 
board  has  his  own  opinion."  The  result  has  been  in  Michigan 
as  everywhere  else,  a  sort  of  compromise  which  differs  very 
matenally  from  the  valuation  of  the  original  experts 

It  IS  clear  from  the  above  review  that  the  attempt  to  tax  the 
franchise  as  a  piece  of  property  is  highly  unsatisfactory.  If  the 
value  of  the  franc-hise  is  measun>d  by  any  one  criterion  such  as 
earnmgs,  or  dividends,  or  stock  and  bonds,  there  is  nothing 
gamed  by  the  attempt  to  differentiate  a  franchise  tax  from  a  f..x 
""  oarnmgs  or  on  dividends  or  on  stock  and  bonds.  If,  on  the 
our  hand,  an  attempt  is  made  to  reach  f  ^apital  value  of  the 
franchise  by  a  method  of  appraisal,  without .    ort  to  any  specihc 
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criterion,  it  becomes  mere  guess  work.  We  may  agree  with  the 
authors  of  the  most  discriminating  of  recent  rejwrts  on  the  sub- 
ject that  when  all  factors  contributing  to  value  are  supposed 
to  be  taken  into  account  and  when  in  this  way  the  board  of 
assessors  entirely  avoid  the  responsibility  of  saying  how  their 
ultimate  assessment  is  made  up,  even  assuming  it  to  be  known  to 
themselves,  such  a  "  system  obviously  has  the  fatal  defect  of 
making  it  impossible  either  for  the  railroads  or  the  general  public 
to  distinguish  between  the  most  accurate  and  conscientious 
valuation  and  mere  ignorant  guess  work  or  quite  prejudiced  and 
even  dishonest  returns.  Certainly  one  cannot  imagine  a  more 
complete  departure  from  the  fundamental  basis  laid  down  by 
the  [Michigan]  tax  commission  for  the  administration  of  the  new 
system." ' 

Such  is  the  difficulty  encountered  in  attempting  to  levy  a  tax 
on  the  franchise  as  a  piece  of  property.  As  we  saw  alx)ve,'^  how- 
ever, the  other  conception  of  a  franchise  tax  is  that  not  of  a 
property  tax,  but  of  something  different  from  a  property  tax. 
Let  us  now  proceed  to  consider  the  meaning  of  this  other  kind  of 
a  franchise  tax. 

What  is  the  real  significance  of  the  franchise  tax  in  this 
broader  sense?  Why  is  it  desirable  that  such  a  hard  and  fast 
line  should  be  drawn  between  the  property  tax  and  the  franchise 
tax?    What  is  the  meaning  of  the  distinction? 

The  answer  is  very  plain.  In  the  first  place,  according  to 
the  constitutions  of  several  of  the  states,  the  taxes  on  proji- 
erty  must  be  uniform.  If,  however,  the  corporation  tax  is 
held  to  be  a  franchise  tax,  there  is  no  necessity  of  such  uni- 
formity between  the  tax  on  individuals  and  that  on  corporations. 
Secondly,  according  to  the  principles  of  the  property  tax,  deduc- 
tions are  allowed  for  certain  classes  of  exempt  or  extra-territorial 
property.  If  the  tax  is  a  franchise  tax,  such  exemptions  cannot 
be  claimed.  Thirdly,  if  the  tax  is  a  franchise  tax,  and  not  a  tax 
on  property  or  earnings,  it  may  be  uphold  as  not  interfering 
with  interstate  commerce.  Finally,  if  th(>  tax  is  a  franchise  tax. 
many  of  the  objections  to  double  taxation  would,  as  we  shall 
see  later,  be  removed.  Every  commonwealth  imposing  a  fran- 
diise  tax,  for  instance,  could  assess  the  entire  capital  of  a  cor- 
poration,— or  at  all  events  of  a  domestic  corporation — althoupli 
only  a  very  small  portion  might  be  located  or  employed  within 

'  Re/xtrl  of  the  Ontario  Comminsion,  etc.,  p.  53. 
•  Supra,  p.  227. 
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the  state.  We  can  hence  readily  understand  the  persistence  with 
which  the  corporations  seeiv  to  uphold  the  distinction  and  to  have 
the  charge  declared  t(j  he  not  a  franchise,  but  a  property  tax 

rhe  question  has  arisen  almost  exclusively  in  connection 
with  the  taxation  of  deposits,  capital  stock  or  earnings  In 
the  case  of  deposits  of  savings  banks  the  decisions  are  almost 
umform  that  the  tax  is  one  on  the  franchise  and  not  on  the 
property;  among  the  few  commonwealths  that  tax  such  depos- 
its, Connectunit,  Maine,  Maryland  and  Massachusetts  accept 
this  vi™-.  Moreover,  since  there  is  no  necessary  relation  be- 
tween  the  amount  of  the  deposits  and  the  extent  of  the  property 
the  tax  IS  valid  even  if  the  deposits  are  invested  in  United  States 
securities.  Only  one  commonwealth,  x\ew  Hampshire,  has  held 
out  against  the  general  tendency  and  pronounced  the  tax  on 
deposits  to  be  a  property  tax.^ 

In  the  case  of  capital  stock  the  matter  is  more  complicated 
and  the  decisions  are  more  divergent.    That  capital  stock  is  in 
one  .sense  property  will  of  course  be  denied  by  no  one-  but 
whether  the  tax  on  capital  stock  is  tantamount  to  a  tax  on 
general  property  is  an  entirely  different  question.    In  several 
commonwealths  it  has  been  held  that  capital  stock  practically 
represents  the  property,  and  that  the  two  are  to  all  intents  and 
purposes  interchangeable  terms.-"    As  regards  the  tax  on  capital 
stock  in  general,  other  commonwealths,  however,  have  decided 
and  the  federal  courts  have  affirmed  the  decision,  that  it  is  not  a 
tax  on  the  property.    Thus,  it  has  been  held  that  the  Delaware 
railroad  tax  of  one-quarter  of  one  per  cent  on  the  actual  cash 
value  of  the  capital  .stock  is  a  tax  not  on  the  property  or  on  the 
shares  of  individuals,  but  on  the  corporation,  measured  by  a 
certain  percentage  on  the  value  of  its  shares. ^    In  like  manner 
the  Massachusetts  taxes  on  the  corporate  excess,  i.e.  on  the 
whole  value  of  the  corporate  shares  and  on  the  capital  .stock  in 
excess  of  the  value  of  the  real  estate  and  machinery,  have  been 

'  Maryland  i«.  Central  Savin({.s  Bank,  72  M,i.  92;  Coite  vs.  Societv  for 
Suvmg.s  32  Conn  173,  affinn,.!  in  0  Wall.  5U4;  Provident  Institution  vs. 
-Ma-ssacmae'  • . .  8  W  all.  (U 1 .  .St  also  Commonwealth  vs.  Sa^-ings  Bank,  123 
.Mitss.  493;  Jo..i  i  vs.  Savings  Bank,  (Mi  Me.  242. 

'  Hartlott  ra.  Carter,  .TO  \.  11.  10.5. 

'  Jones  IS.  Da  i.s,  3  Ohio,  474;  Burke  vs.  Badlam,  .57  Cd.  594;  New  Or- 
leans ,«.  Canal  C. .,  29  La.  .\.  U.  S.51;  Whitney  vs.  Madison,  23  Ind.  331; 
luuniy  Commis-sioiers  vs.  National  Bank,  48  Md.  117.  But  see  Wilkena 
I v.^Haltimore,  KKi  Md.  ^a_  rover-imr  thr  f<>rm.r drvtrine 

*  1  he  Demwarc  Railroad  Tax  Case,  IH  Wall.  20(). 
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pronounced  taxes  on  the  franchise.'  In  a  later  case  it  has  been 
held  that  this  tax,  although  nominally  upon  the  shares  of  capi- 
tal stock,  is  in  cflfect  a  tax  upon  the  organization  on  account  of 
property  owned  or  used  by  it,  and  therefore  valid.  It  is  an  ex- 
cise tax,  not  a  property  tax,  and  therefore  not  limittnl  by  the 
constitutional  restrictions  as  to  the  uniform  taxation  of  all 
property.-  On  the  other  hand,  the  Connecticut  courts  have 
held  that  the  tax  on  capital  stock  and  debt  is  a  tax  not  on  fran- 
chi.se,  but  op  property; '  and  the  elder  cases  in  Alabama  and 
'  lissouri  were  similarly  decided.^ 

Secondly,  in  the  ca-se  of  cajntal  stock  as  measured  by  divi- 
dends, the  courts  of  Pennsylvania  and  New  York  have  arrived 
at  diametrically  oppt)site  conclusions.  In  Pennsylvania  a  long 
series  of  ca.scs  has  consistently  maintained  the  doctrine  that  the 
tax  is  one  on  property.''  The  court  has  endeavored  to  lay  down 
this  rule: — 

"The  test  whether  the  tax  in  any  given  ca.se  is  a  franchise  as  di  - 
tinjjui.-iiied  from  a  property  tax,  would  .seem  to  be  that  a  tax  accordiiiK 
to  a  valimtion  is  a  tax  on  property,  whereas  a  tax  imposed  accordiiifj; 
to  nominal  value  or  measured  by  some  staiuinril  of  mere  calculation— 
as  contrasted  with  valuation — fixed  by  tlie  law  itself  may  bea  franchito 
tax.  "  • 

The  New  York  and  New  Jersey  courts,  on  the  other  hand, 
have  held  the  tax  on  capital  stock  to  be  a  franchise  tax.'  The 
New  York  ca.se  wa.s  carried  in  last  instance  to  the  federal  court. 
Of  course  the  fact  that  the  statutes  of  Massachusetts  and  New 
York  expressly  declared  the  tax  to  be  a  franchise  tax  was  of  no 
weight;  for  it  was  justly  contended  that  no  importance  should 
attach  to  mere  nomenclature.  But  the  United  States  Supreme 
Court  had  already  shown  the  tendency  of  its  thought  in  the 
Ma.ssachusetts  and  Delaware  decisions  just  cited.    In  a  subsc- 

'  Humilton  Co.  vs.  Miuwiuhusctts,  6  Wall.  632;  Commonwealth  vs.  Il.ini- 
ilton  .Manufacturing  Co.,  •»4  Mius.s.  298;  Manufacturt'rs'  Insurance  Co.  t,'. 
Louil,  <»9  .Miuw.  14();  Portland  Bank  tj.  Apthorp,  12  Maas.  252  (1815),  the 
basi.s  of  all  .subsequent  ilecision.s. 

» Western  Union  Telegraph  Co.  vs.  Massachusetts,  125  U.  3.  530. 

'  Nichols  vs.  Railroad  Co.,  42  Conn.  103. 

« .State  V.I.  Insurance  Co.,  89  .\la.  33.5;  State  vs.  Railway  Co.,  37  Mo.  2f).'). 

'Fox's  .VpfM-al,  112  Pa.  3.")9;  Commonwealth  tw.  Standard  Oil  Co.,  101 
Pa.  1 19;  Phunix  Iron  Co.  cf.  Commonwealth,  59  Fa.  104;  Catawissa  Appeal, 
78  Pa.  .59. 

•  101  Pa.  127. 

'  People  i'.s.  Home  In.surance  Co.,  92  N,  Y.  .328:  Singer  Co.  vs.  Heppw! 
heimer,  25  Vroom,  4;{9. 
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quent  case,  the  court  .said,  altl.ough  indocl  ohikr,  that  the  New 
York  tax  was  "a  franchi.se  tax  in  tlie  nature  of  an  income  tax  "  ' 
l-mally,  in  a  later  case,  the  tax  was  definitely  pronounced  to  be 
on  franchise,  the  court  holding  that  the  tax  was  not  upon  the 
capital  stock  nor  upon  any  Iwnds  of  the  United  States  com- 
posing  a  part  of  that  stock;  hut  that  reference  was  made  to 
the  capital  stock  and  dividends  only  for  the  purpose  of  deter- 
mining the  amount  of  the  tax  to  be  exacted  each  year  - 

This  decision  may  be  defen.led  on  economic,  as  well  as  on 
legal,  grounds.    It  may  be  granted,  and  in  fact  it  is  difficult  to 
dispute  the  contention,  that  the  tax  is  in  one  sense  a  tax  on  capi- 
ta stock.    Nevertheless,  it  does  not  follow  that  the  tax  is  a  prop- 
erty tax;  for  from  the  economic  point  of  view  capital  stock  is 
not  necessarily  identical  with  the  property  of  a  corporation. 
In  the  first  place  there  is  the  question  of  the  market  or  par  value 
of  the  stock.    Some  of  the  commonwealths,  as  we  know   tax 
corporations  on  the  amount,  i.e.  the  par  value,  of  the  capital 
stock      let  manifestly,  where  the  market  value  of  the  stock 
inay  be  double  or  half  the  par  value,  it  cannot  be  maintained 
that  the  latter  is  identical  with,  or  an  index  to,  the  value  of  the 
property.    In  no  sense,  therefore,  can  capital  stock  at  its  par 
value  be  declared  equivalent  to  the  whole  property.     Even  if 
we  take  the  market  value  of  the  stock,  we  are  not  in  a  much 
better  position,  for  many  of  our  corporations,  especially  rail- 
roads, are  created  on  the  proceeds  of  the  bonds.    In  such  cases 
although  the  property  may  be  great,  the  profits  are  devoted 
mamly  to  meeting  the  interest  on  the  bonded  debt,  and  since 
t  lere  may  be  no  dividends,  the  value  of  the  stock  may  be  very 
slight.    Yet  the  property  which  produces  thc-e  profits  may  be 
enormous.    Evidently  the  capital  .stock  and  the  whole  property 
are  not  identical.    But  we  may  go  still  farther.    Even  in  the  case 
of  corporations  without  a  Iwnded  debt,  but  whose  property  does 
not  pay  good  dividends,  the  capital  stock  at  its  market  value 
IS  no  index  of  the  value  of  the  property.   Thus,  a  modeklwellinRs 
cjmpany  may  have  property  worth  a  million  dollars;  yet  if  it  is 
so  managed  as  to  pay  no  dividends,  the  stock  will  s(«ll  in  the 
market  for  a  very  small  sum.    The  value  of  this  depreciated 
stock  IS  evidently  not  the  .same  as  that  of  the  company's  real 
property.    They  are  not  interchangeable  terms.    Hence,  from 

■Or,  as  it  was  said  in  another  place,  "a  tax  upon  its  franchi.se  based  upon 
itsincomP."    Mercantile  !»:>r.k  =■.  Ne-,v  V.,rk,  !2!  U.  ;S.  1.5,S,  160. 
Home  Insurance  Co.  vs.  State  of  New  York,  134  U.  S.  594. 
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whatever  point  of  view  we  regard  it,  capital  stock  is  not  identical, 
economically  speaking,  with  the  total  corporut*-  jiroperty;  a  tax 
on  capital  stock  is  not  a  tax  on  the  entire  pro|)erty. 

The  courts  of  New  Jersey,  New  York  and  the  United  States 
are  then  quite  right  in  their  decisions;  and  the  Pennsylvania 
cases  seem  to  be  incorrect  both  in  law  and  in  economics. 

The  third  case  in  which  the  question  of  a  franchise  tax  is 
of  importance  is  in  connection  with  the  subject  of  interstate 
commerce.  The  growth  of  the  interpretation  put  upon  the 
principle  that  no  state  may  levy  a  tax  interfering  with  interstate 
commerce  will  be  more  fully  discu.s.sed  hereafter.'  It  may  be 
stated  here,  however,  that  in  a  large  number  of  ca.ses  it  has 
been  held  that  a  tax  on  the  franchise  of  a  domestic  corporation 
is  valid  even  though  the  value  of  the  franchise  is  measured  by 
the  gross  receipts,  a  part  of  which  are  derived  from  interstate 
commerce.*  Were  the  tax  not  a  franchise  tax,  it  might  be 
invalid  as  a  tax  on  interstate  business. 

It  will  be  seen  from  the  above  review  that  the  entire  treat- 
ment of  this  kind  of  a  franchise  tax  is  basetl  largely  on  a  legal 
fiction.  The  conception  is  legal,  not  economic.  It  was  de- 
vised by  the  legislatures  and  extended  by  the  courts  in  order 
to  evade  the  evil  results  of  the  general  property  tax.'  It  is 
remarkable  that  in  the  state  of  New  York,  where  the  common- 
wealth tax  on  capital  stock  is  held  to  be  a  franchi.se  tax,  the 
local  tax  on  capital  stock,  which  is  levied  in  almost  the  identical 
way,  is  held  to  be  a  property  tax.  In  the  local  tax  a  deduction 
must  be  allowed  for  any  non-taxable  property  in  which  the 
capital  may  be  invested;  in  the  state  tax  no  such  deduction 
is  permitted.*    Such  a  distinction  is  economically  incorrect, 

'  Infra,  pp.  2(>4  el  xeq. 

'  State  Tax  on  Railway  Gross  Receipts,  15  Wall.  284;  Maine  vs.  Grand 
Trunk  R.  R.  Co.,  142  U.  S.  217;  People  vs.  Wemple,  117  N.  V.  136,  and 
other  cascH  cited  below. 

'  Thi.s  i.s  apparent  from  the  New  York  law  of  1866,  chap.  761,  which 
declared  the  privileges  and  franchises  of  savings  banks  to  be  personal  proj*- 
erty,  and  taxable  to  an  amount  not  exceeding  the  gross  sum  of  the  suriiiu.s 
earned.  In  Monroe  County  Savings  Bank  vs.  City  of  Rochester,  37  N.  Y. 
36.5,  the  law  was  upheld,  although  the  bank  had  a  portion  of  its  propxTty 
investe*!  in  l'nite<l  States  bo.uls.  The  court  held  that  since  the  tax  was 
upt)n  a  franchis*'  it  waa  unimportant  in  what  manner  the  property  of  the  cor- 
poration was  invested.  "The  reference  to  proiK-rty  is  mmle  only  to  ascer- 
tain the  value  of  the  thing  aAses.se<l." 

*  People  IV!.  Barker,  139  N.  Y.  .55;  Pei)ple  vs.  Commissioners,  72  Hun, 
126;  PeopU'  («.  (\>!on.;in,  126  N  Y.  433. 
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however  defensil.l,.  it  may  he  on  the  loRal  Rround  that  in  the 

K.  1     1    :        P"v.leKe.    Kxc.pt  in  ho  far  as  corporations  mav 
U.  made  to  pay  for  their  charters,  there  i..  no  reLn  why  tT^ey 
«hou  d  be  put  on  a  different  f,„,tinK  from  joint-stock  crmpani^s 
or  other  a.s..„c,at.on.s.    The  ability  of  an  as.sociati.m  to  Z-  2 
earnmg  power- is  not  ,hanKe,i  a  whit  l,v  the  .simph.  facJ  of  in 
cor,K.rat.on.     The  privilege  of  limited  liahilitr  hov^J  er  im-' 
portan    .t  may  he  to  the  in.ii vidua!  .stockholder;  and  however 
great  the  amount  that  may  In  demanded  for  the  priviCa^  a 
comhtum  precedent  to  organization,  does  not  alterthrtax^,lc 
capacty  o   the  a^s^K-iation  after  it  has  once  become  a  colp^t 
ion.    If  the  corporate  franchise,  in  the  sense  of  the  privilege  of 
Kung  a  corporation  itself  constituted  the  only  justifiSion  of  a 
tax,  how  wouhl  .t  then  be  possible  to  tax  unLcor.K^rated  com" 
pun.e«  m  the  same  way?    And  yet  to  exempt  the' latter  wouTd 
clearly  constitute  a  glaring  economic  inequality. 

The  value  of  the  franchise  from  the  economic  point  of  view 
consists  m  the  earning  eapa.-ity  of  the  corporation  Tha  ^ 
the  real  basis  of  all  taxation  and  .-an  best  be  gauged  bv  the 

s.:::""  Wh  ;^"r  H^  ';•"•'•  ''  ^^■■"  •"■  ---'--d'tShe  court 
ifnv  „^  ?  /  '  *"-^  "^°"  "  ''*""'^'^*"'  '•"'•Poration  he  called 
a  tax  upon  franchise  or  upon  l,usiness  is  wholly  unimportant  ''• 
e  may  go  farther  and  say  that  from  the  economic  stamlpoint 
^..^  wholly  immaterial  whether  the  tax  upon  any  corporation 
be  cal  ed  a  tax  on  franchise  or  a  tax  on  business.    In  an  economic 

'lehnite  that  it  defies  exact  analvsis.     However  valuable  it 
may  be  to  the  lawyer  in  the  effort  tJevade  certain  con'thudond 

.•rn^Xn.'  "'  ""'  '"™''  "'  '"'^"^^"  •*  '-^  ^  "««'"^ 

If  we  sum  up  the  above  discussion  as  to  the  two  kinds  of 

ranchise  tax  which  we  have  b.-en  studying-the  franchise  tax 
a  property  tax  and  the  fran,.hise  tax  as  a  non-property  tax- 
are  m  a  position  to  gauge  its  real  value.    The  first  kind  of  a 

.mept  ba.sed  primarily  upon  earnings  or  income  into  a  system 
^'.Tt^Ti^'''''^^^^^^  Thesecond 

n  me  fh.    rll   "''  '•'"'  w.us  devised,  as  we  have  seen,  to  over- 
'  'me  the  still  remaining  difficulties  of  a  propc-rty  tax      The 

"bjection  to  the  first  kind  of  •,  fron  I ;  -  t      •  Vu  f 

-  -_t.  ursf,  MOf!  oj  a  trani  Jiisu  tax  is  that  B&  a  property 

'96  N.  Y.  3Pfl. 
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tax  it  w  11  moro  piece  of  guess  Wi)rk,  leading  to  arbitrariness  and 
furnishing  no  oi)portunity  for  cfToctive  redress  on  the  part  of 
the  t.ixpayer.  The  objection  to  the  second  kind  of  a  franchise 
tax  is  tiiat  it  is  a  mere  makeshift  or  legal  sul)terfuge.  Both 
kinds  of  franchi^*  taxes  furnish  elo<)uent  testimony  to  the 
Hhortcomings  of  a  tax  system  where  the  criterion  of  ability 
to  pay  is  still  made  to  reside  in  profwrty  rather  than  in  prrHluct 
or  income.  For  all  the  manifold  coniplicatioiis  and  litigations 
that  attend  the  American  franchise  tux  are  unknown  elsewhere 
in  the  world  where  tin-  general  test  of  faculty  in  taxation  is 
considered  to  1m'  income  ratlu'r  than  i)roperty.  The  probh-m 
of  the  franchise  tax  is  a  part  of  the  problem  of  the  general 
property  tax;  if  we  ever  shake  off  the  incubus  of  the  general 
property  tax  theory,  as  \\v  are  Ixjund  to  do  in  the  not  distant 
future,  the  entire  problem,  and  the  conception  itself,  of  the 
franchise  will  disappear  from  the  realm  of  taxation. 


i      : 
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II.  Economic  Theory 

Let  us  therefore  leave  this  whole  subject  of  franchise  taxation 
and  attempt  to  analyze  the  economic  principles  underlying 
the  taxes  actually  in  vogue,  irrespective  of  the  question  whether 
they  are  called  franchise  taxes.  It  will  be  best  to  take  them  up 
in  the  order  adduced  al)ovc.' 

The  general  property  tax,  or  the  taxation  of  the  corporate 
realty  plus  its  visible  and  invisible  persrnalty  at  its  actual  value, 
a.sgessed  piecemeal  by  the  local  assessors  as  in  the  case  of  in- 
dividuals. It  will  not  be  necessary  to  show  the  inadequacy  of 
this  primitive  plan;  all  the  actual  reforms  are  moving  away 
from  it.  With  the  variation  of  this  system  known  as  the  ml 
valorem  tax,  a.sscssed  by  a  state  board  under  the  unit  plan,  we 
shall  deal  below.  But  so  far  as  the  general  property  tax  with 
local  piecemeal  assessnu-nt  is  concerned,  we  may  conclude  with 
the  railroad  tax  commission  of  1S71»,  that  as  a  system  it  is  open 
to  almost  every  conceival)le  objt ction.^ 

The  cod  of  the  property.  As  a  basis  for  taxation  this  is  even 
less  defensible  than  the  value  of  the  property.  For  no  one 
would  a,s,sert  that  the  original  cost  of  corporate  property  Iwars 
any  necessary  relation  to  the  present  value,  much  less  to  its 


I! 


■:i 


^  Supra,  pp.  JIO  2-.'0. 

''  Tdialiim  nf  liailnmih  iiinl  Railrniid  Seeurities.  by  C.  F.  AdamB.  W.  B 
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.stock  ..s  wholly  .....rrtain  n.ul  lar^dy  s„.rulative,  depend  nj 
on  the  manipulations  of  the  .^tock  <xfh..n,r,.       iV  "'^P*^"^'"*? 

clearly  eannot  l)e  succossfullv  (i<f.n.l..,l      w..  Property 

Pon;ion?n.7^^ '*"*"'"  ^'^•^'^  «"^^™^  *^^  t«---tion  of  cor- 
" -i^^^^^        U        rrf  '"^"''•"^  *''^  ^"'"♦'''  -^tock  to  be 

V  I    .      .        T^   ^''•' "•^''«'*«"-=^  may  take  "book  value,"  /e   a 

alu  .  obtained  by  estimating  the  assets  separately  and  deduct 

«    rom  the  aggregate  the  total  amount  of   'he  Hab    tie  ' 

ml  or  eontingc-nt.-'   The  latter  method  is  employed  when   h^ 

"larket  value  of  the  stock  is  fictitious  or  artifieiallv  infirj  hnt 

-  pnneiple  is  open  to  precisely  the  same  criticSm  ^  i:  othel 

'"•«l>l.  D.  Wei'kl  '^'"'"•^ '''"""*  ^"^  Conference,   1894,  written  by  Mr 
-''■^  N.  V.  541. 
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method.  In  fact,  the  ol)jpctions  are  rather  stronger;  for,  whereas 
in  the  case  of  the  tax  on  capital  stock  according  to  market 
value  the  bonded  indebtedress  is  not  taxed  at  ail,  in  this  case 
the  bonded  indebtedness  is  actually  deducted.  Under  the 
New  York  law  it  has  been  decided  that  "capital  stock"  does 
not  necessarily  mean  share  stock,  but  the  capital  owned,  the 
fund  required  to  be  paid  in  and  kept  intact  as  the  basis  of  the 
business  enterprise.  When  the  capita!  is  undisclosed,  the  assessor 
may  consider  the  market  value  of  the  shares  as  an  aid  in  dis- 
covering the  capital,  but  not  as  the  thing  to  be  valued  and 
assessed.'  In  the  state  fran'-hise  tax,  however,  whenever  the 
law  requires  the  "  intrinsic  or  actual  value  "  of  the  stock  to  he 
ascertained,  it  has  been  held  that  book  value  does  not  govern 
the  valuation,  but  that  the  good  will  is  also  to  be  included.- 

According  to  the  Pennsylvania  law  of  1891  the  capital  stock 
on  which  the  tax  is  assessed  is  to  be  appraised  "at  its  actual 
value  in  cash,  not  less  however,  than  the  average  price  which 
said  stock  sold  for  during  said  year  and  not  less  than  the  price 
indicated  or  measure  by  net  earnings,  or  by  the  amount  of  profits 
made  and  either  declared  in  dividends  or  carried  into  surplus 
or  sinking  funds."  This  has  led  to  much  litigation.  It  has  been 
decided,  for  instance,  that  the  price  at  which  the  shares  sell 
in  the  market  is  not  conclusive;'  and  in  a  more  general  way 
that  the  actual  value  in  cash  is  to  be  determined  by  "considering 
the  value  of  the  tangible  property,  the  amount  of  its  business, 
f^o  rate  of  dividends  declare<i,  and  the  extent  and  value  of  its 
good  will,  franchises,  and  privileges,  as  imlicated  by  the  evidence 
bearing  upon  tho.se  subjects  at  that  particular  time.*  The 
result  is  that  in  practice  the  taxation  of  capital  stock,  by  such 
a  method  of  appraisal,  does  not  differ  much  from  the  ad  valorem 
system  mentioned  l)elow. 

The  capital  stock  at  its  par  value.  This  method  is  open  to  all 
the  objections  of  the  preceding  and  to  many  more  in  addition. 
Moreover,  it  is  peculiarly  liable  to  evasion.  For  example,  in 
New  York  it  was  a  common  practice,  before  the  recent  reduction 
of  the  rate  to  a  minimum,  for  corporations  to  evaile  the  organi/.a- 

'  Ppopic  vs.  Coleman,  1 26  X.  Y.  43.1,  (list  ingui.thintt  many  iireccding  cascn. 
See  also  People  ra.  CommksionorH  72  Hun,  12<>  (ls<»4). 

'  P.-ople  ex  rel.  .1.  B.  Co.  vs.  Uobert.s,  ;»7  App.  I)iv.  1  (1899);  and  People 
ex  rel.  .Johnson  Co.  vn.  Roberts,  1.59  .\.  Y.  "0  (lsy9.). 

"  Com.  vs.  Philadelphia  Co.,  Kit  Pa.  2S4  (1H94). 

'Com.  vs.  John  W.  Haney  Co.,  Mm.,  1  Duiiph.  Co.  Rep.  184  (181).")); 
cf.  Com.  IS.  Del.,  Susq.  &  S.  U.  K.  Co.,  It).")  Pa.  44  1 1S94). 
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eap.c,ty.    Thi,  i,  perhaps  the  least  defeSe  of  a  I  th  LeroT 

proceeds  .  ^L  f     ^  ^«|npJ''^ations  of  interstate  polity,  the 

accrue  not  to  the  s  it,  nf^l  ^''^  commonwealth,  will 

state  ^^r.^i^'::ZVlloZ7V7:^S  t  *°^ 
he  market  value  of  bonds  deSs  not  12  ^n  J'^'^f^^' 
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have  raised  Pvu-tl^  f  h  security.    Two  companies  may 
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relation  to  the  earning  capacity  of  the  company.  In  short,  while 
this  method  is  far  better  than  the  taxation  of  capital  stock, 
it  does  not  avoid  all  the  objections  that  have  been  urged  against 
the  latter. 

There  remain  thus  only  the  taxes  on  earnings,  on  business, 
on  dividends  and  on  profits. 

The  gross  earnings.  This  tax  was  the  one  recommended  by 
the  railroad  tax  commission.  It  possesses  many  undeniable 
advantages.  It  is  certain,  easily  ascertained  and  not  susceptible 
of  evasion.  But  it  has  one  serious  defect;— it  is  not  propor- 
tional to  the  real  earning  capacity,  it  takes  no  account  of  the 
original  cost,  nor  does  it  pay  any  regard  to  the  current  expenses, 
which  may  be  necessary  and  just.  For  example,  when  the 
cost  of  building  a  railroad  is  great,  its  grost  earnings  must  be 
correspondingly  large  in  order  to  enable  its  owners  to  realize 
any  fair  return  on  the  investment.  A  tax  on  gross  earnings 
does  not  recognize  this  distinction.  It  discriminates  unfairly 
between  companies,  and  makes  a  line  built  at  great  expense 
and  with  great  risk  pay  a  penalty  for  the  enterprise  of  its  con- 
structors. Again,  a  gross  earnings  tax  takes  no  account  of 
expenses.  Of  two  corporations  which  have  equally  large  gross 
receipts,  one  may  be  in  a  naturally  disadvantageous  position 
which  unduly  increa.ses  the  cost  of  operation  or  management. 
Clearly  its  ability  to  pay  is  not  so  great  as  that  of  its  rival  in 
possession  of  natural  advantages.  Above  all,  the  gross  earnings 
tax  makes  no  allowance  for  good  management.  If  a  corporation 
is  managed  with  such  ability  that  its  business  increases  greati\ . 
this  will  ordmarily  mean  a  great  increase  in  gross  receipts; 
while,  on  the  other  hand,  the  net  receipts  or  profits,  although 
also  larger,  will  almost  surely  increase  not  indeed  in  a  smaller 
ratio,  but  to  a  smaller  actual  extent,  than  gross  receipts.  For 
with  a  larger  business  there  come  greater  expenses.  The  prospect 
of  increased  net  receipts  is  of  course  the  stimulus  to  activity 
on  the  part  of  the  owner;  but  if  the  tax  is  imposed  on  gross 
receipts,  that  stimulus  will  be  pro  tanto  weakened.  Thus  a 
tax  on  gross  receipts  is  really  a  tax  on  enterprise  and  foresight, 
and  a  premium  on  supineness  or  inactivity.  In  short,  the 
gross  receipts  tax  is  like  the  old  tithe,  the  most  primitive  of 
all  land  taxes. 

These  defects  in  the  proportional  earnings  tax  are  so  ajv 
parent  that  several  commonwealths,  as  we  know,  have  intro- 
iluced,  in  the  case  of  railroads  at  least,  the  graded  gross  earnings 
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tax,  the  rate  per  cent  increasing  with  the  earnings.    But  this 
system  removes  the  objection  only  in  part;  for  the  graduation 
takes  place  only  up  to  a  certain  point.    Above  all,  there  is  no 
guarantee  that  the  increase  of  net  receipts  will  correspond  to 
the  increase  of  the  gross  receipts.    There  is  no  necessary  con- 
nection .between  them.     A  corporation  with  gross  receipts  of 
hve  thousand  dollars  per  mile  may  have  actually  less  net  receipts 
than  one  with  four  thousand  dollars  per  mile.    In  such  a  ca^- 
a  graded  earnings  tax  would  intensify  the  disadvantages  of 
the  first  hne  and  augment  the  injustice.    To  tax  gross  earnincs 
IS,  therefore,  in  theory  at  lea.st  essentially  a  slip-shod  method 
m  practice,  however,  as  we  shall  see,  its  atlministrative  advan- 
tages are  so  marked  as  to  render  the  gross  earnings  tax  under 
certain  circumstances  desirable. 

The  imsiness  transacted.  This  tax,  while  closely  analogous 
to  the  gross  earnings  tax,  does  not  possess  all  its  advantages 
The  business  may  be  large  but  not  lucrative.  An  extensive 
business  do^  not  mean  even  proportionally  extensive  gross 
earnings.  The  business  transacted  is  an  exceedingly  roueh 
way  of  ascertaining  the  prosperity  of  a  corporation.  It  affords 
no  accurate  test  of  profits,  and  fails  to  take  account  of  the 
personal  equation  which  may  make  all  the  difference  between 
good  and  bad  management.  Clearly,  the  tax  on  business  is  but 
a  clumsy  device. 

The  dmdends  or  the  capital  stock  according  to  dividends 
Economically  speaking  these  taxes  are  the  same;  but  from 
he  legal  point  of  view,  at  least  according  to  the  opinion  of 
the  bupreme  Court,  there  is  a  decided  difference.  The  dis- 
tinction IS  brought  out  in  connection  with  the  subject  of  extra- 
territoriality, and  will  be  fully  discussed  below.  We  are  here 
deahng  only  with  the  economic  problem. 

The  dividends  tax,  it  may  be  said,  is  good  so  far  as  it  goes- 
')ut  it  does  not  go  far  enough.  It  is  indeed  true  that  some 
of  the  objections  are  slight.  Thus  it  has  been  contended  that 
this  tax  fails  to  reach  the  profits  which  are  not  divided  but 
vvh.ch  are  simply  put  into  a  reserve  fund;  and  some  common- 
wealths have  even  sought  to  obviate  the  supposed  difficulty  by 
providing  that  the  tax  should  apply  to  the  dividends,  whether 
(kriared  or  merely  earned  and  not  divided.  This  objection 
however,  is  not  of  great  importance;  for  oven  if  the  undividetl 
•  arnings  are  not  taxed,  they  go  into  the  reserve  or  surplus  fund 
m.i  as  this  increases  the  eorporafe  rapiial,  it  mu>t  i„  tli-  l«ng 
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run  lead  to  increasotl  earningp  on  the  larger  capital.  Since 
the  surplus  cannot  be  increased  indefinitely,  it  will  ultimately 
find  its  way  to  the  shareholders  as  dividends,  and  thus  become 
liable  to  the  tax. 

Another  objection  which  might  be  urged  is  that  a  corpora- 
tion may  de'  jto  a  portion  of  its  earnings  to  new  construction 
or  to  new  equipment.  This  expense  may  be  defrayed  out  of 
profits,  instead  of  from  the  capital  or  construction  fund.  The 
dividends  in  such  a  case,  it  might  be  said,  do  not  represent  the 
actual  earning  capacity  of  the  enterprise.  While  this  is  true 
temporarily,  the  improvements  made  by  the  corporation 
necessarily  enhance  the  value  of  the  property  and  ultimately 
lead  to  increased  dividends,  so  that  in  the  long  run  a  tax  on 
dividends  would  still  re.  ch  the  corporation. 

The  ren'.  objection  to  the  dividends  tax  is  of  quite  a  diflerent 
character.  It  is  inadequate  when  applied  to  those  corpora- 
tions which  have  bonded  indebtedness.  Thus  one  corporation 
having  no  bonds  may  earn  enough  to  pay  dividi'nds  of  five 
per  cent  on  its  stock,  while  another,  with  the  same  earnings, 
n.ay  have  devoted  half  to  the  payment  of  interest  on  bonds, 
and  only  half  to  the  payment  of  dividends.  A  tax  on  dividends, 
while  nominally  just,  would  be  actually  most  unjust,  for  one 
corporation  would  pay  just  twice  as  much  as  the  other.  The 
ol)jection  has  been  recognizetl  in  American  legislation,  but  only 
once.  The  United  States  internal  revenue  law  of  1804  pro- 
vided for  a  fi/e  per  cent  tax  (raised  from  three  per  cent  in 
1862),  which,  in  the  ca.se  of  railroads,  canals,  turnpike,  naviga- 
tion and  siackwater  companies,  was  imposed  on  all  dividends, 
as  well  as  on  all  coujwns  or  on  all  interest,  on  evidences  of 
indebtedness  and  on  all  profits  carried  to  the  account  of  any 
fund.  In  the  case  of  thase  companies  which  were  not  presumed 
to  iiave  any  bond<'d  debt,  like  banks,  trust  companies,  saving's 
institutions  and  insurance  companies,  the  tax  was  imposed 
only  on  dividends  and  surplus.  The  federal  law,  indecil, 
violated  strict  consistency  in  imposing  a  gross  earnings  tax 
also  on  traasportation  and  on  certain  insurance  companies: 
but  the  correct  implication  in  the  law  was  the  inadequacy  of 
a  tax  on  dividends  alone.  On  the  other  hand,  the  federal  law 
of  100!)  imposing  an  excise  tax  of  1%  on  the  "net  inconu  " 
of  corporations  is  open  to  serious  objections.  For  it  permit^ 
amotijr  the  deductions  from  gross  income  all  interest  a'tually 
paid  ill  the  year  on  bonded  or  other  indebtedness  up  to  an 
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amount  of  debt  equal  to  the  paid  up  capital.  That  is.  since 
intemst  on  the  bonds  is  not  taxable,  the  tax  is  virtually  levied 
on  dividends,  or  at  all  events  on  the  suras  available  for  divi- 
dends. In  fine  the  objections  to  the  dividends  tax  are  closelv 
analoRous  to  those  which  we  found  in  the  capital  stock  tax  as 
compared  with  the  tax  on  stock  plus  debt.  Its  great  defect 
IS  that  It  reaches  only  a  part  of  the  corporate  earning  capac- 

U'e  thus  come  finally  to  the  tax  on  net  earnings,  or  rather 
on  net  rec<-ipls,  profits  or  income.  This  is  the  most  logical 
form  of  coriK^rate  taxation.  The  tax  is  not,  like  the  «-oss 
earnmgs  iiix  unequal  in  its  operation.  It  holds  out  no  induce- 
ment, like  the  general  property  tax,  t..  check  improvement.-*. 
It  IS  just;  It  IS  simple;  it  is  perfectly  proportional  to  productive 
capacity.  In  short,  it  satisfies  the  requirements  of  a  scientific 
system. 

Several  objections,  however,  might  be  raised  to  a  tax  on  net 
receipts     One  is  that  the  accounts  may  be  "  cooked  "  by  paying 
unduly  large  salaries  to  the  officers;  that  is,  the  profits  may  be 
divided  as  nominal  expenses,  thereby  leaving  very  insignificant 
net  receipts  or  none  at  all.    This  objection,  however,  would  not 
apply  at  all  to  the  vast  majority  of  corporations,  whose  stock  or 
bonds  are  held  by  outside  parties,  that  will  not  consent  to  see 
their  dividends  or  interest  curtailed  by  any  practices  of  this 
nature.    The  danger  can  be  real  only  in  respect  to  the  few  cor- 
porations in  which  the  stock  is  o>vned  entirely  by  the  manag(>rs 
liut  these  are  chiefly  manufacturing  corporations,  which,  a< 
we  know,  are  usually  exempted  from  the  general  corporation 
tax.    Even  here,  however,  the  danger  is  not  very  great.    We 
hear  of  no  complaints  on  this  score  in  the  American  common- 
wealths where  the  net  receipts  tax  pre>ails;  and  in  Europe, 
where  this  method  of  taxation  is  well-nigh  universal,  the  objcc- 
t ion  has  never  been  raised.    It  may  thus  be  pronounced  of  little 
iniportance. 

Secondly,  it  may  be  contended  that  the  tax  is  impracticable 
in  the  cf^e  of  great  railroad  corporations  which,  having  leased 
il  '".  *^*'^f  «t^tes,  are  interested  in  so  manipulating  the 
trafhc  that  the  heavily  mortgaged  leased  lines  will  earn  little  or 
nothing  aJiove  fixed  charges.  Such  cases  are  very  common. 
1  ne  commonwealths  in  which  such  lea.sed  lines  are  situated  will 
It  IS  argued,  In-  robbed  of  the  whole  h.-nefit  of  the  tax;  since  the 
IT.jceeds  accrue  to  the  state  of  the  parent  compjinv.    In  reality 
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this  objection  arises  simply  from  a  quibble  about  words.  Of 
course  net  receipts  must  be  strictly  defined.  The  logical  basis 
of  corporate  taxation  is  the  total  annual  revenue  from  all  sources 
minus  all  actual  expenditures  except  interest  and  taxes.  The 
reason  for  not  deducting  fixed  charges,  i.e.  interest  on  the  bonds, 
is  the  same  as  that  which  leads  some  (,f  the  states  to  levy  the 
railroad  tax  on  capital  plus  debt,  and  which  made  the  federal 
government  in  1864  tax  coupons  as  well  as  dividends.  Both 
together  represent  earning  capacity.'  Although  the  interest 
on  the  funded  debt  is  known  by  the  name  of  fixed  charges,  it 
is  really  part  of  the  profits  which,  in  the  absence  of  funded  debt, 
would  go  to  the  shareholders  as  dividends.  It  would  obviously 
be  suicidal  so  to  frame  the  definition  of  net  receipts  as  to  ex- 
clude this  interest  on  bonds.  Net  receipts  of  a  corporation  mean 
gross  receipts  minus  actual  current  expenses.  Any  other  defini- 
tion would  confuse  the  whole  conception. 

In  several  commonwealths  some  very  dubious  and  arbitrary 
distinctions  have  been  attempted.  The  Minnesota  courts  have 
held  that  "earnings"  means  only  receipts  from  operation." 
Under  the  New  York  law  it  has  been  held  that  "  income  "  means 
gross  income,  and  that  "profits"  means  gross  profits,  not  clear 
profits;  ^  but  this  decision  was  owing  to  some  peculiarities  of  the 
statutory  phraseology.  From  the  standpoint  of  the  science  of 
finance  we  understand  by  "income,"  net  income,  and  by  "prof- 
its," only  net  profits.  So  in  Permsylvania  and  Alabama  it  has 
been  held  that  income,  gains  or  net  earnings  means  the  whole 
product  of  the  business,  deducting  nothing  but  expenses.^ 
In  Permsylvania  it  has  been  well  settled  that  net  earnings  are 
the  excess  of  gross  earnings  over  the  expenditures  incurred  in 
producing  them  and  the  amount  incurred  in  necessary  repairs, 
but  not  including  the  amount  expended  in  enlarging  or  ex- 
tending the  works.*  The  Thurman  law,  indeed,  which  regulated 
the  relations  of  the  federal  government  to  the  Pacific  railroads, 
defined  net  earnings  in  a  different  way,  viz.,  as  the  gross  earnings, 

•  Cf.  supra,  pp.  106-107. 

» State  vs.  Railroad  Co.,  30  Minn.  311. 

•  People  vs.  Supervisors  of  Niagara,  4  Hill,  20;  People  vs.  SupervisorH  ai 
New  York,  18  Wend.  605. 

•  Commonwealth  vk.  Pa.  Gas  Coal  Co.,  62  Pa.  241  (1869);  Board  of  Hiv- 
enue  vs.  Gas  Light  Co.,  64  Ala.  269.  In  the  case  of  mines,  "net  proceeds  " 
have  been  defined;  Montana  Code,  §  1791. 

'Com.  vs.  Minersville  Water  Co.,  13  Pa.  C.  C.  17  (1893);  and  Cora.  t.'. 
Sharon  Coal  Co.,  164  Pa.  284  (1894). 
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deducting  "the  necessary  expenses  actually  paid  within  the 
year  m  operating  the  Hues  and  keeping  the  same  in  a  state  of  re^ 
7L.^,  ^o  deducting  '<the  sums  paid  by  them  in  discharg^ 
of  mterest  on  their  first  mortgage  bonds,"  but  "excluding  all 
sums  paid  for  mterest  on  any  other  portion  of  their  indebted- 
ness.       The  explanation  of  this  arbitrary  definition  lies  not  in 
any  economic  pnnciple  but  in  a  particular  legislative  provision 
whereby  the  first  mortgage  bonds  were  given  precedeJue  over 
the  government  hens.    The  Supreme  Court  has  held  that  "net 
.urmn^    as  here  used  exclude  expenditures  for  new  construe 
tion  and  new  eqmpment.^   In  Virginia  the  taxable  net  income  of 
corporations  was  formerly  ascertained  by  "deducting  from  gross 
receipts  the  costs  of  operation,  repairs,  and  interest  on  inSbt- 
edness.      So  also  by  the  federal  law  of  1909  the  excise  tax  is 
vitually  levied  only  on  corporate  dividends;  but  this,  as  we  have 
seen,  is  economically  mcorrect.    Interest  on  bonds  should  not  be 
exempted. 

If  it  be  desired  to  obtain  in  the  case  of  railroad  'companies  a 

Zl'J!'*        "l*'"""  u   r*  '"^^^^  «^  •"'^«°^^'  the  following 
^^ou  d  be  a  sound  method  of  procedure:  Gross  receipts  consist 
of  all  earmngs  from  transportation  of  freight  and  passeneers 
receipts  from  bonds  and  stocks  owned,  rents  of  property  and  S 
niscdlaneous  receipts  from  ancillary  business  enterprises  o 
otherwise^     From  these  aggregate  gross  receipts  we  should 
d«luct  what  are  classified  by  the  Interstate  Commerce  Corn- 
mrssion  as  operating  expenses.'    No  deduction  should  be  made 
for  fixed  charges,  t.e.  for  taxes  or  for  interest  on  the  debt,  or  for 
the  amount  used  m  new  construction,  in  betterments,  in  invest- 
d!°  '^^^  equipment,  or  for  any  of  the  expenditures  that 
fand  their  way  into  profit  and  loss  account 

nJnt  S^*^°^  here  suggest  d  would  lead  to  the  abolition  of 
one  of  the  serious  abuses  of  American  railway  management- 

1     P"h'"'-?"  ^"l^'^  ^'^P^"-^  '"*«  the'^onstruS  ac- 
count.    The  railways,  for  example,  formerly  often  failed  to 

;  Act  of  May  7, 1878,  45th  Cong.,  2d  Sess.,  chap.  96,  sec.  1. 
;  Inmn  Pacific  R.  R.  Co.  vs.  Inited  States,  99  U.  S.^9 

r. .  viDf!  "^"'aT^'^  "^'^''^  ''  •'  P^'^^ble  to  deduct  from  the  ero« 

r-upts  are  defined  as  "maintenance  of  way  and  structures"  includ^ 

r..pa.n,  of  roadway  and  renewal  of  rails  and  ties;  rej^rs^d  renewS 

-ndKPs  and  other  structures;  maintenance  of  equipment  •  "nductTne7«nl 

;  'Pples,  car  m,!eage,  swUrhing  oharges.  damage  for  iniuri,^  XrtS' 
--.  .  .Ji-  aj^euties  and  commLs.s„,n.s:  and  (foneral  oxpen.ses."  "^^^li-'ng. 
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charge  the  maintenance  and  repair  of  their  rolling  stock  io  cur- 
rent expenses.  When  the  equipment  has  l)ecome  unserviceable, 
new  stock  is  bought  and  charged  to  the  construction  or  to  the 
profit  and  loss  account.  In  the  meantime  the  nominal  earnings 
of  the  railway  seem  large,  and  the  managers  reap  whatever 
temporary  benefit  they  may  desire.  The  taxation  of  net  profits 
in  the  sense  that  has  been  indicated  would  tend  to  check  this 
practice,  since  deductions  would  be  allowed  for  maintenance, 
but  not  for  new  equipment.  A  tax  on  net  receipts,  thus,  prop- 
erly defined,  would  possess  not  only  a  financial,  but  also  a  wider 
economic  advantage. 

The  federal  corporation  tax  of  1909  gives  a  definition  of  net 
income  which  is  clear  and  satisfactory,  with  the  exception,  as 
noted  above,  that  it  permits  deductions  for  taxes  and  for  inter- 
est on  debt.  Omitting  these  two  points,  the  definition  is  as 
follows: 

"Such  net  income  shall  be  ascertained  by  deducting  from  the  grcss 
amount  of  the  income  received  within  the  joar  from  all  sources:  (First) 
All  the  ordinary  and  necessary  expenses  actually  paid  within  the  year 
out  of  income  in  the  maintenance  and  oi)cration  of  its  business  and 
properties,  including  all  charges  such  as  rentals  or  franchise  payments, 
required  to  be  made  as  a  condition  to  the  continued  use  or  possession 
of  property;  (second)  all  los.s<-s  actually  sustained  within  the  year  and 
not  compensatetl  by  insurance  or  otherwise,  including  a  reasonable 
allowance  for  depreciation  of  property,  if  any,  and  in  the  case  of  in- 
surance comi)anies,  the  sums  other  than  dividends  pai<l  within  the 
year  on  policy  and  aiumity  contracts  and  net  addition,  if  any,  required 
by  law  to  be  made  within  the  year  to  reserve  funds:  [(third)  and  (fourth) 
omitted  as  representing  taxes  and  interest);  (fiftli)  all  amounts  received 
witliin  the  year  as  dividends  upon  stock  of  other  corporations,  etc., 
subject  to  the  tax  herein  imposed."  • 

So  far  as  intra-.stati  carriers  are  concerned,  most  of  the  state 
commissions  now  follow  the  system  prescribed  by  the  federal 

'  In  an  interesting  memorandum  by  a  number  of  prominent  accountanta 
attention  is  callc<i  to  the  fact  that  it  would  have  been  far  more  in  consonunrc 
■A-ith  modem  accounting  methods  to  .suKititute  for  the  words  "expcnNH 
actually  paid"  tiie  words  "exjH-nses  actually  incurred";  and  for  the  wonis 
"losses  actually  sustained"  the  wonis  "losses  actually  ascertained".  See 
The  CoTimralioH  Tax  Imw  of  UH)!t.  A  l.ilirr  In  Ihr  Memhrrs  of  the  Amrrimn 
AxiociiUion  of  I'uhlir  ArroiiuloiilH  toiitthtr  irilli  Coitien  of  Cones pomlencc  with 
the.  Atlnrtu-y  Cnun:!      N'l-v.  York,  1^MK>. 
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c-«mmis8ion.    As  to  other  public-service  corporationn  Ie:«  prog- 
n-.ss  hm,  been  made,  although  the  public-utilitv  commi.4ions 
m  some  important  states  like  New  York,  New  J^-rsey  and  Wisl 
consm  have  laid  dow-n  equally  minute  rules  applicable  to  these 
VVth  every  year,  therefore,  the  objections  to  the  net  earnings 

force.  """   ""^      '^   *^   ^'^"   ""'^  ''"™'°8«   '''^   '««ing 

A  final  objection  occasionally  urged,  is  that  the  net  earnings 
tax  IS  inadequate  for  the  reason  that  corporations  sometimes 
have  no  net  earnings  while  the  government  always  needs  a 
revenue.  This  objection,  however,  is  without  much  weight 
for  ,f  the  accounts  are  carefully  prescrilx>d,  the  absence  of  net 
mrmngs  w.ll  be  far  less  frequent  than  is  commonly  feared-  and 
.f  .t  nevertheless  happens  that  in  any  parti.-ular  year  a  given 

hou  d  be  caUed  upon  to  pay  the  tax.  If  the  ruU^no  net  earn- 
ings taxation  becau.se  of  the  po.ssibility  of  no  net  earnings-were 
strictly  followed,  it  would  render  impossible  any  general  income 
tax  on  individuals;  and  yet,  ,is  we  k^w.  the  tendenTthrough- 
ou  the  world  is  towards  an  income  tax.  The  fact  that  individ- 
iiaLs  here  and  there  fail  to  secure  an  income  from  their  business 
or  otherwise  is  not  considered  any  valid  objection  to  the  imposi- 

rmllf"  '"T™'  ^''a  '"  '^'""■"'-    <^-«'-P«'-ations,  like  individuals, 
ormally  make  profits;  and  where  losses  ar,.  incurred  by  some 
they  are  more  than  compensated  by  the  profits  of  others     The 
pul)lic  revenue  continues  because  of  the  balance  of  profit  mak- 
ers    Moreover  it  must  not  bc>  forgotten  that  under  a  proper 
Njstem  of  taxation,  a  corporation  even  without  any  net  earn- 
ings would  still  be  subject  to  taxation  on  its  real  estate  for  local 
purposes.    But  to  tax  a  corporation  for  state  purposes  on  its 
property  when  the  property  yields  nothing,  or  o^  k^gro  s 
receipts  when  the  receipts  are  all  swallowed  up  l,y  necefry 
•xpenses,  is  assuredly  not  to  be  defended  on  any  principle  of 
'•quity,  as  a  permanent  rule.    Above  all,  however,  if  in  the 
'■xceptional  case  of  no  net  earnings  it  is  still  desired  to  secure 
a  n>venue  it  is  easy  to  adopt  the  simple  solution  of  the  problem 
•i-^  practised  in  Austria.'    The  tax  there  is  levied  on  net  earnings' 
"in  no  case  is  permitted  to  be  less  than  a  certain  p«>rcentage 
'f   he  corporate  capital.    In  this  way  net  earnings  are  reserved 
••>   he  normal  basis  of  the  tax,  and  yet  ..ome  revenue  is  assured 
to  the  government. 

'  Cf.  infra,  p.  263. 
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III.  Pnuiical  Hefomu 

It  is  clear  from  the  above  discuasion  that  the  various  methods 
that  have  bcfn  reviewed,  have  both  advantages  and  drawbacks. 
I'raiticiaiy,  however,  there  are  two  fundanicntai  questions: 
(1)  Shall  we  choose  a  tax  on  property  in  preference  to  a  tax 
on  earnings?  and  (2)  If  the  first  question  is  answered  in  the 
negative,  shall  we  choose  a  tax  on  gross  earnings  m  preference 
to  one  on  net  earnings?  , 

The  problem  involved  in  the  first  question  is  the  advisability 
of  the  ad  valorem  system.    This  system,  it  will  b<;  remembered, 
differs  from  that  of  the  general  property  tax  discussed  above, 
in  that  the  assessment  of  corporate  property  is  made  as  a  unit 
by  a  state  board. 

There  is  no  doubt  that  the  ad  valorem  system  constitutes  a 
decided  advance  over  the  primitive  methods  of  the  general 
property  tax,  not  only  because  a  valuation  according  to  the 
unit  rule,  inducted  by  a  state  board,  is  at  once  more  effective 
and  more  equal  than  the  disjointed  system,  or  lack  of  system, 
involved  in  the  piecemeal  assessment  by  local  officials;  but 
also  because  the  ad  valorem  system  now  usually  includes  the 
value  of  the  franchise,  which  it  is  well-nigh  impossible  to  reach 
by  local  methods.  So  much  can  freely  be  admitted.  But 
what  shall  be  said  of  those  states,  like  Michigan  and  W  isconsm, 
which  have  reverte*!  from  an  earnings  to  an  ad  valorem  system? 
Are  we  to  consider  this  a  step  forward  or  a  step  backward? 

The  reasons  for  this  reversion  were  twofold.  In  the  first 
place,  the  earnings  tax  was  imposed  on  gross  earnings  and 
some  dis-satisfaction  was  manifested  with  the  lack  of  equality 
as  between  the  corporations.  We  are  told  that  "  the  principal 
ohjoction  was  the  inequalities  produced  in  the  relative  amount 
of  taxes  paid  by  the  different  companies.  The  plan  provided 
for  a  certain  per  cent  of  the  gross  earnings  per  mile  and  was 
graduated.  It  may  have  been  the  fault  of  the  graduating, 
but  the  fact  remains  that  the  tax  was  not  an  equitable  one  anil 
the  system  was  abolished."  ^  As  a  matter  of  fact,  however, 
this  was  not  the  principal  objection.  Of  far  greater  weight  was 
the  second  reason  for  the  change,  namely,  the  desire  for  so- 
called  equal  taxation  as  between  individuals  and  corporations. 


K^iiprn.  pp.  Hi^-US. 

'  rf.  Sixth  keimrl  of  the  Bmrd  of  Tax  Commtsmoners. 
,  o5. 
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It  waa  claimed,  und  tin  cluiin  wu«  undoubtedly  well  fuunded, 
that  the  property  of  the  public-service  corjxjrutions  was  not 
taxed  at  the  Huuie  rute  uk  that  of  individuals.  It  was  pointed 
out  that  theae  corporations  were  practical  monopolieti,  and  it 
was  rUiegcd  that  their  charges  were  extortionate,  their  profits 
inordinate,  a.A  their  owners,  while  enjoying  fs|K'ci!il  privilegcfi, 
unwilling  to  bear  their  fair  share  of  the  public  burdens.  This 
cry  of  equal  taxation  won  the  day,  and  the  simplest  method 
of  carrying  out  the  mandate  of  the  people  seemed  to  be  to  make 
all  corporate  property  liable  equally  with  that  of  individuals. 

L  will  at  once  occur  to  the  critic  to  ask:  if  the  gross  earnings 
tax  ..ds  objectionable  chiefly  on  the  ground  of  inadetjuacy, 
why  would  it  not  have  been  better  sinijily  to  intrease  the  rate 
of  the  tax  and  to  leave  all  the  machinery  unaltered?  It  ap- 
pi'ared,  liowever,  to  those  in  charge  of  the  movement  in  both 
Michigan  and  Wisconsin  that  an  increase  in  the  rate  of  the 
gross  receipts  tax  would  l)e  difficult  to  accomplish  in  the  face 
of  the  powerful  interests  engaged,  and  that  a  far  more  effective 
and  more  easily  understood  battle  cry  would  bt  that  of  the 
equal  taxation  of  all  property.  This  argument  prevailed,  and 
it  is  not  to  be  denied  that  it  may  have  been  t  he  part  of  political 
wisdom  in  those  states;  although  it  must  be  lx)me  in  mind  that 
both  in  Minnesota  at  the  time  and  in  Califoniia  a  few  years 
later  the  other  argument  proved  equally  effective  as  a  political 
shibboleth,  and  that  the  desired  equality  was  brought  about 
simply  by  the  imposition  of  higher  gross  earnings  taxes. 

Moreover,  from  the  point  of  view  of  tax  reform  in  general, 
this  demand  for  "equal  taxation"  of  property  mu.st  be  pro- 
nounced regrettable  and  even  mischievous.  No  one  of  course 
will  dispute  the  desirability  of  efiuality  in  taxation;  but  it  is 
necessary  to  define  more  exactly  what  this  really  implies.  If 
a  satisfactory  norm  of  taxation,  or  criterion  of  ability  to  pay, 
is  selected,  equality  in  the  application  of  this  norm  is  assuredly 
to  be  desired.  But,  as  we  have  seen  in  an  <  irlier  chapter, 
property  in  general  is  no  longer  an  adi'quate  t>  t  of  ability  to 
pay.  Equal  taxation,  so  far  as  property  is  conceniod,  is  supposed 
to  mean  the  continuation  of  the  general  proj/crty  tax,  untliffer- 
entiated  and  unclassified.  This  theory,  which  is  still  so  widely 
held  by  the  average  American,  is  really  responsible  ''or  all  our 
troubles.  As  we  have  seen,  progress  is  taking  placi.  here,  as 
it  tnnk  place  Harwhcrc,  thro'Jgh  a  -;>lit»ing  up  of  the  general 
propertj'  tax,  through  a  classification  of  jiroperty  and  through 
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ft  (iiffcrontiation  of  taxation.     Moreover,  it  is  none  the  less 
true  that  Molality  iltM's  n«)t  neees^*a^ily  mean  the  id'ntieal  tax 
pt  the  same  rate  on  every  partieuhir  i»ie»'e  of  property.     But 
if  this  is  so,  and  if,  as  is  now  not  infrefiuently  the  ease,  we 
select  certain  kinds  of  property  ana  tax  them  in  a  different 
manner  or  at  a  different  rate,  wiiy,  it  may  be  asked,  is  not  the 
same  method  applicable  to  coriwrations  also?     Tlie  cry  for 
"equal  taxation"  reflects  cretlit  on  the  general  intuition  or 
instinct  of  the  parti^uns  of  the  ad  valorem  system,  but  it  does 
not  reflect  the  same  crwlit  on  their  knowledge.     For  a  more 
adequate  acquaintance  with  fiscal  theory  would  '.la.'c  brought 
them  to  the  conclusion  that  the  equal  taxation  of  property  in 
modem  times  does  not  necessarily  mean  the  equal  taxation  of 
the  property  owner;  or  to  put  it  in  another  way,  that  the  equal 
taxation  of  the  taxpayei?— whether  individuals  or  corporations- 
does  not  necessitate  an  equal  taxation  of  their  proix-rty.    The 
test  of  equality  under  motlern  conditions  is  ax  we  now  know 
no  longer  to  be  found  in  the  undifferentiated  mass  of  property. 
It  is  instructive  to  note,  moreover,  that  in  the  very  state 
where  the  battle  for  ad  valorem  taxation  was  won  on  the  plea 
that   coqwrate  property   was   undcrtaxed,   the  old   principle 
should  be  thrown  overboard,  in  the  face  of  the  well-founc^ed 
complaints  on  the  part  of  some  corporations  that  they  ai 
now  overtaxed.    We  read  in  a  recent  report  of  the  special  con- 
mission  in  Michigan  the  followng: 

"This  complaint  (of  inequality)  must  bo  consideretl  in  connection 
with  the  fact  that  the  properties  to  l)e  a-ssesscd  by  the  stati-  lioanl  of 
as-sessors  forms  a  cla*w  different  from  that  asscHsctl  under  the  (teiierul 
tax  law.  Where  it  is  po«.-<il)le  to  separate  proiK-rty  into  cla.'ises  for 
purposes  of  taxation,  it  is  permissible  to  impose  varying  rates  upon 
tlie  different  clas.ses.  .... 

"It  is  not  the  purjx)se  of  this  system  to  make  a  discnnmmtion  1)0- 
tww-n  the  two  classes,  but  if,  incidentally  in  the  proces.s  of  adminis 
tration,  discrimination  throuRh  a  difference  in  rates  arist>8,  that  fact 
does  not  even  make  a  prima  facie  cise  against  the  equality  of  the  tax 
levied  through  such  a  board  of  assessors  or  against  the  validity  of  the 
law."  ' 

In  other  words,  "equal  taxation"  is  to  be  invoked  when  it 
means  a  remedy  for  the  relative  over-taxation  of  individuals; 

'  Report  of  CommiMton  of  Inquiry  lulu  Taxation.     Lansing,  Michigar-, 
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hut  it  is  not  to  \^  invokt-d  when  it  means  the  relative  over- 
taxation of  corporations. 

We  may  go  still  further  and  say  that,  entirely  irrespective  of 
the  question  of  the  ha-sis  of  taxation,  the  attempt  to  put  corpora- 
tions and  individuals  on  precisely  the  same  plane  in  matters  of 
taxation  is  hased  up*       n  essentially  erroneous  theory  and  that 

en  the  principles  applicable  to  nat- 


it  fails  t')  distinfri 
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For  a  corporation,  after 

ic  jMjwer  consists  of  that 

■I       Th''  fundamental  jjoint 

'.      -ati»)ns  should  not  be 

111  sultjected   to  special 

i      ce  that  the  truth  of  tiiis 

'i    the  specialists  in  Ciermany 

!•      where  the  most  active 

of  the  ['nited  States,  has 

y  this  country  -'  and  Canada. 

fti'ii  cine  bittondcri'  Stoiierkraft 


taken  place ' — am 
'  "Gowiss  ist  bei  I .  . 

vorhandpn,  abt-r  dii-scllM'    ..,.,„  die  uUni-iminiTi  Hubjcktstcui'm  von 

VfrmOgen  und  Erw.-rb  nicht  in  nwiKnotiT  Wciw.  in  Anspruch  K.-nommen 
wcHen.  Unser  WirtwhaflNli'bon  i.st  so  komplizirt,  duss  die  SiibjcktBteupm 
allcin  zur  VcrwirklichunK  der  Frinzipicn  der  allnonicinrn  und  gerorhtpn 
HcHtt'uerung  nicht  auarfichcn.  Dazu  i«t  t-in  Sy«tt"in  v»r»<.hii'«lcnarti(jpr 
.Stcui-m  notwondiK  .  .  und  in  cinrni  solchen  .Sfouersvslcni  darf  eine 
BIMziellc  AktionKosellschaftNHtcu.r  nicht  fchlcn.  Dcnn  aufdip  Aklionnospll- 
Hohiiften  mUsspn,  dcm  Wm-n  (lienor  Korporationon  entttpn'rhcnd,  bp». 
imd.Tc  Hteucrgrundsatze  Anwcndung  finden."— Dr.  »V.  (i.-rloff',  Die 
hinloiuile  BesUuerung  der  AktUngexelUchaJIm  in  tier  Schwtiz.  Bern  1906 
p.  190.  '  ' 

A  similar  coarlusion  is  n>aohp<l  by  thp  chipf  German  writpr  on  thp  sub- 
ject. "Fassen  \  i  das  Entobnis  unserer  kritiiwhcn  HotrachtunR  dpr  IJp- 
HtPUPrunK  <ler  Akticnfresellschaften  durrh  dip  dputsrhen  Pprsonalsfpuprn 
/iLsammen,  so  mllsson  wir  als  dpn  Grundfphler  der  '■>uts.-h"n  Ciesetzgcbunn 
bczcichnen,  dass  sip  mch  an  die  juristische  I\  .inlichkcii  der  Akti- 
in)5c>sellschaft  klaminert,  don  wirthsohaft lichen  Ch.  '  ter  dpr  I'lit'inph- 
tnunnsform  aber  in  keinerlei  W'pise  U-rUcksichtiKf .  V ,..i  dim>ni  nin  forina- 
len  AusKanjtspunktc  aus  r!plan(?t  sip  dazu.  di  Aktipn^pw-llschaftpn  dpn 
physisehcn  Pprsonpn  nicht  oiosz  in  handplarpch'licher,  sondern  auch  in 
Kleuprlieher  BpziphiinR  gkich  zii  ulrllen  (italics  mine).  Dass  alnr  dipscs 
ill).'r  eiiien  Kamm  S(hpn>n  nieht  ohnp  Gpwaltanwpndung  und  olino  Hint- 
ansetzunff  der  I'rinzipipn  der  Pprsonal.stcuem  iniiglich  ist.  zciRcn  s'-lion  die 
mannigfaltiRpn  Modifikationen  die  an  den  Stpuprgpsotzpn  vorKPnommcn 
wcrdpn  niussten  um  den  fUr  physi.schp  Pprsonen  bestiinnitpn  Slpuprrock 
Huch  fUr  die  AktienKP-spllschaften  einigprma-szcn  p.-jwpnd  zu  machpn."— L. 
Mium,  Die  uteuerliche  AumuUuna  der  AklirmjexrHxi-hndpn  in  De>ii'rkh!P.d 
NiittKart.  1911,  pp.  1.J2-1.3.3. 

'  Cf.  the  conclusion  of  Dr.  G.  E.  Hnider  in  his  careful  study,  The  TaxaHw 
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The  Canadian  commission  which  was  instituted  to  probe 
this  question  to  the  bottom  puts  the  matter  so  clearly  as  to 
deserve  quotation  in  detail.  After  a  comprehensive  statement 
of  the  actual  facts  and  after  pointing  out  the  various  distmct.ons 
of  fiscal  importance  between  individuals  and  corporations,  the 
commission  proceeds: 

"  In  the  light  of  the  facts  here  pointed  out  it  is  quite  obvious  that  the 
popular  belief  and  claim  that  corporate  property  can  and  should  be 
rjcsscd  and  taxed  on  exactly  the  same  basis  m  private  property  is 
nuite  impossible  of  realization.    A  survey  of  Jl^^  actual  practice  of 
taxation  in  different  states  and  pro^^nccs  reveals  the  fact  that,  where 
lK)th  corporations  and  private  individuals  are  professedly  taxed  on  the 
same  basis  of  real  and  personal  property,  the  greatest  inequality  actu- 
ally prevails.   Thus,  if  the  tax  is  levied  on  tangible  property  ...  cor- 
porations are  found  to  be  taxeil  very  lightly  as  compared  ^ith  mdi- 
viduaLs.    But  where  the  so-called  ad  mlorem  or  general  property  tax 
has  been  applied  to  corporations,  in  such  a  way  that  their  real  and 
IK-rsonal  property  is  valued  by  capitalizuig  the  income  which  the  cor- 
Lrations  derive  from  their  v/hole  business  as  m  the  case  of  the  new 
valuations  in  Michigan  and  Wisconsin,  and,  m  milder  forni,  m  several 
other  states,  the  result  has  been  to  very  considerably  overtax  corpora- 
tions in  pro  x)rtion  to  private  property.  .  .  .    To  place  the  capitahze<l 
income  of  corporations  upon  the  same  basis  as  the  general  property 
of  private  indi\iduals  is  plainly  neither  an  accurate  nor  an  equitable 
adjustment  of  taxation,  as  between  corporate  and  private  property. 
nf  Gto»»  Reeeinis  of  Railiyiys  in  Wismngin,  Publications  of  the  Ameriean 
LoZicZLtL.  Thin!  «<.ries,  vol.  7.  no.  4.  1906.    After  quotm,  the 
stltemont  of  the  Wisconsin  commis.si„n  that  "The  safety  of  allmterests  rest  s 
on  the  principle  of  uniformity  between  all  clw«eB  of  property  .  .  .  tl.m 
must  be  equality  betwe,-n  the  classes  ss  well  a«  between  the  Pn'Perty  in  U.c 
sume  clas;,"  Dr.  Snider  remarks  (p.  120):    'Such  a  program  fa.ls  to  rec^ 
ognize  mo.lem  industrial  conditions  and  paten    hscalpract.m...  .  .    l-ic 
tendency  and  neceasitv  have  iMM-n  for  segregation  and  classification  rather 
than  aggnvation  and  unification  of  proinrty.    The  industrial  ornanizat.on 
is  nowBO  complex  that  unifonnity  between  classes  of  prr.-erty  is  an  indef- 
inite, indefinable  and  unattainable  '  i.leal.'    W  nat  t      \\  iseonsin  and  M.ch- 
Zn  experience  shows,  what  is  made  evident  by  the  h.storj-  of  taxation  m 
'his  country,  is  the  selection  of  classes  of  property  for  special  taxation, 
r.eal  nrow-rty  has  been  the  bearer  in  the  past,  corporationa  are  having  os- 
r^ud  attention  at  present,  and  especially  corporations  receiving  sperm 
,rivileg.-s  from  the  state.    A  frank  re<ognition  of  the  t:ue  state  of  affa  rs 
would  do  much  to  clear  away  the  debris  in  our  tax  systems.  .  .       Had  tl" 
Wisconsin   commission  frankly   recognized   this  prnc.ple  und  sai.l     w. 
I>clieve  that  the  railunvs  ure  able  to  contribilt.-  more  revemi.-  to  the  state, 
mid  tli;it  it  \s  ,i.'..<ind.le  to  levy  a  heavier  rate  upon  them,   the  |)n-s.'nl  sys- 
tem   lm«-l  ui«m  u  Udsv  premise,  with  its  ,)OSsil.iliti.'s  of  poht.-.l  .'"rn.!^ 
,i„„    would   not   l.ivr  I n  subslltul..!  for  the  tax  on  gr..«.-<  •■arning- 
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"Since  then  it  is  impossible  to  equitably  tax  private  property  and 
corporate  property  on  the  same  basis,  there  is  no  necessary  injustice 
or  mcquality  in  taxing  them  upon  different  principles  or  by  different 
public  authorities.  In  fact,  it  is  the  attempt  to  tax  them  both  upon 
the  same  principle  which  works  injustice  and  inequality,  and  it  is  only 
by  taxing  them  upon  different  principles  suited  to  each  form  of  prop- 
erty that  it  is  possible  to  attain  to  approximate  justice  and  equality."  ' 

We  see  then  that  the  cry  of  "  equal  taxation  "  is  really  not  an 
adequate  reason  for  the  introduction  of  the  ad  valorem  system. 
For  in  the  first  place  "equal  taxation  of  property  "  is  in  modern 
times  not  real  equality  of  taxation;  and  secondly,  the  equality 
of  taxation  so  far  aa  it  is  desirable  at  all  can  be  brought  about 
as  well  by  an  earnings  tax  aa  by  an  ad  valorem  tax.  It  is  entirely 
a  question  of  the  rate. 

So  much  for  the  negative  side  of  the  argument  -namely  that 
ad  valorem  taxation  is  not  needed  in  order  to  achieve  equality. 
We  now  come  to  tlu'  po.sitive  side  of  the  argument— that  the 
earnings  tax  is  preferable. 

As  we  have  seen  above,  if  the  basis  of  the  corporation  tax  is 
to  be  put  in  terms  of  property,  corporate  property  includes  more 
than  merely  the  physical  property.  The  franchise  or  the 
immaterial  elements  in  the  property  must  be  included.  As 
soon,  however,  as  an  attempt  is  made  to  measure  the  value 
of  the  franchise,  recourse  must  l)e  taken,  as  we  have  learned,  to 
earnings.  It  is  a  commonplace  of  motlem  economics  that  caiiital 
is  nothing  but  capitalized  income;  or,  to  put  it  in  terms  familiar 
to  every  business  man,  a  business  or  a  piece  of  properly  is 
worth  what  it  will  earn.    As  the  Wisconsin  commission  puts  it : 

"It  is  the  financial  rule  in  the  markets  of  this  country  and  ail  over 
the  world,  tlial  the  worth  of  property  i.-s  (ietormine.!  by  what  it  will 
produce  m  income.  If  the  |K>nnanoncy  of  the  income  i.s  u-st^ured  from 
past  results  in  operation,  the  risk  of  investment  is  les.-,  and  the  value 
more  stable.  The  earnings  in  the  opinion  of  financiers  is  the  fi.nal  test 
of  the  value  of  eorjiorate  securities,  and  the  estimate  of  the  earning 
c.iliacity  of  railroads  fomied  by  such  men  and  act(Hl  ujx)!!  in  buying 
1111(1  selling  of  ihe  securities  in  the  market  generally  establishes  the 
market  price."  • 

'  Reporl  of  Ontario  Commission  on  Raiheay  Taxation,  Toronto,  lOO,") 
PP   11-12. 

'  First  Biennial  Report  of  the  Wimmxiii  Tax  Cnwmixsion,  Mmiison,  I'KKl, 
I'p.  1>S.5-1H().  InahitiTrcjMJrl  tlicc.miniissionKliilcs:  "As  lonfiirlj  all  suih 
pmixTtit-H,  this  niparily  to  pnMliiir  income  will  onliniirily  l>o  the  (loniinant 
f  "tor  in  ascertiuninK  valiu*."    Fijili  U<i>„rl,  101 1,  p.  ,■.;{."    Hut  tho  ronrlu- 
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Where  individual  pieces  of  property  are  subject  to  purchase 
and  sale  in  the  market,  the  proix<rty  or  capital  value  is  as 
readily  ascertainable  lus  the  earning  or  mcome  value.  But 
where,  as  in  the  ciuse  of  large  corporations,  there  is  no  mark<'t 
or  no  regular  purchase  and  sale,  the  only  possible  method  of 
ascertaining  capital  value  (or  so-<-alled  property  value)  is  by 
capitalizing  the  earnings,  present  and  prospective.  Hence  the 
ad  valorem  system  cannot  satisfy  itself  with  tlie  inventory 
method,  or  the  mere  appraisal  of  the  physical  property  of  a 
corporation.  It  has  been  found  necessary  to  add  the  valuatioii 
of  the  franchise;  and  a.s  soon  a.s  this  is  done,  the  earnings  metho*! 
which  has  bet^n  abandonwl  is  brought  in  again  by  a  back  door. 
The  various  boards  of  assessment  as  we  have  seen,  generally 
refuse  to  divulge  the  exact  method,  for  fear  of  an  attack  on  their 
assessments.  But  that  earnings  is  the  chief  factor  in  then- 
appraisal  is  an  open  st>cret.-  It  is  not  a  matter  for  pnde  to  read 
in  a  foreign  commentary: 

•We  see  why  it  is,  then,  that  thouRh  on  almost  every  hand,  even 
in  the  states  which  U'licvcd  themselves  forced  to  abandon  it,  the  earii- 
inK  iH)wer  of  corixiiations  is  lield  to  Ik>  the  only  reliable  and  satisfactory 
l,us;s  of  taxation  .  .  .  imicticallv  none  of  tl.e  American  stat.-s  hml 
tli.-msi-lves  able  to  frankly  and  fully  accept  it.  Where  it  is  employe.l, 
it  is  under  some  dissuis*'  or  legal  fiction,  rnul  commonly  with  the  tacn 
,onsent  of  the  taxpayer  and  taxing  authority  tliat  the  fiction  shall  not 
lie  calletl  in  (juestion."  ' 
Mon  that  therefore  the  ml  Mhtrem  system  should  be  continue<i  by  no  nuuiw 

folloWB.  ,     ,  , 

'  •'Thu.-',  though  eiirning  i»t)wer  had  been  expressly  discnnliMl  iis  a  Ikims 
(if  taxalion',  un<l  th.' ..-/  volonm  system  wlopte<l  in  its  place,  yet  the  more  tlic 
C.mimissioners  Mii.Jini  the  subject  in  its  pnuli.,il  niM-ration.  the  nmre  thev 
were  (Iriv.'ii  l)aek  ti.  income  a.s  the  l.-iuimg  factor  in  value.  -  lUimt  >'J 
(h,liino('nmmii'!<ioiinnl{iiilir<i!/T(iJi''iini,VM)^>.\>.V.l 

-■See  the  statement  l.v  one  <.f  tfu- officials  l.iiM- If  that   in  West  \  irKHU:i 

the  element  of  valiiewl.ieh  is  ehi.fl>  n  li-il    .|h valuing  all  iheilitT.niit 

,|:,s,-«s  of  piililie  -...rvice  e(,rp<>ra!ions  is  tlie  .uriuiig  (Miwer  of  the  propert  v 
l.Wrr.s.scs  nnd  I'riK.nhiujH  „}  thv  F'l.-rlh  (  onfmnn  of  Ihi-  Inl,  rwitionnt  hir 

.\snm-intii>ri,  Hill,  r>-  -•"•'•>• 

'  U,ix,rl  oJOxt'Wio  Cnmmission,  p.  17.  On  anottier  page  ii,.  (  oininisMoii 
Minis  up  its  estimate  of  the  ,),/  v,il,.n  m  .y^Ku.  an  entimate,  Ui  «lii.li 
evcrv  impartial  ju.lge  will  concur:  'riie  state  ol  .Mi.-hiuan  in  .lelernii; 
Mip  io  ehung.-  from  the  gn.s>  earnings  to  the  n<l  vnlornn  sv.-teiii  of  layn^ 
Its  railroads,  ina.le  the  most  elaliorute  aU.I  perfect  alleinpl  on  record  '  • 
deteriiniie  what  the  phNMcal  property  of  the  railroads  wjis  worth  oti  ti- 
lia.sis  of  cost  of  repro-lneiion.  less  the  norma!  .h>preei:ition  for  wear  and  u- 
H,p   vih.ri  ;,t  a  eost  of  ¥tMI(»l»tl.  this  verv  etalwrule  and  -.eeiinile  apprai- .1 
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If,  however,  the  ad  valorem  method  neeessarily  means  in 
practice  the  indirect  u.s.-  of  the  .-arninKs  method,  th..  question 
arwes:  why  not  use  diretttly  what  you  are  compellcKl  to  use 
indirectly.  Wc  may  ro  further  and  affirm  tliat  nothing  is 
Kamed,  but  much  is  lost,  hy  electing  the  indirect,  rather  than 
the  direct,  eaminRs  metho<I.  For,  as  we  have  seen,  the  direct 
earnings  methiKl  is  susceptible  of  nnlucticm  to  a  mathematical 
rule;  whereas  the;  indirect  earnings,  or  ad  vaUmm,  metluxi  is 
•>I)en  to  the  objections  of  secTct,  irresrwnsibi,.,  star-chamtM-r 
methods.  We  may  again  agree  with  the  Ontario  commission 
111  thmkmg  that: 

'  The  . .s.scntial  fairness  of  taking  carninKs  as  a  basis  for  taxation  of 
corporations  ,s  l,as«.(i  on  the  general  principle  that  th.-  taxes  vary  will, 
the  capacity  of  the  company  to  pay  thcin,  whcn^us  taxation  on  the  basis 
of  (teneral  properly  results  in  all  nianii.T  of  im  (|ualitv.  The  amount  of 
ta.iKible  proiHTty  recjuircl  l,y  tin  various  .-oriiorations  has,  in  the  first 
))l:ice  no  necessary  relation  to  their  relative  earning  power,  and  in  the 
second  pla.-,-.  bears  no  accurate  ri'lation  to  the  earnin;;  power  of  the 
same  comi«r  •  at  .litf.  rent  jHTiods.  The  capital  stock  tax  has  soine- 
thing  of  the  .,ame  .lefect  in  a.ldition  to  those  already  mentioned  yet 
It  has  a  certain  amount  of  flexibility.  Only  the  tax  on  earnings  follows 
automatically  the  capacity  of  the  coriKmition  to  pay,  and  while  eyen 
a  ha.s  inequalities,  yet  it  is  very  much  more  eciuitable  than  anv  other 
I)ractical  system."  » 

The  difference  between  tl .irnings  system  and  the  advalorrm 

system  is  the  dilference  between  pubiicitv  and  secrecs .  between 
certainty  and  arbitrariness,  between  Minpli.ity  and  (oniplexity, 

wiu.  made,  wh.t  wa«  tl...  [.radical  yalue  of  it  f.,r  laxalinn  pur,H,.scs"  Vir- 
tually ml.  Hie  real  valuation  wits  .ivt.rmin.d  ,m  ,|uit,.  other  grounds 
a..,l  mainly,  ,i.s  wa«  adinitt.d  by  .l„.s..  ,„akin«  'he  .■...c.s.Mn.nt.  on  the  b„sis 
"  eaminKH.  i  he  result  wiu*  that  some  roa.is  «.  rr  v  ,I,i,k|  cnsi.lcral.lv 
alH.vc  the  c.«t  of  rci.nHluction,  while  others  were  valiicl  v,  rx  n.,...h  b.l,,.^  .t 
an.l  when,  the  v:iliiation  wa.s  m.ich  the  ..aine  ,u.  tl,,,,  „(  ,.|,nraisal  it  Wi<  ■, 
mere  comndenre.     When-  the  vahiali.,,,  was  abov  ,!„■  ..ppraisal  the'.iif- 

l.r.-nco  w.-us  call.Kl  .|.c  mlanitil ,i  rnu.riu-..-  x  ahic  b,„  «l„.re  it  was  b,.|ow 

1  .c  appraisal  the  .ItlTcrenc  w„>  ,,..1  nu„e.l.  thon^h  „i„re  „r  I.  ,.s  ,i,tani{ibl,. 

''NO.     Hu,    thouKh  .~-„n...what   .-..stly  f„r  Mi-Ih^m,,,"  the  expcrin.,.nt   trie.l 

t.cre  has  b.H^nexw,l,„Kly  va!,mble  for  the  re>,  of  the  w„rl,l,  .-.n,!  tl.eref.,re 

U,Z,'^  1<'"«',  the  ,„i,l,.y  „e,M|  ,„.,   !«■  n  ...ett,,!.     The  ..xperin„nt   h.is 

■i.r,ons.rat,Hl  that,  however  .scrv  ieeable  >„eh  a  valnati,,,,   alav  be  in  af- 

"r.l,nK  an  imlerxmlent  ar.,1  .<eient,i,c  basis  f„r  jiLlt-inn  ,h,.  cost"  of  „r<«luc- 

"'>n  of  rnmlem  n.ilr...uls,  an.ier  the  varying'  e,md,ti.,„s  of  snch  a  st,.te  ^us 

M,.hiK,,n,  It  IS  ,,m,e  futile  as  a  means  of  «e,tinK  ..t  the  commeni,,!  -.ulue 

•■'  a  n.ilroad  as  a  K'nn^  concern,  ur  :is  a  b:isis  of  t..:.ation.— /',i,y ,  „    H 

Op.  ni.,  p.  2:i.  ' 
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between  precision  and  guess  work-in  short,  between  modernism 

and  me(liae>?alism. '  .        ,       .     ,         . 

If  then  the  earnings  tax  is  to  U'  preferreti  to  the  ad  valorem  tax 
the  question  remains,  shall  it  be  gross  earnings  or  net  earnmgs. 
Asa  matter  of  principle  it  is  concede<l  by  all  writers  that  net  earn- 
ings approach  more  clos«>l.v  to  the  ideal  method.  It  is  plam, 
we  are  told  by  the  Ontario  o()mmis,sion,  "th.it  the  only  true 
<^timate  of  a  railroad  property  is  its  earning  power  or  its  imome 
It.  income,  therefore,  would  app.-ur  to  Ik-  the  proiM>r  and  indeed 
the  ideal  ba-si.s  for  taxation,  if,"  they  add,  "  it  is  found  m  be  ca- 
pable of  disc()ver>-  and  definition  without  too  elaborat.'  or  costly 
a  mechanism."  It  is  owing  to  thr  .loubt  exprc.s.<ed  in  the  last 
sentence  that  not  a  few  authorities  i)refer  gross  earnings,  lor 
the  ascertainment  of  gross  earnings  presents  nmie  o  tiie  dilli- 
culties  which  ar.-  dt'cmcd  to  be  inseparable  troni  that  ot  lut 
earnings.  This  is  the  position  taken  by  the  Ontario  comini.ssioii 
of  1895,  by  tiic  California  commissiim  of  VM>,  and  by  lli< 
Virginia  commission  of  HHl.  . 

It  i<  neces^;lrv,  liowever.  to  bear  in  mind  two  points.  Onr  is 
the  marked  i-n.gros  that  it  is  b.Mng  made  in  the  m.-itter  of  corpo- 
rate accounting  in  the  Tnite.!  States,  thus  annually  bringing  .i> 
nearer  to  tli.'  time  when  tlu>  ascertainment  of  net  ."arnings  will 

'  For  an  in.truotiv.-  .-..tnimris....  in  .l.-tMil  iK-tw.-n  the  n.l  mlortm  an.l 
.•urninKH  n>.-tlu«t>  s,t  .1...  work  ..f  Sni.lrr,  ....•ntu.n.-.l  s„,,m  !"*'  -'■< 
F»r  ..lluT  .uatoriMl  ,inti  .li...Mi.s.si,.n  on  this  quost.on  s,y  the  t{>,H,rt  oj  Ih, 

V.m.  .•Imp..^.  ii..  ami  iv  ;  Fn.t  hunnwl  lic,H;rt  of  Ih.  M„.,„..,l„  I  or  ..".- 
mission.  Saint  P;ml,  l-.H.s,  ..haps.  vi.  an,l  v.. I  an.l  .S|r»m/  linnmnli.l^'rt 
„f  thr  san.r.  litio.  ,lw»l..  xvn..;  I{.  i>"rl  of  Ih,  ISinnnl]  I  .'!/"""     "-^    ""'""- 

..ton   K>,-I..n.m.l,  I'.Hl.a, n.lix.    Th..  Virginia  n-,K.rt  t.-nn.tl...  „,/ ,„/„„,„ 

.svsl.™-.'o.nplirat.-,l,.onlus.-.laii.luiir<Ttain    ■.„,,.  ,;t.y..M> 

-  For  an  .nt'r......n^  ,  ,mt.-.np..rar.v  .l...uW,n  of  .  ..•       >..■..,>.».  a,,  a,,; 

-,.0  1     W    Jiow.r>  an.l  I'    I'.  <  lan.lon.  .In/./m.  nl  x..hm:ll.<l  U,  Ih,  SU,I.    I  n. 
r„m,:„s.i,m  ../  ll-,sr,»,.vu,  .m  l>.h.,tf  -/  Ih,   an,„,,o  .„„l  Xorlhu..!, rn  W/- 
„.,./  <•..»,/..",/.  nn.ago,  HMtl:  F.  1>.  Cran.i.....  Ii.nh">>  r„x,>lw,,  n,   It  k~- 

r,»,x,«.  Chfa«o,   l-.H.l;.l,  M.  l)..-k.n.^m.  li.uhr,,,/  hualu.u  '''}['"''•"'"•■ 

\n,umeHt  m,vl.-  h.f.,r,   the  J,„nl  C„„„>n,l.,   on    t.v.v,....».. ,.?  ,.m.'  inU,rn.>.  . 

r.L  ,11  .U,^/^M,„.  Man!,  .Itl.,  l-.MU:  (i.  H.  IN-k  an.l  A.  N  I)u.l..v,  >'-./-' 
th,  ,,r,Mnl  .S7.v/,,M  ,./  I{,i,ln<iij  T.ix.itum  i„  lf,>r,.„>.»,  (,.  .h.uif),,!/  -SiifW'- 
twnxtiilh,  Ihiiuir.M,  Tii.r  CmmiisMoii.  Ch'uniio  [VM)}\ 

For  lat.r    .rt:...."  nts  ni  fav.,r  of  lh.>  .-arninKs  tavatmn  of  raiKvays  ^<r 

li,nlu-i:,  A.^s,s.m,„t  ,u„l  T.,x,tlw„   iu  Ih,-  l'<.,v,<„:   of  Ouhmn.     .■t-y..m. -,.> 

,,r.-,,utc,l  hy    t/.«.vrv    Ihllmuth  ,w.i  M,.,M ..rrh,,  ,„  Ih.  (Mann  (  om,.„^su.-. 

;,r   »..7.-„v   TnT„lu,n.   (..-t.,    KtOt;   I{,„lr,.„l    T,rr,,l„.,,     H.mnrk.    «/.■"       ■ 

M,„neH.>tn  Ac„.l,„„i..f  S.,ci„lScu>,r,'  nl  \/H.m-,i/«./- ••,  !>.•..•-,  IWh.l.N  ^^ 
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1)<>  subject  to  far  loss  difriculty  tliat>  is  fh,.  , ,«»  at  ;yr,.Mnt     Tlio 
other  IS  the  fuc-t  that  th..  CalJfcrnin  .„,„ini,,^^,  ...Hf    whirh 
rejxjrtecl  in  favor  of  rtoss  receipts,  nc.rnmeml.d  th..  ,.-iii>;.,ti„n 
of  net  earninRs  us  a  necessary  means  of  as.crtami/.*'  »[„     ,r,,p,.r 
rate  of  the  Kmss  earninRs  tax.'     Furth.rm.m    as  w.      n  n 

many  of  the  states  which  levy  either  a  gross  r.c,n,ts   ,'  ,   „^,' 
chise  tax  require  from  the  corporations  r.^turn^  whi-  '     „.„-. 
the  board  to  compute  the  net  earninKs.  and  \vhi<-h  then  l,-,<' ' ,,  , 
valuation  of  the  property  thn.ugh  a  capilalization  ,.f  thr    .<.i 
earnings.     If  net   .■.•irninKs  are   thus   ntihze.l   indirertlv    ,r' 
should  they  not  be  utilized  din.'tlv?    Th..  argument   ,n   fin- 
rcspcct  as  to  the  choice  h.-twcm  ^ross  and  n..t  ..arnings      ,,n  . 
eisely  the  same  as  the  on.,  advan.-...!  abov..  as  to  the  .hoi,- 
between  prop<'rty  and  ..arniiiKs  taxation. 

As  a  matter  of  practical  wis.loni  it  inav  b..  c(.nced..d,  howcv.  r 
that  m  not  a  few  of  the  Am..rican  stal..s  si,npli,.itv  ai.<l  .-onven^ 
lence  of  administration  ar..  pn.f.rabl..  t..  nior..  i.'!,.al  but  mon- 
difficult  nu.th.Mls.     In  such  stat.s  tl...  taxation  of  gros^  ,  arnings 
may  be  recommended  as  an  ..asy  solution  of  the  problem  Inr  the 
time  being.-    It  must,  h..w..v.'r,  not  !,..  I..rg..tten  th.'it  with  the 
improvement    of   administrative    ni.thu.N    .an.l    with    a    tuii..r 
appreciation  of  th..  rno<lern  prin.i,,l..s  ,,i  a.counting.  th..  nine 
IS  fast  approaching  wh..n  th..  n..f  vanuuiz-  -vst.-m  will  b..   u.- 
phcabletoall  coriH)rations  in  g..n<.r;,l  by  the  stat.-s  as  it  is  now 
applied   without    diffi..ulty   by   tii.-  f,.d..ral  gov..rnment   n.   th,. 
Init.-d  .States,  and  by  most  of  th..  I..a.ling  rountries  abn-.d 
Oneobje.  ■  ion  still  reniain.s.     It  has  som..tim..s  b,,!,  urg..<l  that 
a  tax  on  corporate  property  is  nior..  just  than  ,••  tax  on  .■orimrat.. 
.■arnings,  In-cause  th..  valu..  of  a  ..orp.,rat,.  s....„nt\   is  fix..,|  „o, 

only  by  Its  pr.'sent,  but  also  by  its  prosp,.,.ti^,..  i.nMhi..tiv..ne.ss 
Ihis  IS,  however,  a  specious  obj.M.ti.m,  sin....    lulcr  ■,    \st,.,n  of 

'  "/).  cH.,  p.  0.5. 

^  Mr.  .Allen  Kiplry   FfK)tr  makes  an  inK..ni...i.s  ^uKK'-.-ti.,,,  ,I.-.m»;i„..1  f„ 
•"•'•"mplisti  th(.  n'suh.s  of  a  ii..t  ..amines  .n..ih(Ki  threuKh  thr  i,,,-!,,,,,.  ,.f  ., 
^-Toss  ..urninKs  m.-th.«l      His  pr-,p,wti.,n  is  to  levy  .„,  railroa.l..  ....   j,  ,., 

I  'Ml  n,t.>  ta.x  on  Kro.s.s  op.TatinK  r..y..tm..  phis  a  ,l,iT..r..nti„l  o„  th.   i,,,,,-,.,,! 
■•   «....n  orMTatintf  r..v.-nn..  and  operatitiK  ..yp.-ns..s      cf    •.'l-,,x,-,ii„„   ,,f 

'•  lilnm,!,  in  ll„-  (  nit...i  States.  '  in  .l,Wr^.v«f.v  „,»/  /V,«,,,/,,„;,v  „f  th,   /;,■' 

l';"W  (u,,fer,„r,-  of  th,   \„l,n„„l   T<ix   Ass,^,„t,..„.  C.i.aMt.ii;    I'.l-.',. 

■\"  :;,''    7   <•"•  -"Wstiv..  an.l   pra..ti.al  .lisr!i...-ion  in  .\|fr,.i   J'    Mnl- 

••;"'<'■'''<  .l.v..,..«,,„.„,  „/  t'„h!i,-  S,m,-r  <;,ri.,r„t,..„..  I<i,.hni<,ti.l,   HM  t    n- 

"-.n.,,l|ron.  th..  I'r„r,„lu,,,s„fth,   F.flh  \„i„„ml  T.n   ( ■„„(,,-,  ..,;     .„h1i|,.. 

•    III  t  m,f,r,t„,   hri.l  „i  li  ,ff„l„.  .1  III  ,    I'MJ 
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earnings  taxation  the  future  product  will  lx«  taxed  when  it  u  i- 
mately  appears.     If  prwluctiveness  U-  accept (h1  at  all  as  the 
standanl  of  capacity-and  this  is  tacitly  assuim-d  m  the  alxjve 
obiection-the  most  logical  and  di-fensible  methixl  is  the  taxa- 
tion of  the  product  as  it  apiH-ars.    But  consideration  for  tlie 
individual  pro<luccr  makes  it  necessary,  as  ha«  l)een  pointcHl  out 
alKjve,  to  regard  net,  not  gross  protluct;  and,  therefore,  if  any 
one  principle  be  accepte<l  as  the  biusis  of  the  general  coriwration 
tax  it  should  be  net  profits,  and  not  gn)ss  earnings  or  proiwrty. 
European  experience  all  points  to  taxation  of  net  earnings 
as  the  iK-st  system.     One  count r>-,  ind.-ed,  still  a.s.ses.ses  cor- 
porate proiierty  in  some  form  or  other.     Switzeriand,  as  we 
have  seen,  is  the  only  Europ<-an  state  whic-h  has  retained  the 
mediu'val  system,  once  common  to  all  countries.    The  reiunms, 
as  was  pointed  out,  are  the  comparative  equality  of  conditions 
and   the  survival  of  the  primitive  villages  and  agricultural 
communities  with  their  placid  and  homogeneous  economic  life. 
It  i^  significant,  however,  that  many  of  the  Swiss  common- 
wealths, in  which  we  notice  a  gradual  industrial  development 
and  a  cons«>quent  differentiation  of  propt>rty,  have  attempted  to 
remedy  some  of  the  obvious  defects  of  the  general  property 
tax  by  supplementing  it  with  an  income  tax.    Thus  some  can- 
tons, like  Schaffhausen,  Zurich,  Basel,  Aargau  and  others,  tax 
coriwrations  on  their  capital  or  their  reserv'c  fund;  or,  if  the  net 
receipts  exceed  a  certain  percentage  of  the  capital,  on  their 
incom«>'     This  svstem  resembles,  although  m  a  verj-  shjjht 
degree,  those  of  New  York  an<l  Pennsylvania.    Other  cantons, 
like  Hem,  have  abandoned  the  g.neral  property  tax,  and  assos 
corporations  onlv  on  their  rent  estate  and  their  income.    tinall> , 
.ome  cantons,   lik.-  St.  Call  ar.i  Neuchatel,  tax  c<.nM,rat.o..s 
.iire.tlv  oniv  on  tluir  incom.".     I'A-en  in  Switzeriand.  witli  its 
fon.Uie»   for   n.edia'val    customs   we  sec.  therefore,   that    the 
Icndencv  is  almost  (>verAwh.Te  away  from  tli.-  taxation  of  curpo 
rate  property.     In  tlic  other  European  states  this  temh-ncy  Iki~ 
passed  into  accomplished  f;ict.  ^^ 

In  Ennl:in<l.  all  corporations  are  held  to  l)e  "persons  within 
schedule  1)  of  the  income  tax.  an<l  conse(>uently  they  pay  a 
tax  on  tlieir  net  iuiiuial  profits  or  gains.    .\  series  of  important 


i   If 


•  The  ficis  stalnl  111  this  p:ir:i)irii|)»i  arc  accurutc  ;>s  of  1S05,  tli.-  >l:.n 
the  lirsl  .•.litid.i  ..!  thi.  I..H.k  K..r  thr  f.-w  rhnu^.-A  th:it  have  taken  !■. 
.inee  th:.t  ,lal.  -■■.  'h,>  .tetiiil-  in  W  (mtIuIT,  I>i>  K>,»lnMli  rto7. ./.  ■ ' 
./(,■  M,t,.i,ii>'s,lls,h„f!,i,  ,„  ./.■  Srhiifi:.  Hern.  I'.KNl. 
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caw?  has  clalHjraKMi  the  principlcss  tliat  .should  determine 
exaet  nature  «.f  net  pn.fi.s.'    Th,'  rules  laid  down  an-  analogous 
to  tho««'  dewrilx-<l  in  the  definition  of  net  receipts  just  given. 
The  tax,  moreover,  is  paid  In-fore  the  dividends  are  declared. 
Railroads  are  also  subject  to  tlie  s|Mrial  passenger  duty  of  five 
p«'r  cent  on  receijits  from  jjasM-ngers,  which  is  nii-rely  a  survival 
of  the  old  tax  on  stage  coaches,  and  to  a  corporation  duty 
which  is  intended  to  take  tlie  place  of  the  "death  duties"  on 
nuhviduals.    Ev«-n  in  the  matt.-r  of  local  taxation  or  r.it<s  the 
railways  are  tax,-,!  on  what  amounts  roughly  to  net  receipts. 
In  theory  the  real  estate  of  railways  like  that  of  individuals  is 
rated  on  the  basis  of  rental  value,  i.,.  in  the  case  of  railways  the 
pr()i)erty  is  locally  taxable  on  the  bjisis  (jf  what  a  hvjKjthetical 
tenant  would  give  for  it  if  n-nting  it.     In  practice  the  gros.v^ 
receipts  are  taken  and  certain  rough  (hductions  |)ermitted. 
Ihe  difficulty  arises  from  the  fact  that  each  local  stretch  of 
line  or  piece  of  real  est.-ite  is  separately  assessed  by  the  l„cal 
officials,  as  is  still  the  case  in  New  York  state.     In  Si<.tlan(l 
on  the  other  hand  the  unit  rule  is  observed  under  the  name  of 
nimHliM-alue  rating—/,  c.  a  vjiluation  of  the  line  as  a  whole. 
From  the  gross  recei[)ts  7:$' ,'  are  (le<lucted  f„r  working  expenses 
and  tenants'  allowances,  separated  under  distinct  heads.    The 
rem;.inder— roughly  the  net  earnings— is  divided  between  sta- 
tiniis  and  running  line,  and  the  rates  due  on  the  latter  item  are 
llien  distribut.tl  or  "allocated"  to  the  separate  local  divisions 
on  the  basis  of  relative  mileage.     In  Ireland  where  the  unit 
rule  IS  also  observed,  the  distribution  to  the  localities  is  made 
on  the  basis  of  train  niile.-ige.- 

In  France,  all  corjK)rati()ns  p.-iy  a  tax  on  net  profits  in  the 
;*hape  of  a  i'mn-  per  cent  tax  on  dividends,  c(.iipons  and  prof- 
its known  as  th«>  t;ix  ".s„r  I,  rcvoiu  (Us  nilrurs  niohiUirts." 
The  tax  is  also  ai)plicable  to  joint-stock  comiiani.s  and  to 
commercial  enterprises.'  while  mutual  insurance  companies 
and  similar  .associations  have  by  judicial  iiiter|)retation  bc<n 

'  r.llis,  .1  (iiiiite  to  the  hmiinr  Tux  .Ir/.y,  2'l  cilitioti    pp.  Ml,  <)2-I01. 

■  For  (iHails  of  the  systini  in  tin  ilirc<-  ri)un!R.>  wv  the  Final  li, /unt  i,f 
tf'f  lioijnl  ('(>inmi«''um  an  LhuI  Tufitmn,  Ilml. 

I  hi-  tax  i.H  imrH.!«-.|  on  -lis  ini/n-ts.  ili\  i.lcnd.s.  nviniis  .-t  tons  aiitrcs 
pr.-iuitsdo.x  .•i<-ti.,n!<  .1.-  tout.-  n.iiur."of  ..itork  .•.,;np:ini.>,  .-.nd  on  "l.s  in- 
'■rcis,  pr<H|intsrt  Ix'tii'-fi.rs  annii.llcs  .|..s  parts  (I'int.'K-i  v\  roniniamlitii*  " 
"^  .ill  :L-.«M-ialiorij..  ,7r  ,  Hittioui  a  c|ivi,jl,|,.  ,[,;,r,.  ,api!.,l  Law  of  .hinc 
'*'-'.  .irl.  I.  <(.  'r  ini|ihr<  \ .  Tniiii  iti<,rni'i,  ,i  /u.iiujii, 
r- ■-<,<,  ,i,s  ml,  .(.,,  miihiliir,.    |,j,    ■>:;   :,\    \  n   , „. 
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exempted.  Like  individuals.  e.,r,M>rution8  are  a  so  sul.j.t 
oS  estate  tuxes  and  to  tiu-  ii.-en.-  taxes  (nn,,r>t>,  de.  ,xi/..M 
on  WTUpations.  In  th.-  ease  uf  raiiroa.ls,  however  we  st.U 
find"  partial  hue  on  ^ro^s  reeeipts.  The  fiv..  .H-r  cent  ta.  on 
,ross  rm.ipts  from  freight,  whieh  was  .m.H.sed  after  t  -  J  rane  . 
Prussian  war,  proved  to  U-  so  vexat.ous  and  -  "'^  ""^^'^  ,  *! 
industrial  development  that  it  was  abolished  a  few  >  ears  lat(  r 

t  the  old  "tax  on  pul.lie  ...mveyanees"- a  .M-reentaRe  on  the 
are-,  whieh  dates  from  the  last  eentury,  w,us  .-xt ended  m 
1855  to  the  reeeipts  from  passengers  and  from  express    raf  c 
n  Praetiee,  this  "  public  conveyanee"  or  transjK.rtatu.n  tax 
"not "direet  tax  on  the  eor,x,rations.  hut  an  m<hre..t  tax  on 
passengers  ami  on  ,-onsignors  of  .-xpress  pa.-kages;  for  the    ax 
is  added  to  the  price  of  the  ti<-ket  or  n-ee.pt  and  is  paul  l.v  the 
imlividual.    Thi  cmly  direct  tax  is  thus  hud  .m  net  earnu.gs. 
or^rations  also  pay  the  imlired  taxes    hk.>  the  stamp  tax 
iSde  tunhn)  and  the-  transfer  tax  (<hmt  detrau.vu.swn) 
on  shares  and  hon.ls;  hut,  sin.pl.v  to  fac.htate  the  a.lmm  stra- 
Se  proc.Hlur,>.  th.y  n.ay  an.l  generally  do  comn.ute  for    hese 
y  paying  an  annual  tax  of  one-twenti.>th  and  onc^hfth  of  ..ne 
per'cent  respectively  on  the  amount   of  the.r  -P'tal  s  ock. 
^  In  Italy  corporati..ns  are  taxed  on  ,he.r  mcome  or  m-t  earn- 
ings by  the  impoMa  sui  mldUi  ddla   ncchczza   ,>M^         h.s 
••'venue  of  ^rsonal  pro,M>rty,"  as  it  ,s  ^f^^'^^^^^^^    « 
eonsist.so  far  as  ..orporations  are  con.-erned  u»     ''''    fer    t    r 
.hvidends  paid.-^     To  make  the  term  dwidcnds  still  (harr 
the  law  provid.'s  that  "in  th.-  estimate  of  income  are  ..u-1u<1.h1 
all  sums!  un.l.r  whatsoever  titl.-,  distribute*!  among  the  share- 
holders or  a<lde.l  to  .apital,  surplus  or  sinking  fund  or  others .>e 
used  in  .•ancelli.ut  .lebts."  '    The  Italian  system  is  thus  as  com- 
prehensive as  tlu-  Knglish. 

''""'^£!":!::2:.u\'l   n.i.li,i   .H    ri,.chez..   .nohil..   ...s...n.;   n-ll. 

.,.,.,^'"':  ;,i  ,n,..n..., ..  ..ivi.i li  ,««a.i     •  -Miv  ••«;™;- ;-;'"" " 

..,:.li    in,lustn:.li.-.l.a.s.s.,.uruzi..n.'.       I-aw  of  AuKUsI  -'•  '^"  •  •"^'  .•,•■„,„ 

,.r,.s,.;i  !.■  so.,..tu  ,l.,ss,.un./.i.,n..  inutua  .«!  a  ,.n.|n...  t.H.s..  s:.rM>.m.  .•..>,.- 

,„.  i„,ii.'in,a,n..nt,.  n.n-    !<■  s.unn,..  riparti...  -'''', 'f'flo'l.riMTV' 

.,„m..r,'        n..,u,:  .>.!  :.l.rin..n,..  nnpU-Kat..  anrh..  in  '-''"=''"%;  '';.  X!.,, 
/,,„/      .„t      •,(•    '  '     H.   (j<-"<'ral.  <.r.in/...  (iuaria,   l.  .mim.-^tn  .nHa     «"■'-- 
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In  Oprmany  the  taxation  o)  rorporations  varifs  widely  in 
the  different  common wealthn.'     A  few  of  the  smaHer  states  tax 
corporations  for  stat.-  puriKis.  m  only  on  their  realty  and  on  their 
occupation  ((innrtHsUu^r),  and  not  on  their  income  or  net 
profits,  l)ecauH«'  th.^  share! loidors  are  imhviduully  taxnl  on  their 
income  from  the  corporati(jns.   This  point  will  he  discussed  in  de- 
tail in  the  f(»l!owing  chai)ter.    In  most  of  the  states,  however,  cor- 
porations  are  now  taxed  on  tlx'ir  income.    In  a  few  cases,  indeinl, 
they  are  also  subject  t<.  the  supplementary  and  very-  sliRht  prop^ 
erty  taxes  that  have  Ih-ch  imiM)sed  in  the  last  few  years.    The 
l(M-al  taxes  vary  ex(  <>»  iiingly  throughout  the  empire. '  Rut  when- 
ever coriK)rations  art  taxed  at  ,ill  on  receipts,  it  is  on  net  incom«-. 
Corporations  were  form«-rly  exempt  from  th(>  local  income  tax 
hut  they  are  now  usually  subject  to  it  wherev<T  it  exists.-    In 
only  one  in.stanee  are  coriM)rations  taxed  on  their  capital  stock- 
in  the  case  of  mutual   insurance  companies.   whoi<e  .scM-alled 
dividends  merely  return  in  part  the  premiums  paid  by  policy 
holders.    On  account  of  th.'  difhculty  of  a.scertaining  the  exact 
profits,  Baden  has  therefore  levied  the  income  tax  on  an  assumed 
amount  of  net  profits,  fi.xed  at  five  per  cent  of  the  capita!  stock.' 
\  detailed  statement  of  the  Ci-rman  situation  is  unnecessary, 
iK'cause,  according  to  the  confession  of  the  (ierman  exfterts 
themselves,  Cermany  is  still  backward  in  its  system  of  corporate 
taxation,  in  that  if  dcK-s  not  yet  reco>{ni/e  the  necessity  of  special 
corjwration  ta.xes  and  still  elinps  in  Rreaf  measure  to  the  principle 
of  "equal  taxation"  with  individuals,  which  the  scienti.sfs  con- 
cede to  1h>  a  mi.stake.' 

In  .Au.stria,  on  the  other  hand,  idl  corporations  .ire  subject  to  a 
special  tax  of  ten  jier  cent  im  net  i)rofits  (including  interest  on 

/'"/'",  i  ,  p.  ;i4.");  ami  tlio  various  aiitlii.rjlics  iiici)iioni'<l  in  .S-liKinan    The 
hin>„i,  Taj,  liMO,  p.  SAU. 

I'"r  full  (IrlaiLs  ;i.s  to  .•()riM>r.i(c  taxation  in  ..a.-li  of  tlir  C.Tnian  staHs  in 
isss  ,s.^-  Anloni,  "Di,.  .S|,.,„.rsul>j.>(io  in  Zusaininrnlialtr  mil  ,lrr  Dnrrh- 
I'liriiiiK  ,i,T  \liK..rni'inlirit  d.-r  M.sic  ii.nitij:  narh  den  in  Driilschlancl 
L"ll.'nilcn  Sniats.stciKTKcwti.cti."  in  h'iiiiii,z-.\rchii\  v.  (1,S.SN),  pp.  ;{Sl.'-4(t!l, 
.~l«ii:illy  17.">  ./  .-iiq.  For  the  ilctails  hrounlit  down  to  ilalc  sec  I..  Mliini. 
/>/■  ~liK,rliclu  Aumiilzuiig  <Ur  Akiinnii.itllsrhtiJI,,,  i„  Ih  i,t>.  Il.inil  .•<iiitt- 
i;a|!.  1(111. 

-<.f-   .Meier,   "IVlxr  die   FniKO  il<r  Con malhcstciicnim;"     iti   Zrhn 
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•'''"I     miii    Hirirhlr    iiIkt    ilii-    fni/miiUKil.-fi  'i,  rfnn/, ,    r,    „jl.  titluhl    mm 
'■"  fur  S(H'i,illM^i/H).  p.  \m. 

I'wald.  ■   Dicdiirkt,  nSiiiicni  in  Kadcn,"  in  /■',-„ 

>'  ■  the  r\[ilan,ition  of  th<    '  Hu.  k^tiiri.iijjkcii  "  of  >h. 
■'■<<■  "I'    •'  |).  i:«». 


Arrhii ,  iii  .  p.  MIT. 
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iKmdHJ.but  with  two  intm'xtinK  variiitions:  firnt  that  if  (lividondH 
xm'      10%.  tl,.  rate  is  higher;  an.l  ...  und,  that  if  there  arc  no 

profits  at  all  tho  tax  must  »h.  at  U-ast  o.u-  p<-r  m.ll  of  the  Htoek  and 
K,nd8  >     The  net  reeeipt.  tax  .nay  thu«  he  .leclanxl  appheable  m 

th,H>ry  to  all  eor,K.r«tions.    S<.n.e  iMK-uliar  limitations  ar.se.  . 

is  t^ue,  from  the  .lashing  of  commonwealth  laws,  but  these  w.ll 

1h'  discussed  in  the  next  chapter. 

IV'.  The  Legal  Situali'in 
Our  conclusion  that  the  taxation  -f  receipts  is  without  doubt 
the  iK-st  system  brings  us  face-  to  face  with  the  facts  of  American 
co„.stitutional  law.  Is  a  tax  on  nreipts  ..nconst.tutional?  Is 
it  in  conflict  with  the  cmstitutional  inhibition  of  state  interter- 
..nce  with  interstate,  .-ommerce?  This  is  an  im,K,rtant  question. 
U,.t  us,  then,  consider  the  legal  as  well  as  the  economic  aspects 

of  the  prut)U'm.-  ,  .  .       , 

The  earli.st  im|H)rtant  ca.se  involving  this  question  construed 
the  Penn.svlva.iia  law  which  imiKisitl  a  tax  on  each  ton  of  mer- 
chandise carri.-d.  ..nd  an  addition.-d  tax  of  a  certain  percentage .... 
th.-  gross  receipts  of  railroa.l  companies.  The  tonnag.^  tax  was 
,l,.clanHl  unc.nstitutional.'^  The  sam.-  principle  wius  later  iipph.Ml 
to  a  tax  of  one  c.^i.t  f..r  every  m..s,sag..  sent  by  a  teh^graph  com- 
„anv  This  als..,  was  h.Ui  to  1m-  voi.l  as  a  tax  on  interstate  com- 
merce.-' On  the  other  han.l,  a  state  tax  on  the  gross  rece.pt.  ot  a 
,l.,mestic  railroa.l  c.mpany  was  uphel.l  chi.-fly  on  the  groun.l  t  hat 
the  tax  was  lai.l  uin.n  a  fund  whi.-h  l.a.l  alrea.ly  become  pn.p- 
ertv  The  gross  re.ripts  were  sai.l  to  be  the  fru.ts  of  transp..r- 
tati.)..  after  thev  ha.l  become  ...t.-rmingle.!  with  the  "th'T  prop- 
erty of  the  carri.Ts.'    The  court,  however,  also  contemie.i  that 

.  St.-ini.«T.  IH,jnng.U-n  R,fon,wn  ,Ut  v,ranlagl,„  Sleu.rn  hMrrnrh 

H;V.!.f..n  >„()..s...rr.-i<-l.,"  in  Conr=ulV  J«AWmr/..r,  .Int..-  I-olg.-,  vol.  xxmm. 

' ' ■•  SI;  in  iI^mI'lT..f.-ss..r  (;.«.ln.>Ws  articles  on  ;'Taxu.ion  of  l^ulway 

S,.,.'  r.x:ltK,n  of  h.t..rs,a...  Conun.-r...-,"  in  PMcanons  of  h,:  t^nn,  . 
Fnmonnr  .Us,H-U,l,„n,  vol.  V.  (I'K.t,.  p.  LVi  <l  "<'/•  f/'/'l^'  '.'•.  J-  ^^^"'■ 
port,  ••'l-lH.  Stat-  Taxation  of  Int.rs.a..-  C-ornnx-nr,"  in  I'ohUcal  Scunc, 
Q;nrl,rhi.  vols.  xxv.  and  xwi.     (1<"M -lf>12) 

1  St.atc  Kmilht  Tax  Ca-s-'s.  lo  \V:.ll.  2.TJ  (lS/2). 

'  T.'l.'itraph  ("^..  '■•<.  Trxa.-,  lO.'!  V.  S.  4(10  USSl ). 

.  .-i,:.,.  T.'.x  on  ltallw,.v  ( Iross  H.-r-ipts.  15  Wall.  -JSt  ( 1H7'J1.  1  h.s  «:..  .. 
.,„i,alion  of  .I..-  .a-s..  of  Bro«n  v..  Marylan.l,  whi.-h  hold  that  article-.  loM 
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this  was  a  tax  on  the-  franchiw.,  measuml  by  the  amount  of  the 
businesH  transac-twl,  st)  that  it  wa>  not  clearly  .Iccidcd  what 
wmj  taxed,  the  franchis,-  or  the  prop^-rty.'  Lat.-r  the  Supreme 
Court  hmited  this  general  principle  and  deci<led  that  when  the 
gross  receipts,  even  of  a  d<.mestie  corporation  were  derivifl 
entirely  from  interstaie  or  foreign  commerce,  they  could  not  be 
taxed.* 

In  the  case  of  foreign  companies,  the  rule  .emetl  at  one  time 
to  be  more  strict;  for  a  tax  on  the  gross  receipts  of  a  foreign 
corporation,  even  if  derived  only  in  part  from  interstate  com- 
meree,  was  declared  void  to  th.-  extent  that  the  receipts  w.-re 
derived  from  such  interstate  comnnTce/^  A  tax  on  the  gross 
receipts  from  business  done  wholly  within  the  state  was  how- 
ever, upheld.^ 

This  distinction  between  foreign  and  domestic  companies 
seemed  to  be  maintained  in  a  later  leading  case.  The  Maine 
tax  on  gross  receipts  was  upheld  as  being  a  tax  not  on  receipts 
hut  on  the  privilege  of  exercising  the  corporate  franchise  the 
resort  to  receipts  being  made  simi)ly  to  ascertain  the  value  of  the 
luisiness.  But  although  this  action  was  brought  nominally 
against  a  foreign  corporation,  th.>  facts  show  that  the  tax  was 
due  from  a  domestic  cor|)oration  leased  by  this  foreign  coroora- 
tion.' 

The  rea.son  for  the  distinction  between  domestic  and  foreign 
corporations,  if  there  was  such  a  distinction,  in  the  view  of  the 
court,  se<>ms  to  In-  that  in  the  case  of  a  domestic  corporation  the 
their  character  of  im,H,rt.s  after  they  hiul  left  the  oriRinal  package  or  the 
hands  of  the  onRinal  imi«.rter,  and  hiwi  then  become  a  [mrl  of  the  Kcneral 
proiMTty  of  the  state.  Hut  s(m.  the  «.,•<«(!  note  following.  See  also  Balti- 
n.orean,l  Ohio  K.  H.  Co. ,.,.  Marylan.i,  21  Wall.  4.';«  (1H74),  which  held  ,h  , 
a  charter  stipt.lation  that  a  railway  .should  [,ay  a  j.art  of  its  earnings  to  the 
ftatp  ua  a  bonus,  wits  not  a  tax,  and  wa.s  perfectly  valid 

'  In  Fargo  ,...  Michigan,  121  U.  S.  210,  the  court  emphasizes  this  .ide  of 
he  Hallway  Gro,s.s  Rece.pt.s  Ta.x  decision.     For  a  n-cent  c-.isv,  see  People  ex 
ril.  \l.  U.  C  o.  ts.  Campbell,  74  Hun,  210. 

'  Philiulelphia  S.  S.  Co.  vs.  Penn.sylvania,  122  U.  S.  ;J2fi  (1886)  In  this 
ca.^c  the  court  showe,!  that  the  ca.se  „f  Brown  vs.  .Maryland  Wixs  reallv  no 
authority  or  the  decsion  in  th,-  ..use  of  the  State  Tax  on  Railway  Gro,s8 
l{ic(ipts,  decided  fifteen  years  before. 

'  Fargo  vs.  Michigan.  121  V.  S.  2;«)  (18.80) ;  Wcstom  Union  Telegraph  Co. 
I  l.i  I    S '!J?7  (S)    ^''^'"™»'  1^2  U.  S.  472  (1.889).    Cf.  Coe  vs.  Krrol, 

'Katterman  is.  Western  Union  Telegraph  Co.,   127  U   !S    411   (18.88) 
Maine  r.v.  Grand  Trunk  R.  R.  C^..,  1 12  U.  S.  217  (1891).    The  real  party 
to  tlie  case  was  the  Atlantic  and  8t.  Lawrence  R.  R.  Co. 
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thing  taxed  is  the  franchise,  which  may  be  measur(>(l  at  the 
discretion  of  the  leRislature  (except  that  wJien  all  receipts  are 
from  interstate  commerce   the  u;\  is  invalid);  while  m   the 
ca-se  of  a  foreign  corporation  the  franchise  cannot  be  taxed,  but 
only  the  business.    Since  the  thing  taxed  in  the  latter  case 
is  the  business,  the  constitutional  provision  is  violated  whenever 
that  business  is  so  extended  as  to  include  interstat(>  commerce.' 
The  same  distinction  which  is  observable  in  the  dross  Re- 
ceipts Tax  cases  has  been  maintained  in  others.    Thus  a  license 
tax  on  foreign  companies  doing  an  interstate  business  is  held 
invalid  because  it  is  a  tax  on  the  privilege  of  doing  interstate 
commerce;  -  but  a  license  on  a  domestic  corporation  for  boats 
used  in  interstate  conunerc(>  is  valid.''    So,  too.  a  privilege  tax 
upon  every  .sleeping  car  belonging  to  a  foreign  corporation  has 
been  declared  unconstitutional   as  a  regulation  of  interstate 
commerce;^  but  when  the  sleeping  cars  are  run  wholly  within 
the  state  over  the  line  of  a  domestic  corporation,  the  tax  is  valul. ' 
Again,  a  tax  proportioned  to  capital  stock  and  dividends  is  valid 
as  to  domestic  corporatit)ns  even  though  they  be  engaged  in 
interstate  commerce ;« but  if  the  business  of  a  foreign  corporation 
is  interstate  commerce  exclusively,  the  tax  on  capital  stock  is 
void.'    On  the  other  hand,  even  though  the  tax  be  imposed  on  a 

1  Cf.  Horn  Silver  Mininu  C).  c.s.  N.w  York,  14.S  U.  S.  'Mr,. 

2  United  States  Kxpress  Co.  vs.  MU  .i,  TO  Fed.  Rep.  712;  Leloup  is.  Port 
of  Mobile  127  f.  S.  040;  Kruteher  vs.  Kentueivy,  141  V.  S.  47. 

'  Wiggins  Ferry  Co.  '«■  Ka.-it  St.  Louis,  107  U.  S.  :«'..-,  ( 1XH2).  Cf.  Osborn 
v.i.  Mobile,  Iti  Wall.  470  ( 1S72),  where  a  li.Tii.se  fe.-  \va.s  iinpose<l  on  an  agent 
of  an  e.xpress  eompanv  <loing  business  in  Mobile. 

« I'ickard  r.s.  Pullinai.  .-iouthern  Car  Co.,  117  U.  S.  34  (1886).  It  wa.s  di.s- 
tinctly  held  that  the  ears  in  question  had  no  Mtus  in  the  state  (Tennessee) 

'"?(i"il"^n  Omntv  v.i.  Pullman  Southern  Car  Co.,  42  Fed.  Hep.  .'•.12  (lS«M)v 
Whether  the  eounties  may  levy  such  a  tax  depends  entirely  uinm  the  author- 
ization whieh  must  be  express,  given  them  by  the  .state  law. 

«  People  vs.  Wenii.le.  117  N.  Y.  i;{t>  (1HS9). 

•People  ex  rd.  Pemisvlvania  K.  H.  Co.  vs.  Wemple.  i:{S  N.  ^.  (lS,l:i). 
Thi.s  WiW  the  ea.se  of  a  railroad  eorporation  whose  line  terminated  wilh.Mii 
the  .state,  but  wliieli  had  t<Tminal  facilities  within  the  stale  for  the  d.hvcry 
of  pa.ssengers  and  freight,  the  sale  of  tickets  and  the  collection  of  dues  A 
somewhat  .similar  eiuse  Wius  that  of  (lloucesKT  Ferry  Co.  vs.  P.tinsylvaiiiM. 
1 14  U.  S.  100  (18S.')).  Here  the  .state  attempted  to  impow  a  tax  on  the  capi- 
tal stock  of  a  New  .Jersey  company  having  no  proi)erty  in  Peiinsylvaiii.i 
exc.'pt  ti  wharf  in  Philadelphia.  This  tax  was  held  void,  as  an  interfereiicr 
with  interstate  commerce.  Another  similar  ca.se  wa.s  that  of  Norfolk  aii.l 
Western  H.  U.  Co.  vs.  Pennsylv.ania,  i;?0  V  S.  114  (ISOOi.  The  railu.^ 
had  n..  line  in  the  st.ur,  hut  hu.i  an  uflitv  thor-.  :ind  triffic  contracts  which 
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foreign  (•c,r„orati(,n,  if  it  i«  assessed  not  on  the  business  itself 
mt  on  the  ..ap.t.-.l  stuei<  or  propert,^  according  to  nnleage,  and 

1)0  upSr     "'"'""'■  ''  "■'"'"^'  "'""*^'  '"  '^''  ''^'^^  -i" 

fnrlJln  '"""'i  V"'"'^"'*''  "'""''^  ^^  distinguish  in  part  between 
ore  gn  and  ,  omest.e  companies.     Yet  in  tbe  Maine  case,  the 
."ndeney  of  the  court,  although  it  was  expressed  only  in  a  <iic- 
tum  seemed  to  be  opposed  to  this  distinction;  and  the  reasoning 
of  the  court  would  tend  to  uphold  a  gross  receipts  tax,  whether 
imposed  on  domestic  or  on  foreign  corporations,  provided  anv 
of  the  receipts  be  earned  within  the  state.^    This  legal  reason- 
ing was  also  economically  sound,  for  from  the  economic  point 
of  view  the  distinction  b,.tween  domestic  and  foreign  corpora- 
ions  IS  entirely  indefensible.     Strictly  carried  out,  it  would 
render  substantial  justice  in  taxation  almost  imi)ossil)le     If  a 
foreign  corporation  cannot  be  taxed  where  its  earnings  are  re- 
ceived, because  it  is  a  foreign  corporation;  and  if  it  cannot 
be  taxed  by  the  state  of  its  domicile,  because  the  earnings  are 
not  received  thms  it  would  manifestly  evade  its  <lue  share 
of  the  burden.    But  if  every  state  could  tax  the  receipts  of  any 
corporation,  .so  far  as  tlu>y  are  actually  earned  ^^^thin  the  state 
no  cor{x.ration  could  escape  under  the  plea  of  its  foreign  origin.' 
and  the  foundations  would  b,>  laid  for  an  equitable  system  based 
on  interstate  agreement.    The  force  of  the  constitutional  provi- 
sion would,  moreov.T,  still  be  sufficiently  strong  to  preve.  t 
made  it  a  part,  of  a  sy.stom  .loing  interstate  business.     A  ta.x  on  oanital 
ooiele       "'"■^°''''""  ""^  '"'•^  '"^'^'"^'  --^  '"'-^'-""'^  wi.hlntoSe 

ace  Car  rn",?'!^^"-  ''•  P™"^>'™'f'-  >41  U.  S.  18  (18!K));  Pullman  Pal- 

ac<,  car  Co.  vx.  A.sse.s.sors,  .,,,  F,h1.  I{ep.  20()  (1893).    Cf.  TcleifraDh  Vu  r, 

.Massachu-setts,  12.5  r.S.  .-.:«)  (iSiM)).  ';•  ""SCrapii  l  o.  m. 

.ilil^''  PrivilcKe  of  exereLsinK  the  franchises  of  a  corporation  within  a 

tate  ,s  p^neral  y  one  of  value,  and  ..ften  of  great  value  and  the  subject  of 

a    es   contention.    Jt  ts  natural,  therefore,  that  the  corporationZu Id  il 

ad  .  to  pay  .some  pn.porfon  of  the  b.tnlens  of  the  K<,vemm..nt      A    tie 

.  ...  tmK  of  the  privdejce  rests  entirely  in  the  discretion  of  the  state   Mn 

.l'Z"iv'"'    '■  "•^^"'^•^•"■''  "^/«'-^'V"  origin,  it  may  be  conferr -d  u    ,n 

eir  ;     "'•.  I«;™"'"?-  -r  "ther^vise,  as  the  .state  in  its  judgment  may 

tZ^:T^"'"''"''V'''''''''''^'^'y-  ■  ■  ■  The  character  of  the 
t.^  or  ,ts  validity  is  not  determined  by  the  mode  .idopted  in  fixing  its 

am.Mi. tforanyspec,hcperio<l  or  the  times  of  its  payment  .  .  .  Th.  ruVo 
^.pportioning  the  charge  to  the  receipts  of  the  I  u.;ine.sH  would  seem  t X 
;;.".nenty  reasonable,  and  likely  ,o  pruluce  the  mo.st  .sat  .-,  A  re  .Its 
;;>.l..o  the  state  and  the  corporation  taxed."    .h.stice  Field,  in  Maine  el 

'  "!'!'\  n.  1\.  vu.,  i  i_'  (  .  .>.  217  ■' ISitl;. 
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against   foreign  commerce  or  foreign 


unjust  discriminations 

business.  ,    ,  ,      .    n. 

More  recent  cases  have  now  definitely  settled  both  the  un- 
tenability  of  the  distinction  between  foreign  and  domestic 
corporations  in  this  matter  and  the  precise  extent  to  which 
gross  receipts  taxation  is  constitutionally  permissible.  In  the 
Wisconsin  case  a  tax  was  sustained  which  made  the  income  of  a 
railroad  company  within  the  state,  although  including  inter- 
state earnings,  the  measure  of  the  value  of  the  property.  The 
court  said: 

"  In  form  the  tax  is  a  tax  on  'the  property  and  business  of  such 
railroad  corporations  operated  within  the  stat.-,'  computed  uiwn  cer- 
tain percentages  of  gross  income.  The  prima  facie  measure  of  the 
plaintiff's  gross  income  is  substantially  that  which  was  approved  m 
Maine  vs.  Grand  Trunk  Railway  Co."  ' 

Shortly  afterwards,  in  the  Texas  case,  a  tax  of  1%  on  the  gross 
receipts  of  a  domestic  company  was  declared  invalid  on  the 
ground  that  the  tax  was  imposed  on  the  receipts  a.s  such.  Jus- 
tice Holmes  attempted  to  distinguish  this  case  from  the  Maine 
case  on  the  grountl  of  a  difference  between  a  tax  on  property 
and  a  tax  on  commerce.- 

"  '  By  whatever  name  the  exaction  may  be  called,  if  it  amounts  to  no 
more  than  the  ordinary  tax  upon  property  or  a  just  equivalent  therefor, 
ascertained  bv  reference  thereto,  it  is  not  open  to  attack  as  mconsistcnt 
with  the  Constitution.'  Telegraph  Cable  Co.  v.  Adams,  1.55  U.  S.  688, 
697.  See  Xcw  York,  Lake  Erie  it  Western  R.  R.  Co.  v.  Pennsijlrama, 
158  U.  S.  431,  438,  439.  The  question  is  whether  ti?is  is  such  a  tax.  It 
appears  suffieientlv,  perhaps  from  what  has  been  said,  that  we  r.rc  to 
look  for  a  practical  rather  than  a  logical  or  philosophical  distinction. 
The  State  must  be  allowed  to  tax  the  property  and  to  tax  it  at  its  ac- 
tual value  as  a  going  concern.  On  the  other  hand,  the  State  cannot 
tax  the  interstate  business.  The  two  necessities  hardly  admit  of  an 
absolute  logical  reconciliation.  Yet  the  distinction  is  not  without 
sense.  When  a  legislature  is  trj-ing  simply  to  value  property,  it  is  less 
likely  to  attempt  to  or  effect  injurious  regulation  than  when  it  is  uini- 
ing  "(lirectlv  at  the  receipts  from  interstate  commerce.  A  practical 
line  can  h.-'drawii  by  taking  the  whole  scheme  of  taxation  into  account. 
That  must  be  done  by  this  court  as  best  it  can." 

»  Wiaronsin  &  Michigan  Railway  Co.  f.s.  Powers,  101  U.  S.  379. 
=  Galveston,  Harrisburgh  &  Sun  .Vntonio  Ry.  C...  vs.  Tcxu«,  210  I  .  b 
217. 
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Tn  the  raoantimp,  this  distinction  hptwcpn  a  tax  on  property 
and  a  tax  on  commerce  wa.s  strengthened  by  a  number  of  cases 
which  up.ield  the  legitimacy  of  a  tax  on  property,  even  if  some 
of  the  property  was  used  in  interstate  commerce.' 

Finally,  however,  in  1912  the  whole  controversy  was  laid  to 
rest,  m  prmciple  at  least,  by  two  cases  decided  on  the  same  day. 
In  the  Oklahoma  case,-  a  gross  receipts  tax  of  '.i%,  levied  in 
addition  to  the  general  property  tax,  was  declared  inr-alid  be- 
cause clearly  a  tax  on  the  ^rross  receipts  as  such,  and  therefore 
on  the  receipts  from  interstate  commerce.  On  the  other  hand 
in  the  Minnesota  case,^  a  tax  of  C%  on  the  gross  receipts  wa.s 
upheld  because  declared  to  be  in  lieu  of  all  taxes  on  the  prop- 
erty of  the  corporation.  The  decision  quotes  a  dictum  of  Jus- 
tice Peckham  with  approval: 

"When  it  is  said,  as  it  is  in  this  act,  that  the  tax  collected  bv  this 
method  shall  be  in  li-u  of  all  other  taxes  whatever,  it  would  seem  that 
It  might  be  claimed  with  great  plausibility  that  a  tax  levied  under  su(  i. 
circumstances  and  l)y  such  methods  was  not  in  realitv  a  tax  upon  the 
gross  earnings,  but  was  a  tax  upon  the  lands  and  other  protjcrty  of 
the  company,  and  that  the  method  adopted  of  arriving  at  the  sum  which 
the  company  should  pay  as  taxes  uiJon  its  property  was  by  taking  a 
{XTcentage  of  its  gross  earnings."  < 

The  court  furthermore  held  that  the  Minnesota  tax  came 

'  The  case  of  Western  Union  Telegraph  Co.  vs.  M,is,s.,  125  V  S  .WO 
(1SS7),  which  upheld  a  tax  on  that  proportion  of  the  capital  stock OV  a 
<'orporation  that  the  state  mileiige  bore  to  the  entire  niilcaKC,  wjis  apnli^d 
to  A  railroad  in  C.  C,  C.  &  8t.  Ix)uis  Ry.  Co.  r,s.  Backus,  1.54  U  .S  4;59- 
and  to  an  express  company  in  the  Express  Cases,  Itio  V  S  194  (ISOd)' 
Ihrse  ca.ses  upheld  the  legality  of  the  so-called  unit  rule,     .\gain  while  a 

■<•on.sc  tax  on  each  Pullman  car  was  declared  invalid  as  an  interfercn.'c  with 
the  pnvilege  of  engaging  in  interstate  commerce  in  Pickard  vs.  Pullman 
Southern  Car  Co.,  117  U.  S.  34,  a  tax  on  the  capital  stock  of  a  sinnlar 
company  in  proportion  to  the  mileage  of  the  cars  run  in  th.>  state  as  com- 
pared to  the  total  mileage  w;us  upheld  in  P.  C.  C.  Co.  i>-.  Pa  141  V  S  IS- 
and  a  tax  levuvl  by  Tennessee  ufmn  "  each  sloping  oardoing  business  within' 

i<"  state  for  purely  intra-state  business  was  upheld  on  the  ground  that 
\     S  T-T ."°  '"ompulsi.  1  to  do  this  business.     Allen  vs.  Pullman  Co     101 

.u'  I'^i^'J^^).  On  the  other  hand,  the  Kansas  tax  of  ",„  of  H  '  on  the 
authorized  capital  stock  of  a  similar  company  was  d.rlarcd  inadmissible 
Z  ?,n,"Ix       °"  interstate  commerce.    Pullman  Co.  )>•.  Kansas,  210  V.  S. 

^  -Meyer,  Auditor,  vs.  Wells,  p'ardo  <t  Co..  22:{  V.  S.  298. 
'  I'.  S.  Express  Co.  vs.  .Minnesota,  22.5  I".  .S.  ;i35. 
*  MeHenry  ••.•;.  A!f-.:rd,  KIH  U,  .'*.  051. 
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within  the  principlo  laitl  down  in  the  Postal  Telegraph  case ' 
cited  on  the  preceding  page,  and  eonchided: 

"Ujwn  tlie  whole  wo  think  the  statute-  falls  within  that  class  where 
there  huH  been  an  exercise  in  ^ood  faith  of  a  legitimate  taxing  iwwer, 
the  measure  of  which  taxjition  is  in  part  the  i)rocecds  of  'i>t<-"rstate 
coniinerce,  which  could  not,  in  itself,  he  taxed,  and  docs  not  fall  with 
that  class  of  statutes  uniformly  condemned  in  this  court,  whicli  show 
a  manifest  attcin|)l  to  burden  the  conduct  of  interstate  commerce. 

Under  this  tlecision  the  constitutionality  of  any  kincl  of  earn- 
ings tax— gross  (jr  net— is  henceforth  indisputal)le,  provided  only 
that  the  earnings  tax  takes  the  place  of  the  property  tax  and  be 
not  levied  as  an  aildendum  to  it.  We  may  indeed  criticize  from 
an  economic  point  of  view  a  decision  which  declares  a  tax  on 
earnings  to  be  a  tax  on  property  or  equivalent  to  it.  But  we 
must  none  the  less  applaud  the  ingenious  way  m  which  the 
Supreme  Court  has  extricated  itself  from  a  difficult  position. 
It  must  be  remembered  that  the  Supreme  Court  was  dealing 
with  a  situation  wliere  the  ordinary  tax— on  individuals  and 
corporations  aliki— was  the  general  property  tax;  and  the  prob- 
lem presentetl  was  if  jiossible  to  uphold  a  state  earnings  tax  in 
tc>rms  of  a  propertv  tax  "or  its  eciuivalent."  Tins  problem 
the  court  has  successfully  solved,  and  the  way  is  thus  open  for 
the  development  of  a  proper  system  of  eoriwrate  taxation  un- 
trammelled, in  one  imiwrtant  respect  at  lea.st,  by  the  fancied 
limitations  of  a  federal  constitution. 

A  tax  on  corporate  earnings,  according  to  a  law  properly 
drawn,  is  therefore  not  only  economically  correct  but  legally 
unassailable. 

The  only  question  that  still  remains  is  whether,  under  tliese 
decisions  a  local  tax  on  the  real  proix-rty  f)f  corporations  will 
be  permissible  contemi)oraneously  with  a  state  tax  on  earnings. 
It  is  to  be  hoped— and  may  we  add  to  be  expected— that 
when  this  question  is  presented  the  court  will  take  the  view 
that  a  local  tax  on  real  otate  is  in  m)  way  to  be  confounded, 
(jr  to  be  regarded  as  inconsistent,  with  a  state  tax  on  (>arnings. 
When  once  this  question  is  decided  correctly,  the  progress  ot 
corporate  tax  reform  will  be  a-ssunnl. 

This,  therefore,  is  our  general  conclusion;  but  it  does  not  yet 
exhaust  the  problem  of  corporate  taxation.    We  are,  in  tact. 
only  on  the  fringe  of  the  difficulties.    Let  us  proceed  in  the  next 
chapter  to  study  some  of  the  more  complicated  (luestions. 
'  Postal  I  clcuraph  Co.  '■-.■.  Aiiains,  I.Vj  U.  S.  697. 
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CHAPTER  VIII 

THE  TAXATION  t)K  CORPOHATIONS 
III 
COMPLICATIONS  AND  CONCLUSIONS 

Thk  discussion. of  the  taxation  of  corporations  would  bv 
inconiplete  without  an  examination  of  the  various  phases  of 
double  t^ixation.  This  is  the  more  necessary  for  tL  reason 
that  no  attempt  at  a  thorough  analysis  has  c-ver  yet  been  ma.ie. 
Yet  the  problems  that  hinge  upon  this  particular  question  an- 
so  especially  important  in  the  United  States  as  to  demand  the 
most  serious  attention. 

In  a  former  chapter  •  we  have  already  discussed  some  of 
he  genera    aspects  of  double  taxation.     Let  us  now  attempt 
to  develop  the  principles  in  the  light  of  actual  practice. 

1  here  are  m  reality  no  less  than  five  different  forms  of  double 
taxation  m  the  case  of  corporations:— 

1.  Double  taxation  of  prop,.rty  and  of  debts,  or  of  income 
ami  of  interest  on  debts. 

2.  Double  taxation  of  property  and  of  income. 
■i.  Double  taxation  of  propertv  and  of  stock. 

4.  Double   taxation   arising   from   conflicts  of  jurisdiction. 
.)   Double  taxation  of  the  corporation  and  of  the  holders 
of  stock  or  bonds. 

I.  Taxation  of  Property  and  of  Debts 
This  first  cas,.  nee.l  not  fletain  us  long.      The  onlv  illustra- 
..ns  m  the  I  nited  States  ar.«  found  under  the  (.vneral  propertv 

Ion  ''tj"     \Z  '''"■•■"■'''•'  '^^  *'"'  '"'■•^''^  "'■  ""-Poration  taxa- 
'on     In  many  of  the  stat.-s  corporate  debts  must  be  considered 

Uf,'"^ "1  ""'  '■''""  "^  ''"'  '"^'f'^'''  ■^^•>'''^-    J"  ^^^^w  York,  as 
regards  local  taxation,   the  indebt.Mlness  must   be  taken  into 
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account  in  assessinR  the  capital  stock;  but  after  the  valuation 
luus  been  fixed,  the  amount  of  the  indebtednc-ss  cannot  Ik-  d<;- 
ducted  '  If  the  capita,  stock  is  of  no  value  because  the  indebted- 
ness exceeds  the  assets,  it  should  not  be  assessed.''  In  the  case 
of  foreign  corporations,  however,  which  are  taxable  on  ttie 
amounts  investtnl  in  the  state,  it  has  been  held  that  the  law  does 
not  c»)ntemplate  the  deduction  of  debts.' 

We  have  already  iwinted  out  that  there  is  really  no  mjustice 
in  not  exempting  cori^rate  indebte<lness.^  The  mortgage  boiuls 
„f  a  corporation  are  really  a  part  of  the  workmg  capital.  (  or- 
rect  policy  demands  the  taxation  of  corporate  bonds  as  well  as 
,.f  stock,  of  loans  as  well  as  of  share  capital.  To  tax  corporate 
debts  may,  indeed,  be  called  double  taxation  in  so  far  as  the 
tiux  on  both  stock  and  debt  is  paitl  oui  of  the  same  income;  but 
if  so  it  is  double  taxation  of  a  perfectly  legitimate  kind.  It  is 
here  that  the  principles  of  individual  and  corporate  taxation 

diverge.  .,      .      ,. 

Some  of  the  American  commonwealths,  as  California,  I  on- 
necticut,  Maryland  and  Pennsylvania,  recognize  this  distinction 
between  the  taxation  of  indivitluals  and  that  of  corporations, 
by  permitting  the  deiluction  of  indebtedness  from  the  property 
of  individuals  but  refusing  a  like  deduction  in  the  case  of  corix)- 
rate  property.  In  California,  the  courts  held  cUstinctly  that 
what  would  be  double  taxation  in  the  ca.se  of  individuals  is 
permissible  in  the  case  of  corporations."  Some  of  the  bwiss 
cantons,  like  St.  Gall,  Zurich  and  Ticino,  obseive  the  same 

ilistinction.^  x      r  * 

Perhaps  more  interesting  and  probably  of  greater  future 
imiwrtance  in  the  United  States  is  the  other  phase  of  this  ques- 
tion of  the  taxation  of  indebtedness— double  taxation  of  income 
and  of  interest  on  debt.  While  the  true  theory  of  income  taxa- 
tion in  the  case  of  individuals  demands  the  deduction  of  interest 
on  debts,  it  has  already  been  shown  that  in  the  case  of  ct)rp()ra- 
tions  the  interest  paid  on  mortgage  bonds  must  be  includc'd  m 
the  taxable  income.  Taxation  of  interest  on  corporate  debt  is 
not  double  taxation,  because  the  coupons,  like  the  dividends, 

t  1  Thomp.  and  C.  635;  100  N.  Y.  597;  112  N.  Y.  565. 

2  People  vs.  Commissioners,  31  Hiin,  32  (Ist  Department). 

3  People  V.S.  Barker,  141  N.  Y.  118. 

*('/.  supra,  p.  KXJ.  ,„  r.  i  o= 

'  Central  Paeitic  U.  R.  Co.  vs.  Board  of  Equalization,  W  Cal.  .55. 
'■  Schanz,  Uu:  Shiuim  lirr  Schuxu,  li.,  p.  33S;  ii.,  p.  135;  i\ .,  p.  281. 
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an-  integral  parts  of  tlu-  income;  l.e,-a.i.se  l.ofh  bonds  anci  stock 
tog<'th('r  form  what  is  really  tlie  working  capital  from  which  th,- 
mmn,.  .s, I,. rue, I.  This  ,,uestion  has  alrea.ly  l.,rn  .liseussed; 
but  tJie  difference  m  economi.-  significance  hetwe.n  most  cor- 
{K)rate  bonds  and  ordinary  individual  debts  Inu^t  be  continually 
borne  m  mmd.  •' 

II.  Taxation  of  Income  and  of  Property 
This  second  form  of  double  taxation,  like  the  first,  involves 
no  very  conipheated  (luestion;  nor  does  the  solution  present 
many  difficulties.  Is  it  permissible-  to  tax  a  .-oriw-ation  both 
on  Its  property  and  on  its  net  recc-ipts  or  income?  If  corpora- 
tions are  put  uj)on  the  same-  plane  as  individuals,  the  simulta- 
neous taxation  of  the  i)rop(-rty  an<l  of  the  income  from  the  pron- 
ert3'  works  no  injustic,-.  As  w.-  have  se.-n  abov,-,'  if  all  an- 
r.-ated  alike  and  if  the  tax  is  uniform,  there  is  really  no  cause 
for  complaint. 

So  far  as  corporations  are  concerned,  this  was  until  recently 
not  a  matter  of  practical  importance.  The  only  case  in  which 
this  special  (,uestion  formerly  arose  was  un.ler  the  laws  of 
Alabama,  now  repealed,  which  provided  for  the  taxation  not 
only  of  corporate  pro,,erty  but  also  of  the  corporate  income 
.luring  the  preceding  year.^  Such  taxation  was  upheld  on  the 
ground  that  it  was  only  apparently  double  taxation.^  What 
the  court  meant  was,  of  course,  not  that  it  was  not  double  tax- 
ation, but  that  It  was  not  invalid  or  economically  unsound  taxa- 

"'i'V^'"'''"  ""•'  ^"  ^rporations.  Now,  however,  under  the 
new  (1911)  mcome  tax  of  Wisconsin  which  is  deemed  to  take  the 
J)lace  of  the  tax  on  intangible  personalty,  henceforth  exempted 
.orporations  are  still  taxable  on  their  real  estate  ami  tangible 
I  ersona  ty  as  well  as  on  their  income,  but  they  are  permitted  to 
d<-duct  from  their  taxable  income  all  sums  paid  for  taxes  in  any 
part  of  the  country  ujwn  the  source  from  which  the  income  is 
•Jerived.  Moreover,  all  public-service  corporations  (as  well  as 
in-surance  companies)  which  pay  taxes  directly  to  the  state  an 
exemiit  trom  income  tax  altogether. 

'  Sii/m,  p.  100. 
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At  present  in  the  I'nited  Stute«  upurt  from  the  situation  in 
Wisconsin,  no  attempt  is  niiide  to  tax  .simultaneously  lu.tli 
corpomt«  property  and  eorjwrate  income.  The  nearest  ap- 
proach to  the  practice  is  the  sy.stem  in  some  states  like  Mary- 
land, Penn.sylvania  and  New  York  of  taxing  the  capital  stock 
and  also  the  Rro.ss  receipts  of  certain  cor|H)rations.  No  ol)jec- 
tion  has  been  raised  to  these  taxes  on  th.'  score  (tf  double  taxa- 
tion; nor  is  it  hkely  that  sudi  an  objection  will  be  sustaine»l.' 
One  might  lus  well  object  to  a  cimibination  of  direct  and  imhrect 
taxes  as  involving  duplicate  taxation,  on  the  grouncl  that  all 
taxes  are  in  the  la.st  resort  paid  (or  ])resumed  to  be  paid)  o<it  of 
annual  incom*'.  So  again,  in  some  of  the  Southern  and  Western 
states,  as  we  knc"  corjKirations  are  taxed  on  their  business,  by 
license  or  occupation  taxes,  and  again  on  their  receipts,  and  this 
practice  is  upheld  as  perfectly  valid.-  This  second  form  of 
double  taxation  is  entin-ly  proper. 

The  classic  home  of  double  taxation  of  this  sort  is  Switzer- 
land. Baselstadt,  for  in.stance,  taxes  corporations  one  per 
mill  on  the  paid  up  capital,  a  quarter  of  one  per  mill  on  the 
capital  not  yet  paid  up,  and  one  per  cent  on  the  total  net  income 
from  all  sources.'  In  Baselland  corporations  are  taxed  on  their 
general  property  and  again  on  their  total  profits,  with  the  ex- 
ception that  when  any  of  the  profits  consist  of  interest  on  cai)ital 
the  profits  are  not  taxed  if  the  capital  has  already  been  assessed. ' 
Many  of  the  cantons,  however,  .seek  to  avoid  the  simultaneous 
taxation  of  property  and  income  by  an  arrangement  of  tlu| 
following  sort:  While  the  law  provides  for  the  as.sessment  of 
l)oth  property  and  income,  a  deduction  is  nuKJe  in  the  case 
of  the  income  tax  for  so  much  of  the  income  as  is  supposed  to 
represent  the  actual  profits  of  the  capital  already  taxed.  The 
proportion  thus  deducted  is  fixed  in  accordance  with  the  esti- 
mated current  rate  of  interest,  ranging  from  four  per  cent  iii 
Thurgau  and  Grisons  to  five  per  cent  in  Zug,  Schaffhauseii, 
Ticino,  Vaud  and  Zurich.    The  federal  government  deilucts  five 

•  In  I'.  S.  Electric  Power  and  Light  Co.  r.s.  Stale,  70  Mil.  t)3,  a  vitinn.us 
objection  has  now  been  made,  but  the  objection  wu.s  not  sustained  l).v  tin 
'ourt. 

Uy.  95  Mo.  360,  where  the  cour;,  holds  that  it  i.s  not  dupheate  taxa- 
tion. 

'  Law  of  1SK9,  §5  _',  :?,  Schanz,  Die  Slcurrn  iler  Srhuriz,  ii.,  p.  M;  v  . 
p.  .5().  .Ks  to  the  Swiss  condition.s  mentionml  in  this  paragraph,  rf.  tin 
warning,  xiipra.  p.  2t'>l),  note. 

*k5chaiii,  oil.  cif.,  i.,  p.  5o;  v.,  I).  .;•<. 
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IMT  crnt.'    This  |)rin(i|)l<.  has  now  also  I 


income  tax  is  assessed 


In  Prussia,  sinee  IWH  th 
income,  after  (le<hictinK  , 
cent  of  the  paid  up  capital.-'     In  Had 


>een  apfilied  in  C 


<«'rmuny. 
on  corporate 


iim  (•()  lal  to  three  and  a  half 


per 

■    ,     ..       ■■,-.•,       ■  '"  '""'  Wurtemherir  the 

.  eductum  .s  lanite.  to  :j-,  «„,!  ..annot  ex.red  the  amount  of 
.hvulemls  declare,!.'  ]{..rn  and  St.  (iailen  are  the  only  Swiss 
cantons  which  att.inpt  to  draw  a  sharp.T  line  l.v  levyinK  the 
!.ru,M.rty  tax  solely  on  ,h,.  ..oriH.ral..  real  estate,  T.ut  sul.jectinK 
all  the  other  projHTty  to  an  mcome  tax.'  In  St.  ( Iailen  the  real 
estate  ta.x  is  for  local,  the  in.ome  tax  for  .-antonal  ,.urpo.s,.s. 

The  solution  of  the  supposed   difficulty  attempted   l,y  the 
Swiss  an.l   the   C.rman   commonwealths   is,    however,   not   a 
happy  one.      1  he  deduction  from  income  of  the  three  or  five 
per  cent,  a.ssumed  to  r.'present   the  ..amines  of  {.ropc-rty  in- 
volves a  nnsconcer.tion.     It   is  im^H^ssible  to  sav  how  much 
of  the  income  repn-s,.nts  earnings  of  ca,,ital  and  how  much 
n'presents  th..  other  inRn-dients  of  profit.     We  are  l.rought 
face  to  face  with  .•omplic.ate.l  ,,uestions  of  economic  theory- 
vvith    the  distinction   between   inten-st   an.l    profits,   and   the 
s.-parate  ingn.h.nts  of  profits.    A  dis.ussion  of  these  questions 
1  .'^  beyon<i  th..  ,,rovince  of  this  essay.     Hut  it  mav  h<"  confi- 
;l.'ntJy  asserf-d  that  if  a  railway  c.,r,)oration  with  no  bonded 
ndebtednes.s  and  a  .apital  of  on.,  million  .lollars  ,.arns  seventv- 
•  ve  thou.san<    .lollars,  it  is  impossibi,.  to  maintain  that  fifty 
.ou.sand  dollars  r,.pr..s,.nts  the  ..arnings  of  tlu>  property  and 
tho  remaindc.r  t  he  ...rnings  of  th..  manaK,.m..nt.    From  one  point 
of  view  all  su.-h  prohts  are  profits  on  capita  1  or  property.     An  in- 
'lividual  can  indeed  obtain  a  pr(>f,.ssional  incom..  without  any 
;"<pital;  but  in  the  ease  of  a  bu.sin,.ss  with  capital  invested,  it  is 
nnpossiblc  to  say  how  mu..h  of  the  profits  an-  <lue  to  th..  .-apital 
how  mu..h  to  the  ptTsonal  manaK..m..nt.     Without  the  capital 
there  ;yould  b(.  no  profits  at  all.  b.-caus.-  th.-r.-  woul.l  b,.  no  busi- 
Mcss.     Ihen^for..,  in  taxing  profits  we  an-  r..;illv  taxing  property 
.-r  rather  the  proceeds  of  pn.p.-rty.     T.>  s..gregate  a  pJirt  of 
H'se  pro..,.e,is  and  to  say,  as  do  the  Swiss  ..antons,  that  onlv 
ttii^^  particular  jjart  represents  the  income  from  the  property- 
is  an  t>ntir..ly  arbitrary  proceeding. 

'J^rhnnz.op.ril.,  i.,  p. .%. 

=  A'"jA<'»,»»„.s7,  „(,r(7e,'»(7i  voni  24  .hini,  1891,  §  16. 
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Annin,  it  ennnot  Ix*  (■ontcndrd  tliat  even  tliin  four  or  fivj< 
por  cent  of  income  oxcmptiHl  !)>■  tiic  Swiss  laws  n-prcwiits  only 
the  intiTOHt  on  th»>  capital,  and  tliat  the  remainder  of  the 
income  reprewentw  the  earuinRs  of  management.  I'nder  no 
theory  of  economic  profits  can  the  surplus  alKive  current  in- 
terest Im>  entirely  disMociated  from  ca!)ilal.  Kvi'n  grantinR 
that  n  shari>  '>"»'  '''i"  '«'  drawn  hetween  interest,  earninns  ()f 
management  and  profits,  it  still  remains  incorrect  to  confine 
the  proceeds  of  capital  to  interest  alone.  It  is  thus  inadmissible 
to  say  that  in  taxing  income  only  on  the  surplus  above  four  or 
tivi'  per  cent  of  the  taxable  capital  we  avoid  taxing  both  property 
and  income. 

The  Swis.s  system  has  indeed  a  very  decided  significance  m 
connection  with  an  entiri'ly  different  matter,  riz.,  the  (|uestion 
of  fimdcHl  or  unfundtnl  income.  But  as  regards  the  point 
now  under  discussion  it  is  evident  that  the  Swiss  cantons  do 
not  really  succetnl  in  avoiding  double  taxation.  As  we  have 
seen,  however,  it  is  a  form  of  double  taxation  which  is  in  itself 
legitimate  if  applied  equally  to  all  taxpayers. 

Ill,  Taxation  of  Properly  and  of  Stock 
This  third  form  of  dtiplicate  taxation  mast  not  l)c  under- 
stood to  refer  to  the  taxation  of  shares  of  stock  in  the  hands  of 
individuals.  That  is  a  different  problem,  and  falls  under  an- 
other heading,  to  Iw  discussed  below.  The  point  here  to  be 
discussed  is  this:  Is  it  p<>rmissible  to  tax  the  corporation  on 
its  property  and  again  on  its  capital  stock? 

The  answer  is  plain.  Manifestly  not,  if  the  corporate  stock 
can  be  regarded  as  representing  actual  property.  We  have, 
indeed,  seen  that  it  is  a  mistake,  economically,  to  say,  as  do 
some  of  our  courts,  that  the  entire  proi«Tty  of  a  c()ri)or!iti<ni 
is  identical  with  its  capital  stock.  This  |K)int  has  l)een  brought 
out  so  well  in  a  Massachusetts  cas> ,  and  is  so  generally  mis- 
understood, that  it  may  be  wi.se  to  make  a  more  extended  (luota- 
tion  from  the  decision: — 

"Tlie  iiKukct  value  of  the  shares  of  a  corporation  .  .  .  docs  i-dt 
ncces-sarily  iiulicuic  the  actual  value  or  amount  of  property  whuli 
a  coriKiration  may  own.  The  i)rico  for  wliicli  all  tiic  shares  would 
s<"ll  muv  sreatlv  excml  the  aRgrcRate  of  the  coriMjrate  i)ro|)<Tty,  or  it 
may  fall  very  far  siiort  of  it.  riulouhtcdly  tlie  amount  of  proiMiiy 
)i.  ImiRine  to  a  (•on>orati(m  is  om'  of  the  considerations  which  ciilir 
mto  the  market  value  of  its  siiarcs,  but  aueh  iiiuik'  t  value  also  '::  - 
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hriicTO  otirr  ..x^,.ntial  v\vu»'nU.  U  is  not  rimdc  up  koI.'Iv  l.y  th  ■  valui- 
Imn  or  .•Mn.ml..  whi.-l,  may  l,c  ,,,,1  on  tli..  r„r|K,rat.-  pVoiHTtv  l,ut  it 
itU.  incliKlcH  ll...  profits  an.l  nains  whirl,  hav  .itlrnd..!  it^  ..iHrMtiotiv 
thr  pros,MTt  of  Its  fui.ir.-  .M„T,.s>.  t|„-i.alun.  an.l  cxtcnl  of  itscoriMrat.' 
riKhtH  an.i  privil<.K,.s,  an.l  tl,.  ,kill  an.l  ahiliiv  with  whi.^h  its  husin.-s 
IS  n,anaK.-.i.    In  other  w.,n|..  it  is  th,.  .■stin.ate  put  ....  th.-  iK.t-.ntialitv 

<.fa.'or|)oration,onits.:,pa.itvt.,availits<.lfprofital.lv..fth..fran.his,- 
an.l  on  tl...  m.Ml..  ,n  whi.h  it  iim's  its  privil..K..s  a.s  a  ....riH.rat..  l.o.lv' 
which  nuiU-rially  influ..n(;...s  an.l  ..ftcn  wntrols  its  niurki.t  v.ilu..."  '  ' 

VVl.il..  it  is  truo,  th.  n-forc,  that  .-upital  stock  an.l  total  tmin- 
orty  an-  n..t  mt."rchiuiK..al.l..  t.Tms,  it  ...ii.iiot  I.,-  <l-„i,.,i  „„  th.. 
<)th..r  han.l  that  th..  .-ajHtal  stock  r..pn.s..nts  at  all  .-vents  -i 
F)art  of  th.-  pr.)r)..rty,  or  rath..r  that  th..  .'orporat..  prop..rty  is 
on.'  of  th..  ..I..m.-nt,s  that  .•.Hitrilmt..  t..  th.-  valu..  .)f  th.-  .•ai)ifil 
stock.  So  far  a.s  this  is  tru..,  the  sinmltan.ous  taxati.m  .,f 
•orporate  property  an.l  .•or}K)rat..  st.M-k  iiiv.)lv..s,  to  this  ...xt.'nt 
!if  It.ast,  .luphcate  taxation  of  an  unjust  .'haracter. 

rnf.)rtunat<.ly,  there  is  n.)  uniformity  in  th.-  legal  <l..cisions 
on  this  point.  Whi!..  tin-  majority  .>f  the  .■ommonwealths  hol.l 
taxation  of  this  kin.l  to  I...  unjust,  Pennsylvania  luus  pronoun...-.l 
It  valid.    In  a  celebrated  case  th.-  court  used  this  language:— 

"  Double  taxation  lias  never  bcc.n  con.si(l..rcd  unlawful  in  this  state 
I  lu"  real  and  jwrsonal  pn.perty  of  a  c.)rFx)ration  may  Ik;  taxed,  althouith 
Jt  pays  a  tax  on  the  stock  which  purchased  it.  The  jwwer  of  the  leu'^- 
latiire  IS  as  ample  to  tax  twic-  as  t.)  tax  once,  and  it  is  done  daily  a.s 
all  expenence  shows.  Etjuality  of  taxation  is  not  required  by  the 
constitution.    » 

Such  a  decision  may  bo  correct  legally,  but  beyond  all 
doubt  It  IS  un.sound  economically.  Equality  of  taxation  may 
not  be  required  by  the  con.stitution  of  ''.'nnsylvania,  but  it 
i.s  one  of  the  first  laws  in  the  .sci.-nce  of  financ...  Abandon 
equahty,  and  you  throw  the  door  wi.l..  op..n  to  ail  kinds  of 
glaring  abuses.  The  th.'ory  as  f.)rmulat..d  by  the  P.-nnsvlvania 
courts  ninnot  porsibly  b..  uphelil  from  th.-  scientific  standpoint. 

Ihe  Penn.sylvania  courts,  however,  hol.l  that  so  fai  as  the 
capital  stock  of  a  domestic  corporation  n.jjresents  tangible 
property  outside  of  the  state,  it  is  not  taxable^"  Furth..r,  it 
Has  :d.so  been  decided  that  the  real  ..stat.-  of  a  corporation, 

'Commonwealth  r.s.  Hamilton  Manufacturing  C.).,  12  .Allen  303 

«-.,'„n'".""?!'  '''■■'  1^  "•  ^'"-  ''"■  '•-•""•■^ylvania.  m  Fa.  .Stale,  77.  Cf.  Lacka- 
wanna  Irim  C  o.  r.s.  Luz..rm.  County,  42  Pa.  .Stale.  424 
-  lui  I'u.  aiaie,  110;  41  L..gal  IntelliKeneer,  125. 
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being  part  of  its  capital  stock  and  paying  state  taxes,  is  not 
locally  taxable.'  Finally,  in  another  cas"  it  has  been  hehl  tluit 
so  far  as  the  property  of  a  corporation  is  essential  to  the  exercise 
of  its  corporate  franchise,  it  is  included  in  the  capital  stock  and 
is  not  taxab'L\  The  law  will  not  subject  it  to  duplicate  taxation 
by  mere  inference.-  Thus  Pennsylvania  is  gradually  abandon- 
ing its  earlier  decisions. 

Far  wiser  from  the  very  beginning  were  the  Maryland  courts, 
which  held  that  all  laws  must  be  so  construed  as  to  avoid  double! 
taxation  of  this  kind;  and  that,  since  in  their  opinion  the  capital 
stock  of  a  corporation  represents  the  corporate  property,  the 
payment  by  the  corporation  of  a  tax  on  capital  stock  necessarily 
exempts  all  the  corporate  property.''  In  this  broad  ^  nn  the 
decision  is  perhaps  open  to  criticism  because  of  *,he  complete 
identificaiion  of  capital  stock  with  corporate  property;  but  as 
regards  the  point  at  issue  here,  it  is  correct.  To  tax  corporations 
simultaneously  on  their  stock  and  on  their  property  is  inde- 
fensible. A  few  commonwealths,  lib;  Alabama,  In.  ois,  In- 
diana, Vermont  and  (for  local  purposes)  New  York,  have  now 
recognized  this  principle  in  their  statutes,  dtnlucting  from  tlu; 
value  of  the  capital  stock  the  valu(>  of  the  realty  or  of  both  the 
real  and  personal  property  taxed.^ 

On  the  other  hand,  the  apparently  similar  statute  of  Mas- 
sachusetts, which  taxes  corporation  on  their  capital  stock  less 
the  value  of  the  real  estate  and  machinery, '  is  op(>n  to  criticism 
for  another  reason.  According  to  the  Massachusetts  law, 
corporations  are  taxable  by  the  local  bodies  on  their  real  estate 
an(i  machinery,  but  at  a  rate  equivalent  to  the  combined  rate 
for  locid  and  state  purposes.  They  are  then  taxable  l)y  tiie 
state  on  the  value  of  their  capital  stock,  dwlucting  the  value 
of  the  real  estate  and  machinery;  but  this  state  tax  is  fixed  at  a 
rate  ecjuivalent  to  the  combined  local  and  state  rate  on  gen- 

1  7  Lane,  :jl7. 

^  1  tS  Pa.  State,  1(V2;  148  Pa.  State,  2S2.    See  nhit  145  Pa.  Stutr,  9(1. 

H'ounts  '''ommissioncrs  vx.  National  Bank,  48  Md.  117.  Cf.  St.itc  f. 
S.crlintr,  'it)  Md.  .ViO;  State  r.s.  K.  H.  Co.,  4')  Md.  22. 

*  .Ma.  Code,  §4.53,  wc.  8;  III.  Rev.  Stat.,  chap.  121),  §  :?;  Ind.  Laws  of 
IS'.ll,  cliap.  4;  New  York  La\v,s  of  1S,')7,  rhai>  4.")(),  §  :{,  vol.  2,  p.  1 :  \'t.  H«  \ . 
Laws,  §288.  In  New  York,  sus  we  know,  Cv.rporatiolis  arc  locall.v  taxalilc 
on  their  .-calty  and  their  caj  ital  stock,  dcdui'tinK  the  aiiioiinl  inv.'sled  in 
real  est:-te.  The  carher  .Maryland  provision  to  tiiiselTnt  (Piii)lie  t'letieral 
Laws,  art.  SI,  §§84,  8.'),  141,  141),  ha.s  now  been  al)andoned.  S-e  llKl  M'l 
20H. 

^  .Via.:.  Pill)   Htai.,  chap.  13,  §  10. 
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eral  property      Whil,.,  thm-foro,  Mas.a.husett,s  avoids  double 
taxa  ion  of  both  prop(.rty  and  stock,  it  do.Ns  not  solve  the 
Iirobiem  of  affording  th«>  commonwealth  Rovornment  an  ade- 
quate revenue.    Accor.ling  to  the  theory  elsewhere  ehiborated 
m  these  chapters,  corporations  should  always  be  locally  taxable 
on  their  realty;  but  the  commonwealth  tax  should  b(>  levied 
on  the  total  income,  or  on  the  total  property,  without  any 
deductions  (except  those  arising  from  considerations  of  inter- 
state comity  and  equity,  to  be  discussed  below).     The  whole 
treatment  of  double  taxation  is  here  based  on  the  assumption 
that  the  tax  is  levied  by  administrative  units  of  the  same 
grade,  whether  state  or  local  divisions.     It  manifestly  does 
not  apply  to  cases  where  one  tax  is  levied  by  the  common- 
wealth, and  another  similar  or  different  tax  is  levied  by  the 
county  or  city,  as  in  iMassachusetts.    Otherwise  we  should  be 
forced  to  the  conclusion  that  th<'  property  tax  always  involves  a 
double  triple  or  quadru})le  taxation  so  far  as  state,  county,  town 
and  village  levy  different  rates  on  the  same  propiTty.    This  is 
however,  only  a  juggle  with  wonis;  such  taxation  is  not  in  the 
scientific  sense  doubl,>  taxation.    Strictly  speaking,  therefore,  the 
-Miissachus(.tts  principle,  while  ostensibly  sound,  is  really  incor- 
rect,  ho  far,  however,  as  it  attempts  to  solve  another  problem- 
that  of  the  division  of  the  tax  b(-tween  t  he  place  where  the  corpo- 
ration carries  on  its  business,  and  the  place  where  the  stockholder 
resides— the  law  is  deserving  of  consid.Tation.    But  that  is  a 
point  which  belongs  properly  to  one  of  the  subsequent  sections 
In  Switzerland,  we  find,  in  the  f(>w  cases  where  both  tangible 
property  and  capital  are  ass,.ss.>d,  that  the  value  of  the  taxable 
property  is  deducted  from  the  corporate  capital.     Thus  the 
constitution  of  ISSr,  in  AarKUi  provi.les  for  the  taxation  of  the 
corporate  r.-al  estate  for  both  commonwealth  and  local  purposes 
the  value  of  tn(.  r.-alty  being  then  deducted  from  the  capital 
stock.      T  he  same  custom  prevails  in  Schaffhaus"n.-    In  (^,er- 
"lany,  Saxony  and  two  of  the  smaller  states  are  the  only  ones 
which  permit  corporations  to  deduct  from  their  taxable  property 
"M  ;>'ily  tlieir  ,lel,ts  but  also  the  par  value  of  their  capital 
>to..k.'      1  he  Swiss  tendency,  like  the  American,  is  gradually 
••oniing  to  be  in  accord  with  the  sounder  principles. 

'  Schanz,  Di,  SUwrn  ,hr  Schweiz.  ii.,  p   •>;)() 
'II'  liaw  2ti(),  note  1. 

■■/'"'/.,  ii..  p.  17(1,  noli'  1. 
i..  »iiiin.  J)i 
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We  come  now  to  the  most  importunt  aspects  of  double  tax- 
ation—the fourth  and  fifth  forms.  Here  we  have  the  benefit 
of  a  wide  European  experience.  In  the  phases  of  dupHcatc; 
taxation  hitherto  treated  we  can  learn  very  little  from  fc^urope, 
because  in  no  European  state  except  Switzerland  and  to  u 
minor  extent  in  Germany  are  corporations  taxed  on  their 
property  as  a  whole;  and  in  both  Switzerland  and  Germany, 
as  we  know,  the  entire  question  of  corporation  taxation  is  in  a 
very  primitive  and  unsatisfactory  stage.  But  the  problems 
that  we  now  take  up  present  themselves  in  Europe  as  well  as  in 
the  United  States,  and  have  there  received  in  some  respects 
extended  consideration,  although  they  have  not  yet  been  suc- 
cessfully solved. 

IV.  Double  Taxation  due  to  Conflicts  of  Jurisdiction 

This  fourth  form  of  duplicate  taxation  appears  in  connection 
with  almost  every  method  of  corporate  taxation.  It  is  so  com- 
prehensive  that  it  will  be  advisable  to  discuss- the  subject 
under  four  chief  hcH dings: — 

1.  Interstate  taxation  of  corporate  property. 

2.  Interstate  taxation  of  stock  and  bonds  or  of  dividends 
and  interest. 

3.  Interstate  taxation  of  non-resident  stockholders  or  bond 

holders. 

4.  Interstate  taxation  of  corporate  receipts  or  income. 

1.  Interstate  taxation  of  corporate  property.  The  difficulty 
iiere  arises  in  connection  with  the  taxation  of  personal  property. 
Ill  the  case  of  real  estate  the  rule  universally  adopted  in  the 
I'nited  States  is  that  the  property  should  be  taxed  where  it  is 
situated,  and  there  is  accordingly  no  chance  for  interstate  com- 
plications. But  in  the  case  of  per  ionalty  the  great  problem  is 
that  (>♦'  situs.  Should  the  personalty  be  taxed  where  it  is  situated 
or  slu.uld  it  follow  the  domicile  of  the  owner?  The  legal  con- 
ditions in  the  United  States  are  most  unsatisfactory. 

We  have  seen  in  another  place ^  that  the  American  st.iti- 
waver  between  the  principles  of  situs  and  of  mobilia  personant 
se<iuuntur,~thut  is,  some  tax  oily  the  personalty  actunlly 
situated  in  the  state;  while  others  tax  all  the  personalty,  iu» 
matter  where  situated,  of  a  resi(l(>nt.     The  same  piece  of  pcr- 
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sonal  property  may  tluTcforc  b«-  tiixcd  in  two  states.  The 
obvious  result,  of  course,  is  double  taxation  of  a  nature  which 
cannot  possibly  be  justified. 

In  the  case  of  corp<jrations,  we  are  confronted  by  precisely 
the  same  difficulties,  for  corporate  proi)erty  is  treated  in  th(> 
main  like  that  of  individuals.    It  is  entitled  to  the  same  exemp- 
tions and  subject  to  the  same  conditions.     It  will  be  re-ulilv 
[jerceived,  however,  with  what  difficulties  the  problem  is  I'.cs.^t 
when,  as  is  usually  the  case,  th(>  personalty  of  a  corj)oration  is 
assessed  at  its  place  of  busin.>ss  as  the  legal  xitux.    In  many 
states,  like  Michigan,   Pennsylvania  and  New  York,   it   ha.s 
been  held  not  i)ermisHb)e  to  tax  coriK)rations  for  property— or 
•It  all  events  for  tangible  property— outside,  the  state;  >  ami  in 
houth  CaroUna  the  tax  is  specifically  limited  to  corporate  prop- 
erty within  the  State.-'    In  other  cases  it  has  been  held  that  the 
movable  property  of  a  coriwration  in  use  in  otlu-r  states  is 
taxable  only  in  the  state  of  the  corjwrat ion's  domicile  '^     In 
Pennsylvania,  it  has  been  held  that  corporate  propertv,  con- 
sisting of  dredges,   dr.,   not   permanently   located   anvwherc 
may  be  taxed  m  th«!  state  of  the  corporation's  domicile^is  part 
of  the  stock."     Some  states,  like  New  York  and  California 
:>pply  the  same  rule  to  corporate  as  to  inilividual  property  and 
seek  to  avoid  double  taxation  of  this  kind.     In  New  York 
in  order  to  exempt  the  personal  property  of  a  corjioration  be- 
cause It  IS  outside  of  the  state,  the  change  of  location  must 
')e  permanent  and  uncniuivocal.-^    But  in  most  of  the  states 
the  rule  mobilia  personam  scrjmmtur  is  applied,  and  domestic 
corporations,  at  all  events,  are  taxed  on   their  whole  prop- 
erty.     In  the  case  of  foreign  corporations,  however,  it  is  fast 

>  State  Trra.sunr  ex  rel.  ,->,.  Auditor-OciK-ral,  46  Mich.  224;  Gniham  iw 
T()wn.sliip  of  St.  .I(Ksoph,  67  Midi.  ().-)2. 

'o  •  ?■  ^D;  '^^''!'  ^'''*''-  '-'  ■"''''•  -^-    '''"■  "''!'''■  f'"«c^  see  CoininonweaUh 
'  ^.  Kailroa.l  Co.,  14.1  Pa.  Sfate,  'MS,  (li.-tin.euishinK  Coininonwcallh  vx.  DrclK- 
iM«  to.,  122  P.i.  State,  3Sti;  Commonwealth  r...  W.^tmKliouse  .\ir  Hrako 
'>.,  l.)l  Pa.  .'^fatc,  276;  Commonwealth  vs.  St.  Bcrnai  ;  Coal  Co.,  0  South- 
vv(-:|<rn  Reporter,  7()0  (Ky.). 
»  15altiniore  and  Ohio  R.  R.  Co.  vs.  .-Mien,  22  Fe.].  Rep.  376. 
Commonwealth  r,s.  .\m(>riean  Dredninu;  C\).,  122  I'a  State  ;5S6 
People  vx  rd.  I'arifie  M;iil  S.  S.  Co.  ....  Commission.Ts,  (11  \'  Y    .541 

\-  to  how  the  realty  out.side  the  state  .-should  I.e  val I.  see  .V2  jlun   <»:{■ 

io|,|e  ,x  rd.  Panama  H.  R.  Co.  r.s.  Commis.-<ion<Ts.  104  .\.  V   ■>40  ( l.S.S",  ^' 
'"'.  ,      f""."'';  ■?'*"  ^""  '■''■""'''■'^'•„  vs.  Iry,  <•.;{  Cal.  470  ( 1S,S;{);  San  Franci.sra 
;  .  1  lood,  (t4  C.d.  .-)()4  (I.S,sti. 

'■   ihU  «aa  formerly  the  ea.s(  also  in  .\ew  .Jers<'y,  where  personal  property 
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becoming  the  custom,  oven  in  most  of  tlic  states  which  levy 
a  corporate  property  tax,  to  exempt  the  intangibh"  property, 
on  the  principh-  that  tlie  domicile  of  the  f'-ciRn  corporation 
is  not  changetl  by  its  doing  business  in  other  s  ites.' 

Manifestly,  if  the  commonwealths  will  still  cling  to  the 
policy  of  taxing  the  actual  corfwrate  jjroperty,  the  only  logi- 
cal and  just  method  is  for  each  state  to  exempt  so  much  of  the 
coriKjrate  property  as  is  already  taxable  in  another  stat«'. 
The  fwleral  government  has  unfortunately  not  exercised  its 
right — if  indeed  it  [assesses  any — to  compel  such  uniformity. 
Our  only  hope,  therefore,  lies  in  the  progress  of  correct  public 
sentiment  ami  its  influence  on  commonwealth  legislation. 
Until  then,  we  shall  still  be  confronted  by  the  present  confusion. 

2.  Interstate  taxation  of  corporate  seatrities.  The  evils  arising 
from  the  simultaneous  taxation  by  different  states  of  the  same 
corporate  stock  or  bonds  or  dividenils  and  interest  have  been  .so 
patent  as  to  lead  to  statutory  changes  and  judici-d  interpre- 
tations of  considerable  imiwrtance.  In  Pennsylvania,  after 
being  long  the  custom,  it  was  subsequently  judi(  ially  decided 
to  be  the  law,  that  the  tax  on  capital  .stock  applies  not  to  the 
whole  capital  but  onlv  to  such  a  proiwrtion  of  the  capital  stock 
as  is  employed,  either  actually  or  constructively,  within  the 
state.'-'  Th(>  act  of  191)7  applied  the  same  principle  to  the 
bonus  on  charters.  In  New  York,  the  original  statute  at- 
tempted to  follow  the  old  rule;  but  the  law  was  subsequ<>ntly 
so  amended  as  to  provitl(<  exi)ressly  for  the  taxation  of  only  so 
mu"h  of  the  capital  stock  a^  is  employed  within  the  state.-'  In 
a  case  which  arose  luuler  the  old  statute,  although  decided 
after  the  i)assag»'  of  the  amemlmc^nt,  the  court  of  appeals  de- 
clar'^'  "If  forced  to  adhere  to  the  old  rule,  saying  that ,  althoiigii 
it  \.  reiuely  hard  and  unjust,  the  court  was  unai)le  so  to 

construe  the  statute  as  to  relieve  the  corporation  from  the 
provisions  of  tlu'  law.'    The  principle  in  lR)th  these  conimon- 

imlsidc  of  the  state,  which  wa.-s  ("xcnipt  in  the  ciu-^e  of  iinliviihi.ils,  was  lix- 
ahlc  when  owned  t)y  coriHirations.  .■^tato  v,i.  Mftz.  .i  Vrotjni.  I!«';  State  is. 
llai^ht.  0  Vr<K)ni,  'J7(t.  This  \v:us  liowt-viv  altcrt'd  by  sulwqucnt  li'aislation. 
( /.  the  N.  ,1.  UovksjhI  Tax  Ait  of  l'.«):i.  ,s.>c.  :i. 

'  ('»'.  Insurance  Co.  !■.•<.  .\s,ses.sors,  44  I,a.  ,\nn.  TtK).    Cf.  Hurl..  Td.'). 

-■I'ommonwealth  r.v.  Stamhinl  Oil  Co..  101  I'a.  .^t.ite.  1H».  .\.s  to  tlie 
pnnious  eustoni.  itc.  .s.'f  l)ici.-iiitn.'<  nf  ihi-  .{uiiitnr-ilfuirnl,  lS7.^-'^().  p.  2'.tt). 

I  >;.,«•  V..rk  !  aw-of  IV'^-V  "•liip  .VH    o  s^iS 

'  Pwple  >:<.  Horn  Silver  Minni^  Co.,  1U.'>  N.  V.  7t>,  esiH'eially  S.S. 
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wcalth,s  now  applies  ..qually  f.  .lom.-stic  an.l  to  foreign  corpora- 
tions.     In  Mas.sachu,s..tt.s,   J.owcv.t,   where  the  franchise  fix 
its  we  have  «.e„,  is  appheahle  only  to  .lomestic  corporations' 
the  general  <-or,K,rat.on  tax  is  levied  on  the  total  capital  stock 
irrespective  of  its  employment. 

J^^Z  ••''ilroads  are  concTned,  it  has  l,<.,-ome  the  common 
practce    .,  asx^ss  only  s<,  much  of  the  c,,,,ital  stock  as  is  rep- 

TZV7^  '''V"-"f'"^V;V.'l  ^^:*"'''  t'"'  niilcaK,.  in  the  state  bears 
to  the  total  mileage.  Fh.s  ,s  true  even  in  states  like  Massa- 
chusetts, which  do  not  apf>ly  the  prin.iple  to  corporationt 'n 
general,  as  we  1  as  in  states  like  Connecticut,  wIut  >  sto,-k  an 
...nds  are  taxable.  Such  a  standard,  whil,.  not  perfectly  exacH^ 
a.  iy  accurate;  and  has  bec-n  upheld  as  .-ntirel '  constitutional.  ■ 

,  r;''!!^.  ''''"""^'  ^"  '"''•'*^'"""''  '""'P<-i'"<-  and  to  other 

ansportation  compam..s;  and  is  gradually  being  a,,plic-d  to 

in  all  those  states  which  tax  ..apital  stock  directlv.    The  prin 
nplo  1.S  souml.  although  it  may  be  ..ontend,.!  witi,  justice        t 
t^usiness  <lone,  r.e.  n-cipts.  is  an  even  better  test  than  milage 
ey™    hough  mdeage  wouhl  have  to  be  one  of  the  factors  iml 
piojeU  in  apportioning  receipts. 

For  other  cor,K)ration.s,   however,   it   will   readily   be  seen 
how  vague  is  the  ^ew  York  and  Pennsylvania  cLtrine  of 
capita   employed  within  the  state."     What  business  fi™  o 
•  orporation  with  ramifications  all  over  the  country  can  ttll 
exactly  or  even  approximately  how  mu.h   ,;f  its  capital   is 
employed"  wnthin  any  one  state?     Evn  if  thev  can,  low 
many  of  them  will  tell,  when  concealment   will  cnal,l,.  them 
to  evade  the  tax?     In  some  of  our  commonwealths  the  state 
officer^  have  the  nght   to  inspect  the  books  of  corporations 
FvL  .1,    ^t  ^^"^  ^«'^^'^'n™ts  if  they  dec-m  them  too  low. 
t.\(n  then,  what  guarantee  is  there  that  thev  will  .liscover 
the  real  proportion?     The  taxation  of  so  much  of  the  capital 
as  15  employed  within  the  state  i.<  e.xtrem,.|v  difficult 

Hecaus(>  of  the  fact  that  many  stat.s  still  follow  tlu>  old  N(>w 
"rk  practice  it  may  be  interesting  to  notice  some  New  York 
'Kcisions  of  cases  which  occurred  before  the  i)resent  amend- 
'[•nts  were  adopted.     A  Massachusetts  corporation-a  tele- 
phone company-was  tax«l  in  New  York  by  assessing  the  whoh« 
'■'Pital  in  proportion  to  the  number  of  t(>lephones  used  in  the 
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-itatc.  Although  the  tax  was  (Kclarcd  invalid  for  (|uitc  anothtr 
r(>ason,  tiz..  tliat  the  roriKjration  was  not  technically  "doing 
busint's^"  in  the  state,  the  court  entered  into  a  discussion, 
ohiUr  indeed,  of  the  (luestion  with  which  we  are  dealing  here. 
Chief  Justice  Ruger  U-si-d  the  following  language:— 

"  It  is  by  no  means  dear  that  the  hkxIc  adopted  .  .  .  produces  a 
correct  result.  .  .  .  We  are  quite  unable  to  saiictioiui  principle  which 
would  subject  it  [the  corjioration]  to  tlie  liability  nf  U'liiu  taxed,  not 
only  in  [the  state)  where  it  is  located,  as  it  undoul>tedly  would  Ix-  under 
tlie  law  as  laid  ilowti  by  us  (in  the  Horn  .■Silver  Mmiiig  ( 'onipatiy  ( 'asc|, 
m  its  entire  capital  -^tock  and  gross  eaniincs;  but  also  in  each  state  of 
the  rnion  in  wliicli  it  should  own  telephones  on  such  proijortion  of  its 
capital  stock  and  gross  earnings  as  the  law-makers  of  such  state  saw 
tit  to  impose.' 

It  is  difficult  to  see  the  justice  of  this  eonclusiijn.  It  happ<'ns 
to  be  true  that  Massachusetts  still  follcnvs  the  incorrect  and 
inequitable  plan  of  ta.xing  the  whole  capital.  But  thyt  was  no 
excuse  for  the  New  York  court  to  interpret  the  old  statute 
in  the  same  way.  or  to  assume  that  other  states  will  al.-o  follow 
the  precedent  which  the  court  itself  pronounced  •■  extremely 
hard  and  unjust."  Two  wrongs  do  not  make  a  right.  In  the 
absence  of  any  federal  law  regulating  the  subject,  the  only 
upright  course  for  each  coumiunwealth  to  pur'^ue  is  to  follow 
the  dictates  of  interstate  comity  and  the  sound  principles  of 
the  science  of  finance  l>y  taxing  only  so  much  of  the  corporate 
capacity  as  is,  economically  speaking,  within  its  jurisdiction. 
As  we  luivt"  repeatedly  said,  the  taxation  of  corporate  stock 
is  by  no  means  the  ideal  methotl.  But  if  the  New  York  principle 
of  taxing  capital  stock  ami  gross  earnings  be  nevertheless 
f  'lowed,  it  is  ilitficult  to  discover  any  more  [)racticable  or 
mofi  defeiisiuK'  method  of  ascertaining  the  due  proportinn 
of  capital  stock  employed  or  gross  profits  earned  within  the 
state  tluin  by  considering  the  number  of.  or  r'>yalti<s  tmni, 
the  telephones  used.  Tin-  i^  analogous  ti.>  the  t'oimectieiit 
system  o(  pro[)ortioual  mileage  as  applied  to  railrnad  cumpanies. 
In  the  case  of  telephone  companies,  hnwf'ver,  the  uunii)er  of 
instruments  u-ed  is  a  b.-tter  test  than  tlie  mileage  ot  the  tele- 
phone V  ires;  for  the  capital,  as  well  as  tlu'  expenditure,  is  tar 
more  nearly  in  direct  i)roportion  to  tlu-  iiumt)er  of  telephones 
in  ii>e  than  to  tlie  amount  of  wire  em[>loved. 

In  ttie  above  case  the  law  was  declared  invalid  because  the 
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tax  was  a«808.s«i  on  u  forriKn  (•orp(,rati()n.     Ev.'n  thoueh  this 
forciRn  corporation  hel.l  .sto.^k  in  various  ,lom...sti.  corporations 
.t  was  not  legally  (loing  business  in  t\w  stntv;  since  l.efon   a 
foreign  cori^ration  can  he  taxed  under  the  New   York  law 
It  must  not  only  employ  a  portion  of  its  capita'  in  that  state 
but  must  also  1„.  engaged  in  doing  l.usin.'ss  tluT..  '     In  the 
case  of  a  domestic  corporation  the  fact  that  th,>  capital  is  em- 
ployed  w,t  nn  the  state  is  a  sufficient  ground   for  taxation 
S.  far  as  its^  cap.tal  stock  is  invested  in  the  stock  of  foreign 

he  state,  hut  so  far  as  its  eapita!  is  invsted  in  the  honds  of 
foreign  corporations  tak.'n  in  return  for  the  sale  of  patent 
rights,  u  IS  taxable.^  In  another  case  whi.-h  also  aros..  u m  er  he 
old  law  It  wa.s  leW  that  the  projK.rtion  of  sales  within  the  state 

o  the  total  sales  of  a  foreign  corjx.ration  is  not  a  fair  test  of 

the  capital  employed  within  tlu-  state.    Sales  may  bo  nia.Ie  by 

sample   so  that  the  cor,«,ratioi,  may  simply  keep  an  office  in 

the  state  and  employ  none  of  its  capital  th<«re  ^ 

In  some  recent  laws,  as  in  K.'ntucky,  the  proportion  of  the 

apital  stock  which  IS  taxed  must  hear  the-  same  proport  on 

t". te  h  f  T'f  "'r^  '''''  ^'"'  ^•"••P^'-^te  receipts'in  the 
state  bear  to  the  total  corporate  receipts.  This  is  a  simple 
«.Iution  o  the  problem,  hut  falls  properly  under  the  heading 
of  double  taxation  ol  receipts,  to  be  discu.ssed  below. 

3.  Interstate   taxation    of  non-resident   bondholders   or   stock- 
holders.    The  subject   of  the  taxation  of  corporate  stock  or 
bonds  ,s  complicated  in  another  way  by  tlu-  question  of  ,>xtra- 
erritona  ity.     The  problem  is  this:  Can  a  corporation,  even 
hough  Its  capital  be  employed  wholly  within  the  state    he 
axed  on  its  capital  or  Iwnded  debt  if  these  are  owned  in  part 
l)y  residents  of  anotht>r  state? 

The  federal  Suprem.-  Court  has  arrived  at  some  v.Ty  reniark- 

a.le  conclusions.     So  far  as  bonds  are  concerned,  the  above 

ractKx'  has  been  pronounced  unconstitutional.     In  on.>  cas,- 

n  has  been  held  that  a  state  tax  on  bonds  issued  bv  a  railroad 

company  and  secured  by  a  mortgag<>  on  a  line  lying  partly 

IJ'i  x"?^  ('iSl.^r'""''"'  ^"°«*'^'^"o"  ^'"'1  f^''-l^^i»K  Co.  ...  UVmplo. 

ilvSr''"''  '■"  "'■  '''''"'"  ^''"'''"''  '''*^'"  ^'"-  '■"■  Can.pbcll,  130  X.  Y.  .^,43 

'  •'•■"Plctj;  re/.  The  Soth  Thomas  f'Kw.L- C'.>   •-    W i!-     i<(  v    v    -j-j 
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in  another  stato  was  vciid,  Ix-causc  the  state  was  taxini;  to  that 
extent  "property  and  interests  beyond  her  jurisdietion."  ' 
A  later  case  went  further  and  decided  in  general  terms  that 
a  tax  on  corporate  bonds  is  invalid  as  to  non-resident  owners, 
because  the  debts  are  the  property  not  of  the  debtor,  i.f.  the 
corporation,  but  of  the  creditors,  i.e.  the  landholders.  They 
are  the  obligations,  not  the  property,  of  the  (h'btors.  But  the 
creditors  cannot  be  taxed  on  their  property  because  they  are 
not  within  the  jurisdiction  of  the  state.-  The  particular  statute 
in  this  ca.se  was  the  Pennsylvania  law  of  1808,  requiring  cor- 
poratit)ns  to  retain  five  [k'T  cent  on  the  interest  due  on  the 
bonds,  i)ayable  to  non-residents.  Tht-  state  courts  which  had 
hitherto  entertained  a  different  opinion  were  compelled  to 
acquiesce;  anil  in  a  later  case,  decided  in  the  same  common- 
wealth, the  state  tax  on  corporate  loans,  i.e.  on  bonded  indebted- 
ness, was  uphekl  only  so  far  as  it  applied  to  the  l)onds  owned 
by  the  residents,'  being  ileclared  to  l)e  a  tax  on  the  Ixjndholder, 
not  on  the  coriwration.^  This,  therefore,  is  the  accepted  law 
of  the  land  as  to  Imnds. 

Shares  of  stock,  on  the  other  hand,  are  treated  (juite  differ- 
ently. It  has  indeed  been  decided  that  a  state  tax  on  divi- 
dends is  unconstitutional  as  to  non-residents  if  the  corporation 
be  reiiuired  to  withhold  the  tax  from  the  dividends.'  The 
New  Jersey  courts,  moreover,  have  held  that  a  corporation  is 
not  liable  on  that  part  of  its  stock  owmxl  by  non-residents.'- 
The  I'nited  States  courts,  however,  have  uniformly  niaint.nined 
that  a  state  tax  on  capital  stock,  even  though  the  stock  be 
belli  partly  by  non-residents,  is  legitimate  on  the  ground  that 
the  tax  is  laid  on  the  cor|X)ration  as  a  whole,  and  not  on  the 
individual  shareholder."  A  later  case  even  decided  that  a 
state  tax  on  the  shares  of  stockholders,  which  the  company  i- 
reijuircd  to  pay  irrespective  of  dividentls,  is  not  a  tax  on  the 
shareholders  but  on  the  corporation.^    This  is  held  to  be  true 


1  Railroad  Company  rs.  .lai'kson,  7  Wall.  JW. 

-  ."^tati-  Tax  on  Konicii-hcM  Hoivl*.  !•">  Walt.  :{(X). 

»  Coiniiioiuvcalth  iv  Dtlawarc  Divi.-ion  Canal  Co..  12:^  Pa.  5&4. 

*  H.!l'^  Ciup  K.  U.  Co.  !.^.  Conuuonwcalth,  1.54  C.  S.  -'02. 

M)liv.Tr>.  Wa.-limtton  .Mills,  11  .Ml.'n.  2t;S. 

'  2t.  \  .1    1st ;  :i  Zahriskif,  ."i<M).  517. 

■  n.hivvMn-  Hailroi.l  Tax  Cas.>.  IS  Wall   2»)S. 

'  N.u   Orl.ali.-  rv   Houston.    1  U>  l'.  .<.  Jtl.'.       Cf    aUi   VM\  V.  S.  4f)t).  U] 

Bultinior. .  ',K,  M,l.  iilO. 
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notwithstanding  the  fa(;t  that  in  another  .a.s.'  a  tax  on  .livi,l,.„,|s 
or  interest  paui  by  the  corporation  was  held  to  he  a  tax  on  the 
income  of  the  stockholder  or  of  the  (•re(ht,)r,  and  not  on  the 
income  of  the  corporation.' 

The  present  state  of  the  hiw,  therefore,  is  that  the  entire 
.•a|..tal  st(K-k  of  a  corporation  may  l.e  tax.,!  by  any  c(,mmon- 
wealth,  but  that  only  so  much  of  the  bonds  are  taxable  to  the 
corporation  as  are  owned  by  residents  of  the  state.  The  mere 
statement  of  this  proposition  makes  it  evident  how  impracti- 
cable would  be  the  otherwise  defensible  system  of  taxing  cor- 
porations by  a  separate  tax  on  stock  and  an  additional  tax  on 
l>onds.  The  Pennsylvania  system,  which  at  first  blush  seemed 
to  be  an  excellent  solution  of  the  problem,  thus  ajjpears  to  be 
shorn  of  Its  chief  merits,  if  the  present  law  of  the  land  is  ..ound 
the  great  majority  of  states,  the  b«jnds  of  whose  corporations 
are  owned  mainly  outside  of  the  state  in  large  financial  centres 
like  \ew  York  or  Boston,  would  find  such  a  tax  sadly  inad- 
"<iuate.2    Even  in  the  state  of  New  York,  where  for  several 

'  Unifwl  States  vs.  Railroad  Co.,  17  Wall.  :VA2. 

=  .\n  inv.-stiKati(,n  by  the  Pennsylvania  Tax  Confon^nco  .li.selos..,!  th<- 
.ollowinK  faets  as  to  certain  Pennsylvania  railroads:  — 


Total  Bond  IsdcEd 
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t« 
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2(X).(XX) 
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years  th«>  fomptnillor  clanionil  fur  :i  t.ix  on  corjKirati'  in<l(l)tc<i- 
iH'ss,  the  proceeds  woiilil  fall  far  Iteiow  the  aetual  capacity  of 
the  corjxjratioiis.  The  ilccisions  of  the  Supreiiie  ('(turt  prevent 
double  taxation,  it  is  true,  hut  they  do  if  so  efTectualiy  a.s  also 
to  prevent  just  taxation. 

The  same  difliculty  a|)plies  to  the  taxation  of  honds  of  for- 
eign corjM>rations  held  in  the  state.  .V  recent  case  ha>  <lecideil 
that  a  state  cannot  impose  uj)on  a  c<iri)oration  charter<<l  l>y 
another  state,  when  paying  in  that  other  state  the  interest 
due  ujMm  hondu  held  hy  a  resident  of  the  first  state,  the  duty 
of  deducting  from  the  interest  so  paid  the  amount  assessed  u|)on 
the  honds  hy  a  tax  law  of  the  first  state.' 

From  the  economic  point  of  view,  these  decisions  are  inde- 
fensible. If  the  tax  on  cajutal  stock  is  a  tax  <»n  the  cor|Mjration, 
then  the  tax  on  niortgage  bonds  i«  e<(ually  a  tax  on  the  corixira- 
tion.  Sto«'k  and  bonds  together  represent  the  corporate  pro()- 
erty,  for  the  value  of  the  stock  is  diminished  by  the  existence  of 
the  bonils.  The  bondholders,  viewed  from  the  economic  stand- 
point, are  no  more  creditors  of  the  corporation  than  are  the 
stdcuholders.  They  are  c(>-pro[)rietors,  just  as  mortgagor  and 
mortgagee  ar«'  in  economic  fact  co-owtiers  of  the  land.  It  is, 
therefore,  ditticult  to  s,.i>  any  justification  for  taxing  non- 
resiilent  stockholders  while  exempting  non-resident  bondholders. 
The  same  rule  should  !«■  appliid  to  both  classes,  for  their  in- 
terests in  the  pros{H'rity  of  the  corporation  are  in  tlii-  resp'ct 
precisely  the  same.  The  t)rij:iiial  Pennsylvania  decision  which 
\v;us  reverseil  l)y  the  federal  Supreme  Court  resteil  on  an  earlier 
cast'  involving  much  tlu'  same  ([uestion,  known  as  Maltby's 
Case.  .\nd  with  all  due  deference  i')  t'le  .'^u[)reme  Cmirt.  it 
must  be  stoutly  maintained  that  to  'ii,'  >tuilent  of  politiral 
economy  the  original  Pennsylvania  decision  -ettii>  mjuihIi  r 
than  that  rentlcred  by  tin  federal  tribunal.  In  Maltby's  Can- 
the  court  uses  the  following  Llnguaj;e: — 


ill 


"  What  would  the  plaitititT'^  [a  iion-rc-icliiu!  loan  be  worth  if  if  "irr 
riiif  I'nr  Tlit'  franchises  coiil'i-rnMl  uiwui  the  >  orporatioi!  by  tl;<'  cutairn'ii- 
wr;iltli    lit    I'ciiiisylvaJiia.  franchises  whicii  are  inaiutained   a.'i'l   p:'"- 

Sorac  nf  th''  results  are  \'Tv  ahsunl.   !v:iilroa<l  th<.    4.  ;iMieiii:li  li:ivii::i 
$'_':i0,(KI0  h.iii,is,  pai'l  a  ta-v  ■>!  51.''-.     K.'.t.i  mi.  Is,  wi.rTh  .ibe.iit  th  •  -;.t:i' 
arimuiit.  ;iaicl  *l.'JIIO,      Tin  la.^t  r-'cull'iit  .>tie  paid  tie  taxes  at  all.     'I'lii  re:  1 
hah'  ol  wtiose  imlea>;e  «a-  ill  th-'  ~tati    p  ii,l  nothiiu  at  all  on  it.-j  j'_'.'..'<)li.l*i'-' 
(winds. 


•  *f»rr,'-'n- t>g»'ViJBL:fi.%Ji'-i-':at  •  -  r 
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t..<-t«Ml  by  tl.0  .-ivil  «n.l  military  ,h,w,t  of  tl...  .„„.,nonw.'«lth 
t  ..s  on  lh.s  KPound  tl.ut  tl...  hxi-lutur..  .lis.Ti,ninai,..s  Ih-.w,...,.  .•  n..n.' 
t.on  l«un.H  ami  ,,r.yat<.  .IH.,.  a.  ol.j...,.s  of  taxafon.  .  .  .     m^^^. 

IJo  h  ar..  HU  ,.,T,U.,|  un.l..r  ,l„.  authority  of  a  >,H.nal  law,  an.    MA    n. 

■soar  a,p„al  that  th.-y  ar.  ..„.,.loy<.|  for  ,1„.  san„.  ^.n-ral  ,  ,.r,H,.s,. 

.  l.houK h  loan,  an.l  .sto.-k.s  ar.  .listin.uishal.l..  for  n,anv'„ur W.is' v'.,,- 
h  •  I  .«..la.un.  ,.o,nn..tt..,|  no  vry  Kr.at  m.I..,.;.s„.  in  tr.a  in^  loans  1 
axal,..   proiHTty   w.th.n   our  juriMii,,ion.  .  .  .     C.riK.ration         , 

la  Joni:.^:!  s;:r:'  ™'''""'^'  -'^^"""^  '^  '^  -^ "-  ^'"■ 

It  is  romarkahl..  that,  in  s^-vc-ral  rasos  cl,.,.i,I..,|  sine.,  th.-  !,.a,linK 
.•as.  "nh,.  Stat,,  tax  on  for..iKn-h,.|,i  hon.ls.  th,-  Supn-tn.    V  ."? 
h^s  applH-d    o  th,.  n.iat.ons  iH-tu-.-n  th.  f...l.rai  Rov.rnrn.n 
n.l  fon..Kn  .stat.-s  a  prmc-ipl.  ...tirHy  .liff.r.nt  from  that  w h  ," 
mvokecl.nth...a.soof  th.,.ornmonw,.alths.    It  I,,.    I...„ 
that  the  national  tax  imp<.s..l  during  th.  Civil  on  th,' 

.l.vKl,.n,ls.  coupons  ami  profits  of  transportation      .mr.a,  i " 
>  an  oxnse  tax  on  th.  busin-ss.  an,i  that  it  is  vali.l  ,.v,.n  th,  ugh 
he  div.den,ls  or  .nt,.r,.st  an-  withhehl  from  a  fon-ign  sto,k. 
holder  or  bomlholder.'    Jasti,-,-  Fi,.|,l  in  a  ,liss,.ntinK  op  n  ,,n 
>howt.d  the  meongru.ty  }„.tw,.,.n  thes,-  ,l,.eisions  and  th,-  earli,r 
ones  as  applied  to  commonwealth  laws.    He  said:— 
■•  If  the  Unitcl  States  fan  do  tiiis.  why  maynot  the  state  do  the^-ame 

it  fclranotheJ '- 3"  ^""'^  '^'^  ^"'  "^  — '^''^^  ""K*'t  to  l.  sound 

thJnr"  n  °**^'*'  '^"^■^''''^'■'  ^^-^'^  i"  ^-'in.  an,l  the  l.-Ral  status  of 

the  problem  continues  to  be  anomalous.    Th,-  fe,l,Tal  Kovvrn- 

ment  can  impose  a  tax  on  the  total  stock  an,l  bon,ls,  ,.r  total 

hudends    and    interest    of   corporations,    irr,.sp,.,.tiv;   of   the 

>  Hdem-e  of  the  hohlers.     The  separate  commonwealths,  on 

h,  other  hand,  which  ar,>  tr,.at,.l  like  fon-ign  ,.ountri,>s  in  the 

ase  of  corporat,>  stock  or  ,livi.l,-n,ls,  can  impos,.  a  tax  ,.n  only 

>.;  mu,^  of  the  l>on,ls  or  inten-st  as  are  owied  by.  or  ,lu:  to' 

ri.-ulents.    This  is  of  course  illogical. 

■■  j^I^'l'f'V  r.   RcMuiing  and  Columbia  Railroad  Co.,  .53  Pa.  Stat.-   140 
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A  iXTuliiirly  intcrcHtinK  'oniplicatioii  nriws  in  fhoHi-  com- 
inonwTiiltliH  whtTf  this  law  of  inortKaKf  lias  Im-ch  rhang«'«l  for 
tax  pur|M)Mt's.  Om-  of  th<'  chief  Krouiidn  of  thi-  ih'cixion  in  the 
Fort'inn-held  Bond  ('as<'  was  that  the  railroad  laiuls  on  which 
tlu'  lM»n(ls  and  uiortKaKi's  were  issutnl  lay  in  IVnnsylvuniu, 
an<l  that  the  non-resident  iKHulhulder  had  no  i)ro|)crty  therein. 
Saiil  Justice  Field: — 

"  The  proiHTty  in  no  s4'ms4'  Im-IoiikihI  to  the  non-resident  Imndholtlcr 
or  to  the  nuirlnaKJ-e  of  tlie  irnpany.  The  inortnuiie  transfentMl  no 
title;  it  createil  only  a  i'eii  uixjii  tiie  pro|)erty.  TIioiikIi  in  fomi  a  con- 
veyance, it  WHS  Uith  in  law  an<l  e<|uily  a  mere  security  for  tlw!  debt. 
The  niortKUK*'*'  has  no  estate  in  the  liinii." 

It  would  be  interesting,  if  this  were  the  proper  placp,  to 
trace  the  law  of  mortKi'K'"  throuRh  Intth  the  Konian  and  the 
FlnRlish  law,  and  to  show  that  in  each  system  the  morlRaKee 
oripnally  had  both  [M>ssession  and  proiHTty;  that  in  a  later 
staRc  he  had  no  i)ro|M'rty  in  the  land  but  retained  the  jkjsscs- 
sion;  until  finally  he  had  neither  proiK'rty  nor  jxissession,  but 
simply  a  lien.'  He  that  as  it  may,  it  is  true  that  .Justice  Field 
correctly  represented  the  American  law  on  the  subject.  That 
the  mortgaKee  has  no  estate  in  the  land  is  the  Pennsylvania 
law;  -  and  similar  cases  have  been  decided  in  the  same  way  in 
other  commonwealths.  Thus,  in  an  Iowa  case,  a  cor|K)ration 
mortRaKo  held  by  a  non-resident  was  declared  non-taxable  in 
Iowa  because  "the  mortKaRce  has  only  a  chattel  interest.  .  .  . 
The  mortgaRc  is  personal  j)roperty  .  .  .  and  attaches  to  the 
person  of  the  owner.'  '  So  also  under  the  old  constitution  of 
California,  a  case  of  intermunicipal  taxation  was  decided  in 
the  same  way.  A  judgment  of  record  in  one  county  upon  tlie 
foreclosure  of  a  mortRage  situated  in  that  (ounty,  tlu'  owner 
of  the  judRment  being  the  resident  of  another  county.  Wits  hel<l 
not  taxable  in  the  first  county  because  "the  thiuR  secured  l)y 
the  mortRage  is  intangible  and  has  no  situ.s  distinct  and  apart 
from  the  residence  of  the  holder.  It  pertains  to  and  follows 
the  person."  ' 

'  For  the  Roman  law  o(  fiditcitt,  jti(fmis  and  hijimthcn,  ««•  Hunter,  Riwian 
Imii\  pp.  2()2-27(>.  For  thi-  devclopnient  of  the  KnglLsh  law,  mii>  Dinhv,  .1" 
ItilrDiliirUon  to  the  tlixlDry  itj  Ihv  Law  of  Heal  l'rojH:rly,  chap,  v.,  §  .">  ''.M. 

2  Rirkcrt  IS.  Ma<lcira,  4')  Pa.  Slut.',  4t'):{. 

'  I)av("np<:rt  rs.  Thr  Mississippi  and  Missouri  Itaiiroail  Co..  1'2  I(,wa,  .'I'if'- 

'  I'copic  tx.  Ivistiiian,  2.")  ("al.  <>():<,  Sii-  .ilso  St.ilc  of  N'rvada  i.i.  F^url,  1 
Nevada  Slate,  oU7;  State  r,;.  Ruk;,  li  Zabri;.i;ir,  .^17. 
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I,  ,  ,  ,,  ,,     ,      -. <i<'<i.>ion  III  tiic  eortiirn-hcid 

on.    (as.      If  ,f„.  int..n.st  of  th.-  non-nsi,!..,.,   l.on  II  ,  1,^ 
i..,  th,-  mortKaK....,  ,s  no  ion^.T  r^Tsonaltv.  it  .Iocs  „„    i2!,y 

wf.iitn  m  which  the  corjM.ration  is  sitiiatcl.     The  taxation  of 

:rt';'.,T;'  '•'■''■'- ■';"'" "'"» •-'  "--ii..'.'! t  ■ 

,  '""  (o     ,„t  ot  i„„i.r,-„|,.„i  »,„,.kl,„|,|,,>.  ,„„|  ||„.  ... 

"M>    .<•  easily  ,™aKmc,|.    I.  u.m.I.I  I.c  far  iu.ttc^  tor  the  S  n      i 

;    ""/  r'"*:^^'^  the  stockhol.lcrs  or  l.on,lhol,lcrs  liv,'     it  lout 
I"'  state.     The  res..|encc  of  the  security  hol.ler  shoul  I    Z 
""   "nK  to  do  with  th..  taxation  of  t  he  .orporation 

ttie  tax  is  imposed  not  o„  the  corjx.ration  hut  on  the  share- 

'ol.l.rs.    non-resi,l,.„t    .to-kholders    would    naturall v    e    ;    . 

-ausc  outside  th,.  tax  jurisdiction.     In  sonic  .•"  c  '  h,  ^;  '     ' 

't  -s  provided  that  .■orf.oratiuns  nui.st  then  pav  tax  .  the 

non-r,.sident  stockholders.-  >iax,siorthe 

Ivrom  one  ix.int  of  view  tlu'r,-  is  inde,.d  sorn,-  fore,,  in  the 

'."t.ntion  that    the  r,.sid..n,.,.  of  the  securitv  ho  ,1.'      ho.fd 

;  '-.nsid..r,.d.     It  may  often  o,.,-ur  that  th,.  .:t.)ck  andS 

.;  .;or,K)ration  ly.nK  within  oiu-  >tat,.  may  W  own,.']    n  res 

rr\  •  ,1  r/  •  '••''^"'■""■^'  ^*"'  -■'•""'!  -^tat,.  would  g.-t  no 
V  he  th  ,  '  '""""•^''  ^•■'•""^'"^  "f  ♦-■•"'  •■"HK.rations. 
inoir  n.M.len,.,.,  th.ir  ec,»noniic  all,.Kian,-e,  s„  to  sp,.ak  is  nartiv 
■'"•■to  the  state  where  th,.y  liv...    .  .n  the  ot  h,.r  haml;  k  i  ".^^l^nj: 
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clear  t'lat  the  t'orporati.on  owes  a  (lecidcd  duty  to  the  state 
wliere  it  is  situated  and  \vlv>re  its  earnings  are  secured.  How  is 
tiiis  eonflict  to  be  avoided? 

The  most  desirable  solution  of  the  difficulty.  a.s  we  have 
already  intimateil,  would  seem  to  hv  the  division  of  the  tax 
between  the  state  of  the  corporation  and  that  of  the  .security 
holder.  Each  party  p<is,sesses  taxable  faculty  or  ability  within 
the  borders  of  the  respective  .states — the  corj  oration  where 
it  earns  its  money,  the  security  holder  where  he  resides  and 
enjoys  the  benefit  of  government.  For  each  state  to  levy  the 
entire  ta.<  would  be  double  taxation;  hence,  if  one  party  is 
taxed,  trie  ether  should  be  exempt.  In  o''der  to  obviate  the 
complete  Ic  s  of  revenue  to  the  one  state,  and  to  satisfy  the 
conflicting  claims,  the  principle  of  economic  allegiance  must  be 
invoked,  and  each  state  .  ust  be  permitted  to  tnx  that  portion 
of  the  economic  faculty  tb.at  properly  falls  within  this  category. 
This  of  course  must  be  arranged  by  interstate  agreement.  The 
plan  has  not  yet  been  tried  in  any  Am(>rican  state,  because  no 
serious  attemi)t  has  yet  been  made  to  grappl"  with  the  dif- 
ficulties; yet  no  final  escajx'  from  the  complexities  of  double 
taxation  can  be  attained  until  some  such  method  is  adopted. 
But  even  though  the  proceeds  ought  to  be  so  divided,  the  tax- 
ought  to  be  levied  as  a  whole,  entirely  irrespective^  of  the  res- 
idence of  the  security  holder.  This  part  of  the  problem  may  be 
solved  according  to  the  system  proposed  by  the  Tax  Conference 
of  i.  '-nnsylvania  and  |)ractise(l  in  some  other  states,  like  Illi.iois. 
Indiana  and  Connecticut;  namely,  by  as.se.s.-^ing  the  corporation 
on  a  valuation  etiual  to  the  market  vi'.lue  of  the  whole  capital 
stock  plus  the  entire  bonded  debt,  with  a  provision  that  only 
so  much  of  the  capital  shall  be  assessed  as  is  economically  within 
the  state. 

4.  Inlcrntate  laxntion  of  receipts  or  income.  This  phase  of 
interstate  double  t.'ixation  presents  far  les-<  difficulty.  In  re- 
gard to  gross  receipts  the  measure  of  faculty  is  very  simplf, 
riz.,  the  gross  recei])ts  from  l)usiness  done  within  the  st;tt( 
In  the  case  of  insurance  companies  this  is  fast  becoming  tin 
general  rule  in  tiiis  cdMiitry.  When  the  returns  do  not  sli(i\^ 
the  i)recise  amount  of  the  gross  receipts,  the  laws  ((("ten  providr 
es]K'cially  in  the  i  use  of  trarisport.-ition  compani<'s,  tluit  tin 
"gross  earnings  within  the  state"  should  be  deeme(i  lo  be  tii:i; 
nronortinii  of  the  entire  gross  earnings  which  the  mileage  within 
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the  .state  Ix-ars  to  th<.  t„tal  miL-aRc.     This  is  tlu    ■■•♦inJtion  in 
Maine  and  many  otli.-r  stat.'s,  mid  it  i.as  Kencrailv  l..rn  upl TJd  ' 
I  ndcr  this  dchnition  thi-  <iucsti()n  iias  sonictinKNariscn  wiieth.T 
the  v;ord  mlvauc  is  to  !),.  interpreted  to  mean  miles  of  traek 
or  miles  o   hne.    The  former  is,  obviously,  the  eornn  t  eeonomie 
Imsis  for  the  more  .loul.l.-  tracks,  sidings  and  spurs,  the  denser 
usually  IS  the  trafhe.     In  Wise.msin  mileas,.  has  been  held  to 
i.ielude  side  tracks.^'    The  mileage  prineir.l,   has  also  been  ap- 
plied to  sre«.t  railway  companies,  in  the  assessment  of  lines 
w.  hin  and  without  the  city  limits.-'    An  int-Testing  variation 
IS   ound  m  the  V  irginiu  law  imposing  the  gross  n^ceipts  tax  on 
railroads  which  ad.ls  a  provi.so  making  an  allowance  "  for  a 
n.asonable  sum  because  of  any  e.x.Tss  of  value  of  th..  terminal 
tacilities  or  other  similar  advaniages  situat.^d  in  other  .states  over 
similar  facihtiesor  advantages  situated  in  this  state  " 

Another   definition    of    "gross   ,>arniiigs    within    the   state" 
which  obviates  this  whol,>  ,,u.>.stion  of  .juuble  tracks,  allowances 
</'.      ha.s  been  a.lopted   by   .Minn..sota  and  more  recentiv  l.'v 
California.     Thus  to  (,uote  the  California  law  '"gross  receipt's 
within  the  state  shall  be  ,l,.,.„u.d  to  b,.  all  receipts  on  bu.siness 
.eginmng  and  .n.ling  within   this  state,   an<l  the-  proportion 
l.use,l  upon  the  proportion  of  th.>  mil.'ag,.  within  this  state  to  the 
entire  mdeage  ov<r  which  such  business  is  done,  of  re.-eipts 
on  all  business  pa.ssing  through,  into  or  out  of  the  state  "    Mile- 
age in  t  us  case  means  simply  the  distance  a  given  shipment 
IS  hauled.    If  w.>  company  the  .so-called  Main,-  svst.>m  with  the 
so-called   Minnesota  .sy.stem   it   may   Uv   said   that   while  the 
former  IS  realy  the  simpler,  the  latt.T  is  on  tlu-  whole  more 
.■Mii.taUe  in  that  it  <lo,«s  not  atfrnpt  to  get  anv  taxes  or  traffic 
•eyond  .t.s  own  limits.^    As  to  other  than  transportati.m  cor- 
pora lon.s  the  gro.s.s  earnings  tax  can  be  easilv  arranged  so  as 
to  obviate  double   taxation. 

If  in  lieu  of  the  gross  earnings  tax  a  t.ax  on  net  receipts  or 
income  be  impo.sed,  how  does  the  matt.T  .stand  th-.n"  Sfictlv 
>p.'Mking,  only  so  much  of  the  income  .us  is  ,.arn,>d  within  the 
^^tate  should  1),.  as.ses,s,>d;  hut  sine  it  is  ..xceedinglv  difficult 
to  apportion  the  i-.x-pen.ses  of  a  large  corporation  among  all  its 

<''''^t^:Z^:  ^'  "■  «■  '•^'■- '''  '■ "  »^ «  M'"'  ^^'■.  H. 

-M  Wis.  l,m 
'  74  M.I.  40.-,. 

'  <■/.  for  a  ,li.s,.„s,si„„  of  tho  two  in."tI.o,is  R,,^,rt  oflhr  California  rmnwi.. 
■  ■■-  :,n  ti,:,i,(„  ,111,1  liudCini,  UKHi,  pp.  171-174. 
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!)ranrlu's  in  difftTcut  comiiiunwcultlis,  it  would  seem  preferal)U' 
ti)  adopt  soinc  ap|)rt)ximatc  .standard  l)y  uliicli  tlic  net  rci.'cipts 
(•ould  1)0  nu-asun-d.  As  tlic  most  practicaliic  and  <'asiiy  asccr- 
taini-d  measun;  is  gR)ss  rcccints,  the  most  approv»'d  method 
of  taxing  eorporatc  income  v.ouid  he;  to  assess  that  projwrtion 
of  the  total  net  income  which  the  gross  receijjts  witliin  the 
state  bear  to  the  entire  gross  receipts.  Sucii  a  system  would 
present  no  difficulties,  and  would  preclude  all  cliance  of  doubK; 
taxation  of  this  kind. 

We  have  thus  far  consideied  only  the  question  of  complica- 
tions arisiiifr  fK.m  international  or  interstate  taxation.  Of 
minor  cons^  cjuence,  but  still  of  sufficient  importance  to  deserve 
mention,  are  tlie  j-i/blcms  of  internumicipal  double  taxation. 
These  are  of  minor  conse(iuence  because,  in  the  United  States 
at  least,  there  are,  with  the  i-xception  of  street  car  lines,  few- 
instances  of  local  taxes  on  the  receipts  of  corjjorations  which 
do  any  bu.siness  without  the  limits  of  the  local  divisions.  On 
the  other  hand,  we  tind  local  taxes  on  the  total  property  and 
on  the  capital  stock  of  cor])orations  which  have  more  than  a 
purely  local  significance.  The  rules  should  be  the  same  as  those 
applied  above  to  cases  of  interstate  taxation.  liut  so  long  as 
very  few  of  the  commonwealths  accept  these  principles,  ii 
will  scarcely  surprise  us  to  lind  that  the  local  divisions  al- 
most completely  ignore  them.  Thus  in  New  York  City,  the 
home  of  many  huge  corporations  of  national  importance,  it  is 
tlie  common  i>ractice  to  r.ssess  for  local  purposes  the  entire 
capital  stock  of  ;i  domestic  corporation,  irrespective  of  the 
question  whether  a  portion  of  its  stock  niay  not  \>v  employid  or 
owned,  outside  of  the  confines  of  the  city.  This  is  manifestly  a 
crude  practice,  the  injustice  of  which  can  be  removed  by  imr- 
suiiig  the  plan  here  laid  down — /.  r.  by  taxing  corjioratioiis  lor 
local  purjjoses  only  on  their  real  estate.  I'ltimately,  perhaps 
if  the  local  neinls  become  more  pressing,  a  projHJrtionate  sliari 
of  tile  ])roceeds  of  the  conunonwe.-ilth  corporation  taxes  ma\  lir 
distributed  among  the  loc;d  divisions.  In  this  way  no  jxissiblr 
complications  couhl  arise  from  intermuniciiial  double  taxation. 


!    . 


What  can  we  learn  from  Kurope  on  tliis  whole  subj(<l  oi 
interstat.'or  intermunicipal  double  taxation?  Theonly  countiit  - 
in  which  sueli  interstate  complicatioi>>  cni  arise  are  tlie  I'edc  rM 
states  of  (lermany,  .Vustria-Huiigary  and  Switzerland.  la 
lv,(i  (if  tlu.-i.  an  attcmjit  has  'mvn  ni.i.'ir   to  icguiati   tin  nuiti.  r. 
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n   Switzcrand     he   .•..nstitufion   ,.f   1874   imposes   „n   tho 
fc.  ."ml  l,.gislatun.  tl...  <.hlif;,.ti„„  ..f  pr,.v<.nfi„K  <UmhU>  fax-.ti  n 
-fhout  att,.mp,,„«    how..v,.r.  to  nnalyx.-  or  to  point    n     t  ^ 
™us  forms  of  .  .uhl,.   taxation.'      Whil.  s.v'rai   .i,'"^ions 
of    ho  ^w.ss  c-ourts  Law  ,l..fini„.|y  sottl,.!  son,,-  of  ti...  sin.   i" 
prohloms   o     .l.pln.at,.    taxation,    tl...    n.on-   snl.ti,.   ,„,.."  i.n 
that  mt,.r..st  us  un.l.T  this  fourth  \u..Uu>r  h.u-  not    Tt         ', 
..U-hcatHtoa,o-..x,,.nt.     H.yon.i  th.  pri..<.ipl..  thatVorp,    ,- 
ons.  hlv,.  natural  persons  arc  taxahl,.  on  their  in.om,.  an,!  on 
th,.,r  property  hy  th,.  ...nton  where  th,.ir  ehi..f  ofhee  or  ,.st       i  '  . 
n..Lt    s  situat...!.   or  where   their  business  is  c.m.luet         n  , 
su.ressfu!  atfn.pt  has  as  yt  he...  n.a.ie  hy  th,.  f,.,i,!r       ',. 
latur,.  or  ,.ourts  to  solv..  th,.  prohl..,ns  h.r,.  -iiseuss,.,]  ^      \  ^  u- 
ot  th,.  cantons    how,.v,.r,  hav,.  r,.,-,.ntly  ,.n.ho,li,.,|  in  statnf.s 
th..  prm..>ple  that  only  so  n,.a.h  of  th,.  ..apital  ..r  in,.onu.        i^ 
employe.i   or   n.,..,v..l    within   th,.   eo„.monw,.alth   shoul.I    h,. 

an<l  Jiasel.  ta<  t.^     In   B,.rn   tl...  sam<-  prin,.;   '-.  i.  ap„li,.,l  to 
mt.™..,..   ,axa,i..n .'     In    Iri   tl.' taxable  pro^lt'L;:; 

-n.  M,u„..s  a  I  „n,K.t  „o,.r  to,,.  1,.  .apital  .....ImII,.    alVr  ^,  ,  ..    v  ,  •    I '• 
p.--.Uono^;en        n  n  '"''•  "  "  '-^'''T'""  ""'  ""'"■^"•'■^''  "I''-'"-"  vi 

H...  I  nf,-r..,.hT>i...nrrn.  ■!;..  „.  v.  r-r 

ail-ubcil.  isl   ,|i|.  Sl,.|i,.r 


\'i'rliiiliiii> 


■ill'I'll,  \x 


1  (l!..   1- 


liiciii'iim  (Iciiiriii,!,.,!  ihr  r.(.w..rt)f. 
'!'■.■  Aiisili-lmiiiii:  ,1,..-  f;.'sc|iiifts  :in 
'I/,    iiiiif   lias 


^Il'lll'fU 


"  >i/liatiz.  V. 


\>.  SS. 


I'M'..     Ill     (Icll 
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|)r()fits  are  calculated  in  proportion  to  relative  mileage.'  In 
Neiiclmtel  foreign  corporations  are  taxable  only  for  the  profits 
earnetl  within  the  common  wealth.^  In  Appenzell  it  is  provided 
that  corporations  should  pay  the  income  tiix  in  the  place  where 
the  business  is  carried  on,  hut  in  such  a  manner  as  to  avoid 
double  taxation.'  The  law  of  Ticino  i.s  es|H'cially  interesting 
for  the  further  rea.^^on  tluit  it  also  im|)oses  a  ta.\  on  all  corporate 
loans,  but  allows  the  corporation  to  deduct  the  tax  only  from 
tlie  intere.<t  on  the  bonds  owned  within  the  cantcjn.'  Foreipu- 
hcld  lK>nds  thus  escape  taxation  in  the  hands  of  the  individual 
holder  except  by  the  state  of  the  owner's  residence. 

In  C»ermany,  the  conditions  are  much  the  same.  In  1S70, 
an  imperial  law  was  enacted  which  forbade  in  express  terms 
double  ta.xation  arising  from  interstate  complicai  s.  This 
law  provided  that  individuals  should  be  ta.xed  by  il  c  state  of 
their  domicile,  and  that  real  (  tate  should  be  ta.xaole  by  the 
state  of  its  location.  The  only  clause  atTectir.g  corporations 
prescriU-d  that  the  occupation  as  well  as  the  income  from  the 
business  could  be  taxed  only  by  the  state  where  the  business 
was  carried  on.''  The  commi.ssion  which  drafted  the  law, 
however,  evaded  the  main  que>*ion  by  a.^serting  that  the 
exact  proportion  of  the  corporate  business  or  income  taxed 
by  any  one  state  must  depenil  on  "the  particular  form  of  the 
actual  conditions."''  This  'as  settled  nothing,  and  the  matter 
remains,  as  before,  a  subjirt  for  the  separate  states  to  regulate. 

'  I'ri.  StciuTKf^ctz  voni  10  .M:ii.  ISSti,  art.  l:<.     In  .■^chanz,  v..  p.  :\~i\. 

-"I.o.s  socioli'>  anonyiiii's  .  .  ,  sdiu  s<iumis<'s  au  inOiiu'  imjiot  pour  lis 
res,-<<mri'i'S  (luc  U'ur  procurcnt  U'S  atTaircs  faitrs  dans  Ic  pays."  I.ni  >ur 
^l^lIK^t  ihriH't  (ill  tS  octiilm-,  l»s7S.  art.  li,  5  •<•     b\  Si'lumz.  s..  p.  ^2l'^. 

'  ■■  limn>Tliin  untiT  Vi-rnuMilun^:  vo-  'Vippclln'sfcmTuntf."  \iilhMihun;;-- 
veninlnuiiK  iiU-r  .lie  Austiilirunu  vmi  Art.  Iti  ilcr  Wrt'iu-simi;  Ix'tn'tToiul  lias 
iStiturwi'si-n  .  April  .'>.  IVsO',  art.  t>.     In  .■^<-liatu.  s  ..  p.  J'i. 

'  riu'  corporal  ions  ■■.-umo  tt-iuui  al  pauann'nto  dvW  itnpost.i  .  .  .  .-ull' 
iiiipcirto  i-oini>U's^i\o  ilcUr  olil)U)j;v.£ioni  a!  ixirtafori-  ila  loro  rni'  s,~c."  Hin 
tlif  law  contains  tiii<  further  pnui^ion:  "Non  ^aratino  colpi  i  dall'  inipo-t:i 
i  cimtali  iincliiiluik:  the  UincUl  ill  cui  .  .  o\  c  il  onrrihucntc  .linio..itri  cl;.' 
I  .o  .ovtituiri  Mh' una  iloppia  ini|iosta."  ,  .  ,  Ar'~  l.">  aP' I  ■!.§:>  ot  t lie  lau  "f 
!■■.'  '      In  .><chan^.  \-  .  pp    M>(>.  K>'J;c''.  i\,,  p.  '.'VJ. 

K'  hhsi;c.~tz  u.'nm  H.'^'iMtunn  d.-r  l\>ppcU>estcu,Tun:;;  \oni  l:i  M:ii, 
KT'V  j-  K'-printci  i-i  Mci!^!'n.  Di,  \',,rs,-hri/':  :i  'J„  r  /;,  K!^i-<srii-  .■  ! 
kl  '^.-'  ■(:'   <■(<'  Kiiikoinntinsh  ut  r  m  I'ri  '(>■%-,  ri,  no.  0. 

■l);i.v<  ilie  Kii'<.-licuiunjj  iniincr  \on  .Icr  l>cs»iniicn'n  Cli-itaituni:  'I  r 
ta!.~achliili,>n  \  >'rhaUius.-if  alihanucii  urnli'"  ( '''  (."lau.s;  "  l);i.-*  l!cic!:-- 
itc-ic!/.  wciifu  Bcsi-itiiium:  la-  I'o.n'diMsuuiTuni?  "  in  .<ch:in/.'.-i  h'iij:i':- 
.l.T.'i".  V  ,  pp.  l,;.s   1<17,  csp.  .  iall>  p.  i:'> 
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Spvoral  i)f  the  ficrmaii  comnionwcalths  have  now  adjusted 
the  difficulties  in  very  inwcli  llie  same  way  tJiat  has  l)een  adopted 
or  proposed  in  various  American  states.  Thus  the  Haden  hiw 
provided  that  only  so  much  of  the  corporate  income  shall  lie 
assessed  lu-*  is  ^iroportional  to  the  amount  of  capital  employed 


So  the  earlier  Prussian  law  provided  that 


within  the  stale.' 

tlic  taxahle  net  income  of  railroa<ls  which  lie  partly  in 'other 
states  should  he  estimated  l.y  the  proportion  of  gross  receipts 
within  the  state,  and  that  this  again  should  he  calculated 
accordmK  to  mileage."  The  Prussian  local  law  tax  of  188.-, 
measures  the  proportion  oi  corporate  income  or  net  j)rofits 
due  to  each  tax  district  hy  the  share  of  gross  receipts  in  the 
case  of  hanks  and  insurance  comi)anies,  and  l,v  the  share  of 
expeases  for  salaries  and  wages  in  the  case  of 'transportation 
companies.'^  Th(>  income-tax  law  of  1801  states  that  only 
that  part  of  the  net  receipts  actuallv  earned  in  Prussia  shall 
l)c  taxable.' 

The  tendency  therefore  seems  ti>  he  the  same  h\  all  countries. 
^\llether  the  tax  he  imposed  on  i)roi)ertv  or  on  income,  the 
law  should  be  ai)plical,l<'  to  both  domestic  and  foreign  corpora- 
tions; and  while  no  deduction  should  be  made  for  non-resident 
holders  of  stock  or  bonds,  only  so  much  of  the  im)perty  or 
meome  should  be  asses.s<.d  as  is  employed  or  received  within 
the  state.  Smce  an  exact  standard  is  un.attainable,  it  isadvisabh' 
to  use  the  approximate  test  of  relative  mileage  in  the  case  of 
transportation  conii)anies  ;md  of  relative  gross  receipts  in  the 
case  of  other  corporations. 

\  .  Taxation  of  (he  Corporntion  ami  of  the  Security  Holder 
We  come  finally  to  the  fifth  and  most  important  division 
HI  the  subject  of  dui)licafe  taxation-  the  taxati(m  of  the  cor- 
pnration  and  of  the  shareholder  or  lumdlioldiT.  The  question 
i>:  If  we  tax  the  corporation,  siiall  w.'  also  tax  the  individual 
wlio  owns  the  stock  or  bonds  of  the  cwporation?  Is  this  doubh- 
ta.xation?    Is  it  unjust? 

'  KidHi'lics  F.inkotnincnstcuerKcsctz  von  20  .luiii.  1SS4,  art.  .5,  lit.  B.    In 
r  '"'iiiz-Arrhiv.  lii.,  p.  :{t',S 

I.:i\v  „f  .Manli  m,  lS(i7,  s  '.t.  i  „r  the  Jii(li.i:il  derisions  and  rosoriplN  on 
ilii- point,  src  C'lauss,  op.ril..  i>.  IM. 

ronin.Mnalst..u,.rnotlin..s..t/  von  -.'7  ,Iuli.  ISS.",,  jj  7.  Printed  in  Fbmuz- 
"•'-'.".  Ill  .  pp.  171  19.!.  loKctlicr  witli  an  ,xpl:inat<,rv  article  bv  Secretarv 
tlirrlnril!. 

'  Kinl<oinnien.sleuerne.setz  von  U  .luin,  IVtl,  ij  lii. 
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Lot  us  first  discuss  the  iirtual  practice  lM)th  here  and  al)ro;.<!. 
In  the  United  States  liie  legal  conditions  are  absolutely  laek- 
ing  in  uniformity.  In  some  states  Uie  tax  on  the  corporation 
is  declared  to  he  a  tax  on  the  shares,  which  are  accordinRly 
exempted  from  assessmdit.  Thus  in  California,  the  statute 
decl,".r(>s  that  "shares  of  stock  .uissess  no  intrinsic  value  over 
and  al)ove  the  actual  value  of  the  property  of  the  cori)oration 
for  which  th(y  stand,"  and  that  to  tax  both  corporation  and 
sliareholder  is  doul)le  taxation.'  In  .Arizona,  we  find  exactly 
similar  lauRuaKe  us(-d.'-  In  most  of  the  other  common wealth.s, 
also,  sh.'ins  of  stock  in  the  hands  of  individuals  are  exempt 
when  the  cori)oration  itself  is  taxed,  although  the  reason  of  the 
rule  is  not  always  expressly  stated  as  in  the  c.a.ses  just  cited 

On  the  oMier  hand,  the  statutes  in  North  Carolina,  Wyoming 
and  Iowa  (except  for  manufacturing  corporations)  and  the 
judicial  decisions  in  Illinois,  Iowa,  Louisiana,  .Maine  .and  Mary- 
land are  to  the  contrary  ef'lVct.'  This  was  formerly  true  also  in 
Indiana,  Peimsylvania  and  Tennessee.'  In  some  of  these 
ca;es  it  has  hec-n  held  that  "the  tangible  i)roperty  of  a  corponi- 
tion  and  the  shares  of  stock  are  soi)arate  anifdistinct  kinds 
of  property  under  dilfennt  owner.shi]);  the  first  being  the 
property  of  the  corporation  and  the  last  the  property  of  the 
individual  stockholder."  Taxation  of  both  corporatitm  and 
shares  of  siock  is  hence  immounced  niither  duplicate  nor  un- 
just ta.xation,  even  though  the  shares  of  .stock  have  no  value 
save  that  which  they  derive  from  tiie  corporate  pro])erty  and 
franchise.'  In  other  cases  again,  it  h;ts  been  hehl  that  even 
though  the  taX's  amomit  to  double  ta.xation,  they  ar(>  not  tm- 
constitutional.      This,  however,  is  true   only  in   those  states 

'  C'il.  C'cxic,  §  linos,  new  ,«(■(•.  Miirch  7,  ISSI;  rf.  liurkc  r.s.  Badiani  .')7 
Cal.  r,'.)l:  21  F.d.  Krp.  ,V!'.»:  •22  IVd.  !{(■[>.  (i()_>. 

-  .\riz.  Code,  5  JiKili, 

'  Porter  Is.  Railroad  Co.,  7(1  111.  r,t\l;  Danville  Hankiiis  Co.  r<.  Parks.  s<i 
111.  170;  C(M)k  v.i.  Hiirliim'oii,.")ll  la. '-'.M:  New  Orleans  is.  ('anal  Co...iJ  La. 
.\nn.  .")1:  Cinil)  rland  Marine  Hailroad  rx.  Portland,  157  Me.  411.  Wilkciis 
rs.  Haltiinore,  10:i  Md.  20:!,  and  15alliniore  i:<.    Ulefjliaiiv  Co.,  '.)>.)  .Md    1. 

•  l.-)lnd.  l.')0:  111  I'a.  Stale,  .■)!'();  (itH'a.. Stale  77; -17  l>a.  State.'lOO. "  liiil  it 
hasheen  recently  l.eld  in  I'ennsyK  ania  that  doulili'  taxation  will  not  l,e  sui>- 
ported  exeepf  l.y  express  enact tneiit  1.')()  Pa.  Slate, -4SS;  l.'d  Pa  State  'V.r, 
,■'.11(127(1;  i:!!)  l'.l..St;ite,  Iil2. 

■'So  also  in  Switzerland  this  -inuiltaneous  taxation  lias  Ihhmi  upheld  oi, 
the  strictly  juristic  urouml  that  the  corponition  and  the  .shareholder  are  di- 
tiiii  I  persons.  .Si,.,.  .Spriser.  !)„.<  \'irh„l  ,1,  r  l)«pi„lh,  ^Umriiiuj,  .anij  Roi'ui"- 
Ln  ka;U  li'  hniit  (Lau.sanne,  1SN!(),  111  and  jHi^sim. 
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which  ii.lmit  (loul.l,.  (axalion,  as  I'.-ruisylvania  forincrlv  did 
•■veil  tlioUKli  if  l)c  confessedly  une(|iiai. 

Other  common  wealths,  apain,  (aivc  a  le>s  ioKieai  mid.lie 
ground.  In  the  case  of  certain  corrM.rations  thev  d„  i,„t  permit 
taxation  of  both  shares  and  eorF)oration;  in  thV  case  of  ot}ier 
cor|)orations  they  do  not  ohjecf  to  this  simiiltan(>oiis  taxation 
In  the  case  of  national  hanks,  as  we  know,  ll.;.  taxation  of  the 
corporation  itsdf  is  made  imiM)ssil.|,.  I,v  federal  law.  Mo<t 
of  the  states,  therefore,  tax  only  the  individual  shares,  although 
they  collect  th."  tax  through  the  corporation.'  In  many  cases 
this  system  has  !).(  n  extended  to  „ther  hanks  l)esi(h's  national 
l)anks.^  A  few  commonwealths  (I)elawi.re,  (ieorgia,  Kansas 
and  North  Carolina)  pursue  this  m<tlio<!  with  regard  to  all 
corporate  shares  in  general,  and  collect  th.-  tax  from  the  cor- 
poration.- In  a  few  others,  including  l„wa,  K.^ntuckv  and 
\ermont.  the  prohihition  of  .simult.ineous  taxation  of  both 
shareholder  and  corporation  ajjplies  onlv  to  definite  classes 
of  corporations.'  In  Ohio  it  is  true  only  of  <lomestic  corpora- 
tions. In  Massachusetts  domestic  <-ori)oriJtions  are  ta.xe.l  and 
the  individual  shareholders  are  exemi)t  as  regards  all  dues 
except  those  for  school-district  and  parish  ])ur|)oses.^ 

The  decisions  of  the  United  States  Sujireme  (  ourt  are  .some- 
what conflicting.  The  earlier  ca.ses  seem  to  uphold  simultaneous 
ta.xation  of  corporation  and  of  shareholder.  In  a  late  case 
liowever  the  court  a.s.serts  that  double  taxation  is  never  to  b(' 
presumed;  and  that,  although  the  commonwealths  have  an 
undoubted  right  to  h-vy  such  taxes,  in  the  absence  of  a  sjx'cial 
statutory  provision  the  presumi)ti()n  is  'igainst  such  an  im- 
I)osition."  On  this  jwint,  accordingly,  we  find  contradiction 
ot  theory. 

In  a  cognate  matter  there  is  a  still  greater  diversity  of  practice. 

'  f^i-c  .^iijini.  p.  !.■).-). 

;I).I.  l.aus.  i:i  ,.lw.p.  ,mi;  Ga,  Cwlc,  sec.  Sl.i;  K..n.  Cm.p.  L.ws,  ,l,ap. 
111.  .><;■.  .,;  N.  C.  .M;i(hi„rry  Act  of  .M:,rcli  11.  1S,S'.),  s.r.  .\  C. 

■  In  Iowa  the  prohihition  applies  only  to  nianufacturinp  conipaiii  <    \cu 
l^'h  („.n    .Vs,«.inhly,  chap.  ,",  §5  ..  2:  in  Kcniti.'kv  to  turnpike   t.-    t.-i.- 
i-'r.pli.  tch.phon...  express,  stnvt-raihvav  an.l  toll-hiiiJKe  coinpa..,c.    Hw. 
•  :>'i.-  Law  of  ISSC,,  chap.  1223,  art.  iv.,  ij  S;  i„  Vermont  to  railroad-    I!ev 
l.;i'.v.-.  -.<■.  271). 

'  Ma>s.  I>uh.  .<tat.,  chap,  xi.,  see,  4. 
Tenness,v  rs.  Whitworth.   117  V.  S.   l:!(i.   l:i7:  also.   \ew  Orleans  v., 
"V,'~;;"':i  '•.'  ■  ^,^*--     '■<"•  ""•  "-'-li'  r  cases,  s,.e  \an  AHen  rs.  As^.ssors, 

..     Wtl!      :\.i-      II...     f^..l _        11       1  I     ...  ,.  .    .     ,,.     ..  » 

,      .,. -!-•-.-:•-:•■   n;:i;;-,ia::    ia\(,i.-,.    In  W  aii.  2;;i),   1- MiTIIiKlon 

'^.  I  enne,s.si'e,  ;».,  I  .  .■,.  om;;  .>^liir(;es  ,.,.  Carter,  111  V.  S.  oil. 
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Some  c'ommonwoalths,  tin  we  liavi-  just  seen,  tax  the  stock- 
lioldcrs  on  the  full  value  of  tlu-ir  shares,  irrespective  of  the 
(|uestion  \vh<  lier  the  eorporaliou  has  Ixcii  taxed  or  not.  In 
other  .states,  however,  only  a  jMjrtion  of  the  value  of  the  shares 
is  taxal)le.  Thus  in  Loui.siana,  Minnesota  and  Nebraska,  in 
the  a.s.se.ssment  of  shares  of  stoek  to  the  iiolders,  a  proiMjrtionate 
part  of  the  value  of  the  real  and  personal  corporate  property 
t.-ixed  within  the  state  is  deducted  from  each  share.'  In  New 
llanipshire  and  Tennessee,-  as  formerly  in  Xew  York  in  llu« 
case  of  hanks,''  a  proportionate  i)art  of  the  real  estate  actually 
taxed  is  diilucted  from  each  sliare.  In  Khode  Island,  a  i)roiM)r- 
tionate  jiart  of  the  real  estate  and  machinery  is  deducted.' 
In  Maine,  u  i)roportionate  part  of  the  machinery,  Koods  manu- 
factured or  unmanufactured,  and  real  estate  locally  taxable  is 
dediictcHl.''  Finally,  in  New  York,  tiie  statute  (which  applies, 
however,  only  to  .state  and  national  banks)  provides  for  tiie 
deduction  of  the  asses.sed  value  of  the  real  est.ite.  In  -ill  these 
cases  only  the  property  actually  ta.xabU-  within  the  state  is 
deducted.  In  VernKiiit,  on  the  other  hand,  in  the  case  of  manu- 
facturing coiai)anies  the  value  of  the  coriwrate  realty  and 
personalty,  and  in  tiie  case  of  all  other  corporations  the"  value 
of  the  realty,  is  deductinl  whether  the  property  be  located  or 
taxable  within  or  witlmut  the  commonwealth.''  .\n(l  in  the 
revised  franchi.se  tax  on  busine.s.s  corporations  in  Ma.ssachusetts 
the  value  of  the  ta.xable  property  both  within  and  without 
the  state  is  deducted." 

\  som{>what  analogous  question  is  that  of  the  taxation  df 
the  shares  of  foreisn  corjK>rations  in  the  hamls  of  individu.il 
resi(h'nts.  .Ml  those  states  which,  as  we  have  seen,  declare 
it  to  be  justifiable  to  t:ix  both  corporation  and  shareholder, 
of  course  do  not  hesitate  to  tax  the  shares  held  by  residciu-, 

'  I.ii.  Art.s  of  1S,S,S,  no.  ,S.j,  .sec.  27;  Minn,  Ocn.  .Stiit.,  chap.  \i  ;  Ntl.  V,' 
of  March  1,  I.ST'.I,  sec.  :V2. 

-N.  H.  Ceil.  Stat.,  chap-s.  .■y.i-r,;-,  Tcnn,  l.aw.s.  l.SlkS^tiO,  chap.  •),  ,scc.  \l 

'  N.  Y.  Laws  of  ISdl),  ch.ip.  7<)1;  Laws  of  1SS2,  chap.  100,  §  lUJ.  Cf.  I'.n- 
pic  r.v.  C<)inii!k<ion.rs  of  T,ixcs,  t>9  N.  V.  <»1.  'Ihc.-^c  .New  Y  rk  law.-^  w,  r. 
repealed  wlicn  the  sp<-cial  1%  hank  ta^  \v;us  nnpo.sci  in  WM  .  Cf  suim: 
p.  l.")7. 

'  It.  1.  I'lil).  .'^tat.,  chap.  A.i.  >iot\  V2. 

"  .Mr.  Kcv,  Stat.,  tit.  i.,  si>c.  14,  §  ,{. 

'■  Vl.  Kcv,  Laws,  tit. !»,  chap.  •_'•.',  sec.  •.>S,S.  Cf.  on  this  iH)inl,  Moore,  •(-,.:■- 
poratc  Taxation,"  m  .l>m  ri,;i„  Lnii  l{iri<irU,r  ISSI,  p.  771.  Moore's , si :i i. - 
nieiitsari' not  entirely  aeeiirat*'. 

■'  .'.   .M(///l(,   p.   ll(i."(. 
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(■or|)<)ralioiis.    The  „t|„.r  states  whicl,  d,.,-! 
taxation  of  (•orjM)ration  an<l  sharehold) 


loiiiesue  and  toreign 
ire  tlie  simultaneous 
i"»  ■••nd  shareholder  to  l,e  (hipiieate  taxation 
may  be  divid,.,!  into  two  elasses.     Some  of  them  exem„t  th,'. 
shares  hel.l  i.y  n-sidents  m  foreign  .-.nporations,  l.ut  only  when 
the  foreiRM  eoriK.rations  th..mselves  are  aetuallv  taxed  l.y  th,: 
state  of  tlu.ir  resid.mr.     Thi>  is  the  rule  in  almost  all  of\\eu- 
Ku«hmd  and  m  a  few  other  states,  like  California,  Louisiana 
.nd  New  Jers,.y.'    N,.v  York  goes  still  further,  ami  always 
presumes  that  the  for-'i^n  eor,K,ration  has  he,,,  taxe<l  hv  tiu- 
state  o    Us  res.d.-nee.^'     In  a<:tual  praetiee  the  custom  is"  very 
miKh  the  same  in  the  other  states  mention  •(! 
Some  stat..s    howevr,  like  Massachusetts,  mak,-  a  distinc- 
....    hetween   fon,«n   and   .lomestic   corporations,   exempting 
he  sharehold.Ts  of  ,lom,-stic  .•or,M,rati.,ns  (or  taxing  them  onh 
hro.iKh  a  simple  tax  on  the  corporation  itself),  hut  assessiuK 
the  shan.holders  of  forein,,  rnr\H,rMums  on  their  shares     This 
practwr  has  Knen  to  consideral.l..  controversy;''  but  from  the 
standp<,mt  of  justice  in  taxation  il  can  b,.  d..fende«l  onlv  to  a 
very  limite.1  extent.      .X.rordinK  to  th.'  principle  of  rHative 
-o.u,m,c  interests,  the  shareholder  of  a   foreign  corporation 
~  indeed  under  a  c,-rtain  obliRation  to  s„p,K,rt  the  state  of 
hiyesidenc...     Fhe  pr-.p.T  way  to  satisfy  th,-  .•o„fii,.ting  claims 
.>.  howevc-r,  to  have  tlu-  fon-ign  stat..,  whi,.h  taxes  the  corpola- 
...n.  .l.vide  th..  tax  ac-onling  to  som,-  agr..,,nent  with  the  staf 
h..n.  th..  stockhol,|,.r  r..si,|,.s.     To  tax  th,.  shar..hol,I,.r  wh..n 
t  .^  f.m.ign  Stat..  alr,.a,iy  tax..s  th..  ..orporation  se..ms  inadmis- 
s  hie,  wh.l,.  ..nt.r..|y  to  c..x,.mpt  th,.  shar,.hol,I,.r  is  unfair  to  the 
s  at,,  of  h,-,  n.s„l,.,u.,..    Some  >norlus  rircrli  .n.^ht  to  b,.  arrang.-d; 
..     so  lotig  as  ,t  .loos  not  ..xist,  th,.  NVw  York  rul,.  shoul.l  bo 
loiiuwe.l. 

'  N'.H.  Gen.  Liws  1.S7S,  chap.  .-),?,  «■<..(',■         Hry.";!-.!     titiv    ,.1,   .     ,■> 

(      1.     ,      '.''^  •  ^'".  '■"""'•'^'"  '    ■M.Kk..y.  ■_'■_>  F,.,l.  H,.p.  im. 
■'.'.  Uuyt  ts.  C.)riimis-ii,,ncrs,  :.>;!  \    y    •>>j  iistili 

-r4l,>,:.,,,a„,i,„;.,.h,„..ryl,yll,,.f,,nu'n...,rp..ral,,mwcn.,|,.,lu..t...i 

n.::u!";  r'u;.!;,!.'"'.:^v:;'"'''';:':;  ^'^-■.  '^^  of  "-^''>.  "'-p.  r.  s..,.s.  V';; 


:  n.ll.aws!l<»Ot,,art.SI,s,.,..  l,5,i. 
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Sui-h  is  the  situation  in  n'Runl  to  shiircs  of  stock.  The 
same  <iiU'stion  can,  of  course,  arise  in  reference  to  niortnuKe 
bonds.  As  regards  the  simuUiineous  taxation  of  cor|M)ral<- 
projMTty  and  ti;e  individual  ixindholder,  the  disaKreenietit 
is  less  profound  only  because  coriH)rtte  loans  are,  as  we  know, 
rarely  taxed.  In  the  one  conunonwealth,  < 'onneclicut,  where 
certain  corporations  p.ay  what  has  heen  |)rr)nounced  a  property 
tax  on  the  value  of  their  stocks  and  honds,  it  has  l>een  held  rmt 
to  be  double  taxation  to  assos  the  individual  bondholder  as 
well  as  the  corporation.'  Vet  Pennsylvania  comes  to  the  op- 
|)osite  conclusion,  so  f.ir  as  the  bonds  in  this  <'onun()nweallh 
are  taxable  only  to  the  corporation  and  not  to  the  individual 
bondholder;  -'  for  in  these  states  neither  stockholder  nor  bond- 
holder is  liable.  The  federal  Supreme  Court  virtually  a<'cei)ts 
the  .same  j)rin(iple  in  deciding  that  a  tax  on  the  Iwnds  is  a  tax 
on  the  bondholder,"  the  coriwration  beinn  »"*c(l  merely  as  a 
convenient  means  of  collecting  the  tax.  It  may  be  confidently 
u.ssorted,  therefore,  that  so  soon  as  the  taxation  of  corixirati 
loans  iH'comes  .is  general  as  is  now  the  taxatiim  of  corpomtc 
stock,  we  shall  be  confronted  by  precisely  the  .same  dilli- 
eulties. 

If  we  turn  to  Kurope,  we  shall  find  a  still  greater  div(>rsity 
of  practice.  Of  the  Kuropean  countri's,  Switzerland  is  the  on' 
one  in  which  some  of  the  c-antons  still  tax  corporate  proi)ert> 
or  capital  stock;  and  in  Switzerland  the  condition  is  just  ,i- 
ch;iotic  as  with  u-*. '  Thus  one  set  of  cantons  (( 'darns,  (irison- 
Ha.selstadt,  .\argau  and  Ticino)  formerly  taxed  only  the  slian  - 
holder.'  The  intercantonal  comi)lications,  however,  soon  as- 
sumed important  proportions;  for  it  freiiuently  occurred  that 
the  great  majority  of  the  sliareholdiTs  roided  in  a  difTerenl 
canton  from  the  home  of  tlie  corporation,  to  the  manifest  d<t- 
riment  of  the  pui)lic  revenue  in  the  latter.    Owing  to  this  f.ut. 

'  liruliji'ixirt  IS.  I<i-,lu)().  :!:>('()iin.  Is7. 

•'  I'.i.  law  tif  .hiiio  :!il,  IsV;.  J  1.  H,  ii,r,'  the  coriKmit ion-lax  law  iif  Is^n, 
tin'  saiui'  prinriplc  applii'il  ta  all  ci.rporatiuii^  in  New  York.  Hcforc  'h' 
law  (if  ISIN)  this  priiii'ipl'  applir.l  aUi>  in  Marylatiil. 

*.*!tatcTa\.ui  I'onimi-li.'M  l'...ii(l>.  [r,  Wall.  :f(HI. 

'  (/.  in  n^'ncral,  S.-haii/,  Dii  Si,  u,ri,  .!,  r  Srhu-ii:,  i.,  pp.  *K)-00:  and  Ziir- 
I'liiT.  Knli.-ichi-  l),ir.sl,ll„,iit  b,tr,ff,irl  ./.vn-  Virlmt  .'<r  Dopi^  lhr.-<l,  !i,r;i  :. 
pp.  ■iti    tl.     Cf.  tlir  ralllion  on  p.airi' 'Jl'iO,  .^iijini. 

'Tills  ua-  tni"  m  (In-dn-  from  ls7l  to  lss|;  jn  Ha.-ifUta'lt  up  to  \<"- 
in  .\ari;au  u,  Iss:,:  in  linno  i,>  \\'M).  .s,.,.  ,|i.-  r.sp.M-tivi'  laws  in  Sclian  . 
"/'    "•'  .  HI  .  p    .'17:  n.,  p.    10;  v..  p.   1,  ^  _'0;  i\  ,  p.  -JSI.     \\,r  C.lanis,  .- ■ 

I'ifi..   \    ,  p.   i7."i. 
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tlu'  above-  system  lias  now  Ixvn  al.amlotir.J  l,y  a||  tl 


.■xcH'pt  Claras.  " '  ""  '"•'  '•••'"<«»''' 

A  |«.foml  S.1  of  ,.a„,„„s,  wl.i.h  tax  tl„.  .-orporaf  prop.rtv 
•'"•I  .n™,  .h.lu.t    tl...  .hans,  .livi.lrn.ls  or  intrns    i     ,  ,  , 
-n.  s  of  tl.c  .s..,...n,y  hoMers  of  -ion.,  sti.  .-urporations  f  ,>     t 
a.xal.!.  prop..rty  or  „...on....      Su.h  is  ,|.,.  h.lv  in  S..|,air     u 
H..rn.  \au.  ,  Aar«au  an.l  Iri,'  and  ,>  ,1...  pra.-.i...  in  Ha       ta  h' 

';^w"  r ;;';"  ""■  ^*"m'"^'  '"■''''■'■^  "^  '"^'•'«"  «-p..ra!i;; ' 

•'  .    mv.v.T.  not  .•x,.„.p„.,|  |,,,n,  taxation.    ( Irisuns,  n.orrm-.r 
-a^      H.  .•ur.ous  ,,rov,>..,n  that    ulal..  rorporations  ar.  tax    i' 
^l.nrtly    only  tl...  sl.an.|.ol.l..,s  .,f  .|.„.,.,,.;i,  ..„rporations  ar ' 
.-x^'mp  .  tl...   ,.m.  l.oI.L.rs  ,.f  h,„i.  .,,„„..,i..  ,„,!  for  .!«»,,„    • 
t  >..>  l.-.nK  taxa  .1..  ,..,nally  wi.l.  tl,..  ....rp,.rati.....^    In'Zn. 

•'     '<•  al..,v..  .antons,  as  ,n  Iri,  H.Tn  an.l  .Var^rau,  ♦!,,  „,,      ' , 
'-..  -Ts  ar..  ,.x.-,npt  .miy  Iron,  .•.,n.n.„nw..altl.  tax..        u     ar  . 
::d^.forW.U.a..l.....     It  i>  ,1...  san...  sysf.    it'^il!"    X 

><r\...i,  as  in  .Massacl.iis..tts. 
A  tl.inl  s,.t  of  .ant.ms  ,|.,  ,„.,  ,,,pi„,,  f^on.  .l.n,l,l,.  t;Lxation 
lit    ax  Ml,  (•o.p.,ration  an.j  s|.ar..l..,l.|..r.     S,a..h  is  the  l-uv 
:...Nhun.n,IX..,...,,a,..,...    <)ntl.isp..inttl....,....;sio      in    ! 

.■a    (ou«...l  an.  ...>ntra.liH..ry.'^     Kir.ally,  a  f..urtl.  s.-t 

."•I  tl...  s,.en,s    1...  ^^n.winK  t..n.|..n.y  in  Svvitz..rlan,l-se..k  to 
<l'v.<l"  tl...  tax   I,..tw,...n  .•..rp..rati.m  an.l   shar.UouL.     Thn. 

■  '..'.•-  un,|    ..,„,.,n,l,.s.,.,„.r.  v..,i,  .'.i  .\„v,.,Ml„.r,  Iss.",    ,<  7    i„  S,.|    [,     • 
1>    U  '  r.,  ,s...,...r«,.s,.,z  v„n.  10  Mai.   Iss.i,  .rt    .^.  ia  SI  ;,  "    v    i      •'rV 

^     _<u-.ul,u,„l,.„,  ^„.„,.rp.s..„  vo,n  2S  Au.uM,   ,ss,,  S  l.;/  i,f  s:;!;;,^:  t 

■S...U,.M-..s,„...,iv,.provisi.,„.i„S,.han..  v..  p.  :i7^.  .r.   /;;SS,  §  7:  n.  S  7; 

■Hyrn  (;,.s,.t>.lM..r,-tlVml,li,.,|ir..kt..nS,..,,,.rn,v,,M,:il  M^i    isso  SSI    s- 

-■!■'    .^.i,.?,,,       „,-'■■■  '^V^';'^  •  -.^'"1  ">•'•  •■.  S  :<:  i»  .^.liMMz,  v.,  pp.  l'is, 
;^' ;''"'^-    ■•  !>■   '•>.  also  in,-|„<!..s  Xuu  i„  this  rlass,  hut  ..rr<,n.-<m.lv    w 

'      -»-      II,.  opposes  ,|,ml,l,.  taxation.     ()„  ,1,.  ,„|,.,-  i,,,,,,]    „,,.  (•,,     ' 

''"'."  Ji<r  .scl,u;ic,n.Hcl,e  (;,.sd:.„lmno.  v..   „    4s(.      >J,.,,  ..i...,  '/,,'.' 
•.■..■.,;..  iO.  "        -■      ■  •     •       ■••••'  /■■'IT- -.-.x-r, 
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(icm-va  tttX«>H  the  conHmitidii  nii  iis  nalty  and  tlic  HliarV- 
h«>l(l«T  on  hi.s  sluircM;  hut  docs  imt  |Mrmit,  llic  shiir»hi»ld<  r 
to  inukf  a  |)ro|M>rtioiiatc  rc<lii<tioii  for  tin-  cnrfMiratc  realty 
already  taxisl,  as  is  the  case  in  New  York,  New  Hanipshirc 
and  Tennessee.'  ApiH'ti/.cll  taxes  the  sliarelioldcrs  on  the 
market  value  of  their  shares,  hut  the  corporations  only  on 
their  res«TVe  funils.-'  In  Zurich,  the  shareholders  are  taxed 
on  their  shares;  the  cor|K)rations  on  ;  ■  reserve  fund  .and  their 
income  in  excess  of  five  |mt  cent  of  the  c.upital.  The  income 
below  live  per  cent  is  not  t.ixed  Ixcaiise  it  is  sup|)ose('.  to  he 
hit  by  the  tax  on  the  shareholders.  For  puriMises  of  local 
ta.\ati(m,  however,  the  shareholders  are  .issessed  on  their  shares, 
but  the  corporatiim:*  pay  only  on  their  realt-  ,ind  on  a  pro- 
portionate p.art  of  their  reserve  funds.' 

The  ItiHT}  "tlraft  of  a  federal  law  on  double  t.-i.xation"  souffhf 
to  divide  the  tax  between  corixmition  and  shareholder  in  a 
new  way.  Tlu'  stockholder  was  to  be  as.sessed  by  the  place  of 
his  domicile  on  the  market  value  of  his  shares  u|)  to  the  amount 
actually  paid  or  on  the  dividends  u|)  to  five  per  cent;  while  the 
coriM)ration  was  to  pay  only  on  tin-  value  of  the  c!i|)ital  or 
divith'nds  above  this  iigure.'  .Mthounh  this  particular  draft 
failed  of  adoption  because  of  the  je.dousy  of  the  individual 
cantons  at  the  sui)iK)sed  infrin>rei;-,er-'  f  tiieir  -;.i«e  riRhts,  the 
principle  has  nevertheless  been  accepiod  by  a  single  common- 
wealth,—Vaud.  In  this  canton  all  shares  which  stand  above 
par  and  all  bonds  which  pay  more  than  four  |)er  cent  intere-t 
are  assessable  to  the  individual  owners  at  their  par  value.  Tht 
coriH)rations  are  a.s.se.s.sinl  only  on  the  surplus  above  the  capit.il 
stock,  i.e.  the  reserve  and  sinking  funds  .und  other  sums  earned 
«luring  the  year.'    .Such  a  clumsy  method  is  not  likely  to  Im' 

'  (Icnivc,  !x)i  Kononi'c  sur  "  cimtriljiilions  piil)li(,ucs,  liu  !»  iiovttnlir.  . 
1.S.S7,  art.s.  ,{(K),  321;  in  .Schiiii- ,  v.,  pp.  1.51,  l.",.-,. 

-  VollzichunK-^vfroniniinn  Ulitr  .lie  Aiisfulirunn  von   Art.   Itl  d.r  V.  r- 
fiuwunK  Ix'trefTcnd  iJiLs  .StciuTwcscn  (  \i>ril  .'),  IsSOi,  ;irts.  .">  ti     .Schnnz   \ 
p.  2i\. 

'  (icsctz  bctrrtlcnd  die  V'crrniiucns-,  lunkomnn'n-  mid  AktivhiirtirrHtni.  r 
voni  24  April,  ISTO,  5S  2,  4;  Aiilriliinu  Ix'ir.  dxs  bci  dcr  .s,.ll)stl;ix;ili.iM  .  .  . 
■Ml  heohachtcndf  Vcrfalircn,  J  ti;  (l.sctz  hctrflTciui  da.-<  (Mtiicindcwisi  p, 
§  1:57,  d,  c.  .Srhanz,  v.,  pp.  423,  424,  131,  4;W;  ii.,  p.  13.5.  Cf.  Ztlrclicr,  p  -. 
ril..  p.  3!). 

*  l5undcsK<'Kctzcnt\vurf  voni  ti  Miirz.  1S,S5.    In  .~<rhanz.  i.,  p.  (H\. 

-  "L(■^^  actions  et  part.s  dc  socicli's  ipii  (int  Iciir  Mi-\iv  ei"  .'<nissi>  d  dont  1 
ours  a  la  hoiirsf'  est  .Mupericiir  a  Iciir  valciir  noiniiialf  on  <|Mi  rappdrtrrit  in 

intCTCt    .SUIM'riclir  :.|U  4    '"jr  ttllt    dc  <".■!!'.■   Valllir.   m:!1!    :i!!!1!i!:';--  d    '■-   '      ■■■'- 
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that  S.i,».,|„,„|  |„.  „„  „,,|,,|  ,„,„„:,.'■''"'■''       "  ■■  -'■■  tli-n. 

-.vt:,": :,'",:.,;:.",::;:':',  !:",:.!■;■'■;  ;;"";•"""■■■  '""■-"- 

Ti..  .-,,„„■  .,u,...„„„-     ,' , ' , ; '  ;■  ■"'■;' '  ""■ - 

'"r\-'  :"■■";■ '■■'-' "'  '■■■'■/hiii;  ;■;;.',:;;;,:■' ■"■■  '""'• 

•■r ...t..r..-t ,1,,,. ii„. .,,.,.,i,v i„.i,i,.r., „;, , ;„ r,  ■'■■' "''"'i' 
;:;i;::'r;^:;;;;;;r',-,:,,;''>t''-' -- r- 

l:z;;:rH:::irii,:i;-,rsr'-f:»""'n: 
r:--'-,::;r;:r--:^:.::;r::':;;,::::;:;'l 

-nt-..V  .  .      ,.„;.;,'•  TT"'   '■'    ^""""1— -ntnt.   ...m.pns,    .|,  h 

"-. 'lu 21  a,,,-.,.  ivH,i. ;;[. ;,  s''h,,„'c" '' ";^^"  "'^ '^ f"^'""- ""•'"'"••r-. 

;  KIIi>,  A  (;.u,h  I.,  l/,r  /„ro„„   T„x  Ar/..,  p,,   "s- 1 1-> 

'"■•  '■ir<i"a...or,.. ;„;.;,;,';,■      ^  •'""'■' -^ ''"'"-'""  ■"■ ""- 1-",,;. . 

-l^'M^ir 'n.tr:;,::c'^'''  ^'"  •"■;  '-^'''''-  -••-!  >  n.i.i.M  ..i...  p.. 

-".  y  J  2.  '^  *'*"■  '"■'■ '   """"''■'  ^"'  ^-I'ii'  i  ')•  ri<Th,.zza  nml.il... 

_   ,  _;  <   rMKh..ninn.,  tl>rfttain,.nt..  T  i,„,K,<fa  nlaliva  an.h. 


'  rH'iit,.  rival.ntl,.s,.n,.  Bui  l..r„  :,<^..n..,L, 
■■■•>■'■,  art.  I." 
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duct  anything  from  the  coupons,  hut,  as  with  dividends,  charge 
the  tax  to  expense  .'ceount.  In  this  eas<!  it  would  seem  as  if 
the  stocliiiokhTs  were  lial)ie  for  the  tax,  since,  strictly  speak- 
ing, it  would  have  to  come  ultimately  out  of  the  stockholders' 
(iividi  nils,  and  not  out  of  the  bondholders'  interest,  which  is 
legally  fixed.  In  actual  practice,  however,  this  distinction  is 
not  observed.  The  hondholdens  moreover,  are  not  ar  sessable 
if  the  corporation  has  i)aid  the  tax.  In  France,  the  tax  sur  le 
rcnnu  <ks  vakitrfi  niolnlurcs,  so  far  as  it  applies  to  th(>  dividends 
or  interest  of  corporate  securities,  may  be  prim:irily  collected 
from  the  company  and  then  deducted  by  it  from  the  sums  due 
the  security  holilers,  as  in  England;  or  the  tax  may  be  assumed 
directly  l)y  the  companies,'  as  in  Italy. 

In  Ciermany,  every  iM)ssible  plan  h  is  been  tried,  without 
reaching  any  definite  or  uniform  conclusions.  The  ma+tcr  is, 
moreover,  fartlier  comi)licated  by  the  fact  that  corporations 
like  individuals  must  pay  a  business  tax  {(kwcrbcsteucr),  some- 
what akin  to  licenses  or  occupation  taxes  in  the  Southern  states 
of  tiie  .\merican  I'nion.  In  a  number  of  tJerman  states  (Olden- 
burg, Brunswick,  (Jotha,  Schaumburg-Lippe,  Waldeck  and 
Liilxck)  the  corporations  pay  no  income  tax,  but  the  share- 
holders and  bcndholilers  are  taxed."  In  other  states,  Hke  Saxc- 
Weimar,  ;,ii)i)e-l)etmold,  Hremen  and  Hesse,  the  corporations 
are  assessed,  but  the  shar(>holders  and  bondholilers  are  exempt.' 
Even  in  these  commonwealths,  however,  the  definitions  of 
corporate  net  income  do  not  tally.  In  most  of  tlie  remaining 
state;,  like  Prussia,  Saxony,  Hadin,  Bavaria,  Wurtembcrg, 
'  Tunqu^roy,  TniiU-  .  .  .  </<  rimi>6t  .sur  /.■  rmna  des  valeum  wo)iilihes, 
■..p.  1  t:}-l.')();  Vin"'';^,  Trnilv  dtx  imixUs  en  Fnimr,  i.,  pp.  405-4(H);  K:iufT- 
miitui,  Die  Findiizoi  Frinikriirhs,\)\).2SS,2'^)\. 

-Cf.  Ili(-  (li'tails  in  Antoni,  "Die  Slcucrsub;i'ct>  iin  Zusiinimt-nhiiltp  mit 
(lt>r  iJiirclifUhriiiiK  ilcr  Allncim-inhcit  diT  afsltnicniiii?  niich  di'ti  in  Dcutscli- 
laiiii  tjcltcndcn  StautssU'Vurncsctz.'n,"  in  Fimiuz-Archiv,  v.,  pp.  9UV-103;i, 
especially  U»ll).  Tiie  sti.cini'nts  in  this  parattrupli  are  true  of  the  situaticiii 
n  IS',!.').  I'or  later  chanties  see  tlie  work  of  H'lini,  cited  .suprn,  p.  2t)2,  note  :{ 
'  Sich-<en-\Veiinar,  Ccset/,  iiher  die  allci'meine  i:inkon)niensteuer,  von  10 
Miirz,  ISC'.)  (with  amendments  of  1S74,  1S77  and  1H,SI)1,  §§  Wand  4.  Printed 
in  Finniiz-Arrhii:  li.,  p.  (t:VJ.— Lippe-Detmold,  Gesetz  die  Ktassen-  iiml 
kia.-<.silizierte  Kinkomment<t«-uer  hetn'ffend,  vtm  ISC.S  (with  amendnu'nts  uf 
1HS2  '.ind  IS.S.")1,  s§  1.  "■ — Bremen,  EitiVoTi.men.-;teuertJe.><etz  von  17  De?  , 
\S.-~\,  5  .-,.  -IIess<'n.  (\isvii  von  1,HS4,  di"  i:iiifiilmmn  der  KinkommonsteiK  r 
lietn'lT.'iid,  arts.  I,  lit.  In  Finnm-An'  i.,  pp.  ;Wa-4:U.  For  Hesse  m 
particular,  see  Schanz,  "Die  direkten  rn  liessens  und  deren  neue«ic 

Heform,"  Fitiiim-Arefiiv,  ii.,  pp.  235-5  Also  Conrad's  Jalirbachcr,  xii., 
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Mecklenburg,  Anhalt  and  the  other  minor  commonwealths 
both  corpor-  .en  and  security  holder  are  taxed— the  corporation 
on  Its  I-  ,()!n(>  ur  !-.iMiie-<s,  the  individual  on  his  income  from  the 
corpon  <•  -rciiiity.-  h.  „„,.  ,i,.s  (Ba.l<.n)  the  same  income 
was  ur  1  .-.vr.tly  tn.vd  four  times-that  is,  the  corporation 
paid  a  •■  j-iH  ss  -ax  Uicwcrbcsli  ,.cr)  and  an  income  tax,  while 
the  mdividuai  .-t,;...  bolder  or  Inindholder  paid  not  only  an 
mcome  tax  hut  also  a  tax  on  the  interest  of  his  capital  invc  ed 
m  the  bonds  or  stock  iKapitnlretitnistcucr).'  In  the  oritfnvil 
<lraft  of  the  bill  to  reform  the  Prussian  law,  this  same  qua  -pie 
taxation  was  proposed;  •■*  but  its  injustice  was  so  manifest  ih-.t 
the  project  failed.  It  was  also  proposed  in  Hesse,  but  without 
success.  In  19()(i  the  supplemental  i)r()pertv  tax  took  the  place 
of  the  busmcss  tax  and  of  the  capital  tax  in  Baden,  i)ufas  both 
corporations  and  individuals  are  subject  to  this  property  tax 
the  quadruple  system  virtually  continues.'  Baden,  therefore' 
IS  the  only  state  in  the  world  which  can  pride  itself  upon  assess- 
ing the  s  mo  subject  four  times. 

We  see,  thus,  that  in  Europe  there  is  no  settled  practice  at 
all,  although  the  tendency  seems  to  be  to  tax  the  corporation 
and  to  exempt  the  individual  on  his  income  from  corporate 
mvcstments.  I.s  this  the  correct  policy?  Is  it  true  that  in  tax- 
ing the  corporation,  whether  on  proj^erty  or  on  income,  we  arc 
taxing  the  individual  holder  of  the  shares  or  bonds? 

This  brings  us  to  the  pith  of  the  question.  What  is  the  in- 
cidence of  th?  corporation  tax?  Wh(>re  does  th(>  burd.'ii  really 
fall?  This  question  has  never  yet  received  adequate  attention; ' 
'.Sachson,  Einkommonstcuerpwt  z  von  1S7S,  §  4.— Fiavoni  Einkom- 
mrnst™orRm>tz  von  ISSl,  art.  1,  §  ir,.  In  Scissor,  l)i,-  Gr.ctzr  uhcr  die 
ilmklen  Stinirrn  im  Kgr.  Bw/.m,  i.,  15S.— \VUrtcml)orK,  Ocsetz  von  1S72, 
an.  1,  §3.  In  Sammliiitg  inirllrmhrrginchrr  Siriirrgc.iitze  ( ISS.'i)  —  .Mcck- 
li>nI)urK,  r.'vidi<Tt(>.f  Contributionsodirt  von  1S74,  §§  i:{,  to.  -Hadon 
Grsctz  von  1884,  die  Kinfilhrung  oincr  allK.'mcin.'n  'Einkornnu>n.stru,.r 
hctrctT.nd,  art.  5  In  Fhimiz-Arrhiv,  ii..  pp.  .•!(li-:ji)4.  Cf.  I'l,ilipi),sl,rrK, 
(•'srlz  nhtr  <lw  dircktm  Slviurn  in  li,uhn  1 1S8,S).— Anlialt,  Ocsctzo  v„n 
l*^^<',,  ,ii,.  EinfUhning  oincr  Einkoninicnst.Micr  .  .  .  bet rcfTcnd,  J§  2  4 
'.^  S.hanz,  "Die  .Stouorn  im  Ilcrzogthiu!!  .Vnluilt,  ihro  EtitwickolunR  iind 
niMii-sto  Hofomi,"  Fitmnz-Archiv,  iv.,  pp.  !)»il-107(),  c.^pocially  1016.  For 
lrus,sia,  .sec  Kinkommcastcuprgcselz  von  ISitl,  §5  12  b,  14 

,/ !''"T''-!:''''''''   "•'   P-   •'-"•     ''■'■•    '"^'''•'''''    ''Die  direktfn  Steuom   in 
liadcn,    HI  Urimiz-Arrhiv,  iii.,  p.  ;?.'iO. 

'  iMnkommi'n.steucrRPsctzcntwurf  von  1883. 
I  < '/.  bhim,  op.  ril.,  pp.  r)2-r)f.. 

iZi".  "'y'**'  "''''."""'.f!  '.".''  >iisciis,sion  .if  lliis  question  is  to  1>(.  found  in 
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VI.  Incidence   of  the    Tax 

It  is  Roncrally  assumed  that  a  tax  on  a  corporation  is  a  tax 
on  the  sliarehohh'r  or  homlliohlcr.  Hut  as  has  already  Imm-u 
pointed  out,'  a  distinction  nnist  \w  dra\vr\  l)et\v"en  tiie  original 
holder  and  the  recent  purchaser  of  cori)orate  securities.  I'nder 
certain  circumstances  the  burden  of  a  tax  is  not  home  by  the 
l)urchaser  of  new  coriH)rate  securities,  but  falls  entirely  on  the 
original  holder  of  th(>  old  securities  issucnl  before  the  tax  was 
im|K)S(>d.  If  a  corporation  is  taxed  on  its  income,  and  if  no 
similar  tax  is  levied  on  other  coriwrations  or  on  other  securities, 
the  stock  will  fall  in  value  and  the  new  purchase  who  buys  at 
tl.e  reduced  price  really  buys  free  of  tax.  .VlthouKh  he  pays  the 
tax,  the  amount  of  the  tax  is  thus  discounted  in  the  depreciation 
of  the  security.  With  the  lapse  of  time  and  the  fluctuations  in 
the  market  the  original  holders  all  disappear.  IIenc(>  at  any 
given  time  an  exclusive  income  tax  leviinl  only  on  the  coriM)ra- 
tion  and  not  on  the  shareholder  do(>s  not  atYect  anvone  exci-pt 
the  original  holders  who  bought  before  the  impositicm  of  the 
tax.  It  is  only  a  (juestion  of  time  until  this  class  of  original 
holders  disappears  entirely. 

As  to  bondholders,  the  argumimt  is  precisely  the  same  if 
the  corporation  is  empowred  to  deduct  the  tax  from  the  ui- 
tcrest.  The  lower  rate  of  interest  is  discounted  in  the  deprecia- 
tion of  the  bond,  so  that  the  new  purchaser  loses  nothing.  More- 
over, in  those  cases  wh(>re,  as  we  have  seen,  the  tax  is  lioni- 
by  the  corporation  and  not  ded\icted  from  tile  interest.-'  tli. 
bi>ndholder  does  not  suffer  at  all,  except  in  so  far  as  it  .somewluii 
lessens  the  security  of  the  mortgage. 

Of  course  this  is  more  or  less  true  of  all  new  taxes  und.r 
certain  conditions.  By  virtue  of  what  is  called  the  cai)itali/:i- 
tion  of  taxation  a  new  tax  may  aftect  the  original  owner  of  tlu 

hiiiKcr  ZiilM-hrift  fiir  (He  gc>!ammte  Slnntswiiiscnschuft,  184(>.  pp.  201-^-1. 
Cf^prciuUy   ;il.T   (/   «'(/. 

'  S:iiini,   p.   lOS. 

-  Durinp  llif  Civil  War.  when  :i  federal  lax  was  imifo.-'cd  on  the  <'(iii!'  •-- 
anil  (livi.lcmls  of  <-iTtain  ■■orporations.  many  corporations  dcclarcil  il"- 
"frtcof  tax."  anil  nfiised  to  wilhliold  tlic  amount  from  the  sums  diif  K.  ''  ■• 
l)oMdliolder<  and  s|,,cUliolders.  'I'lic'V  simply  assmiKMl  the  tax  and  cliaru-i 
it  to  (Aprtise  account,  asserting  that  while  the  law  .inthorized,  it  did  ••■1 
direel.  them  towilhhol,!  the  tax.  See  liiirrnal  lOnimi  }{,i„nl,  vol.  i.  (l^i" 
p.  l.j;{.  -I'he  i)raetiee  wa.s  t  luis  lli(  same  as  in  Italy  to-day. 
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taxable  article  more  than  the  now  purchaser.  In  the  caoe  of 
direct  taxes  the  ori>j;inal  holder  may  be  injured  while  the  future 
purchaser  may  discount  the  tax  in  the  depreciation  of  the  article. 
In  the  case  of  in<lirect  taxes  the  reverse  is  true,  for  the  effect 
of  the  tax  often  is  to  increa.se  the  price.  The  lucky  owner  who 
holds  the  commochty  before  the  imjwsitlon  of  the  tax  then 
reaps  the  hcvj-i'A  of  the  rise  in  price.  The  [)oint  which  is  usually 
ov(>rlooke(l,  however,  is  the  ((Uestion  whether  the  new  tax  is 
general  or  partial.  If  the  direct  tax  applies  to  all  subjects  in 
tli«'  da.ss  and  to  all  classes,  then  the  n(>w  pu.-chaser  is  taxed 
e(|ually  with  the  original  owner.  For  if  the  tax  is  general  there 
will  be  no  depreciation  in  value.  It  is  only  when  the  tax  is 
I)artial,  as.sessing  some  articl(>s  in  the  d.-iss  more  than  othiTs, 
that  it  may  under  certain  conditions  be  ;ij)italized,  and  that  a 
decrease  in  the  value  of  the  overtaxed  article  may  ensue. 

If  we  apply  this  principle  to  the  corfwration  tax,  wo  reach 
the  following  results:  If  the  corjwjration  tax  simply  forms  a 
part  of  a  general  scheme  of  income  taxation,  as  in  England 
or  in  Italy,  the  shareholder  must  indeed  be  e.xenii)ted.  Since 
tile  tax  affects  the  interest  on  all  investments,  not  simply  on 
c()rporate  .securities,  the  investor,  whose  interest  was  cut  down, 
will  not  find  any  non-taxable  securities  of  ecjual  desirability 
from  which  he  can  obtain  the  original  rate  of  interest.  In 
such  a  case,  therefore,  the  tax  on  the  corporation  is  a  tax  on  the 
investor.  To  tax  both  corporation  and  individuals  on  their 
income  would  rc'  lly  be  double  taxation.  On  the  other  hand, 
if  the  corporation  tax  is  partial—/,  e.  if  (mly  corporate,  and  not 
other,  securities  are  tared,  or  if  only  ;i  few  classes  of  corpora- 
tions are  taxed— then  the  taxation  of  the  corporati(m  is  not 
sufficient  to  reach  the  purcha.ser.  He  will  jmictically  escape, 
because  the  freedom  of  investing  in  non-taxable  securities  will 
enable  him  to  discount  the  tax  in  the  price  he  pays.  If  a  general 
iiicome  tax  is  imposed,  it  will  not  be  valid  for  the  new  purchaser 
"t  corporate  securiti(>s  to  claim  exemption  on  the  gnjund  that 
a  tax  has  already  In-en  miiHised  on  his  particular  corporation. 
lit  tax  both  the  corporation  by  a  special  corporation  tax  and 
the  shareholder  by  a  general  income  tax  in  such  a  case  is  not 
unjust  or  doubh'  taxation.  To  tax  the  co.i,oration  alone  would 
ill  reality  not  burden  the  sharehohler  who  purchased  after  the 
'  ix  was  imposed.  .Vn  adflitional  i:\x  (m  the  new  shareholder 
111  lommon  with  all  other  recipients  of  income  would  thus  really 
■■"iistitute  no  inju-tic"  to  him.    'i'l;,.  pnictical  difficulty  of  course 
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would  consist  in  distinguishinR  between  the  old  and  the  new 
owners. 

Thus  far  we  have  been  discussing  the  incidence  of  the  cor- 
poration tax  in  a  scheme  of  income  taxation.  How  does  the 
matter  stand  in  the  case;  of  a  i)roperty  tax? 

The  principle  Is  the  same.  Let  us  assume  that  in  addi- 
tion to  the  corporation  tax  a  peneral  property  tax  is  actually 
levied  on  all  indiviihials.  The  corporation  would  then  pay 
the  first  tax,  and  the  individuals  woukl  pay  the  second  tax 
upon  corporate  shares  and  bonds.  This  would  indeed  be 
duplicate  taxation,  but  only  on  the  assumption  that  the  cor- 
poration tax  is  imiK)sed  on  all  corporations  in  general,  and  that 
the  property  tax  is  actually  assessed  on  all  kinds  of  property. 
In  such  a  case  it  would  be  unjust  to  tax  both  corporation  and 
shareholders.  This  is  the  assumption  made  by  most  of  the 
American  commonwealths,  which,  as  we  have  seen,  generally 
exempt  the  shares  when  the  corporate  property  or  franchi.'^c' 
is  taxed. 

The  a-ssumption,  however,  is  not  always  correct.  In  the 
first  place,  only  siiecial  cla.sses  of  coriwrations  are  sometimes 
taxed.  Secondly,  the  general  property  tax  we  know  to  be 
general  only  in  name,  for  by  far  the  larger  part  of  personal 
property  or  of  investments  in  the  hands  of  individuals  escapes 
taxation.  Under  these  conditions  the  matter  may  be  entirely 
different.  If  the  tax  be  imposed  on  onl>'  a  particular  class  of 
corporations,  and  if  the  <;omlitions  are  not  such  tu-*  to  bring  about 
a  siiifting  of  the  tax  to  the  consumi-r  of  the  commodities  pro- 
duced, the  corporation  tax  will,  if  all  other  securities  escape 
assessment,  be  discounted  in  iW  lower  market  value  of  the 
shares,  because,  other  tilings  being  ecpial,  the  value  of  new  in- 
vestments will  vary  in  proix)rtion  to  the  net  profits  to  be  di- 
rived  therefrom.  Although  the  corjKjrate  tax  reduces  the  divi- 
ilent^-,  the  reduced  tlividends  on  the  reduced  value  will  vitiil 
to  new  investors  as  large  a  percentage  as  did  the  larger  divideiul- 
on  a  property  of  greater  value — greater  because  untaxed.  Thu- 
where  there  is  c.niy  a  partial  tiix  of  this  kind  on  personal  jini; - 
erty  a  special  corporation  tax  puts  the  new  purchaser  of  shan  - 
in  the  same  {Hisition  as  if  he  owned  non-taxable  property,  i.  -. 
it  virtually  impo-es  no  ailditional  burden  on  any  of  the  sliarr- 
holders  except  tlie  original  owners.  In  tlie  case  of  hondh()ldiT> 
where  the  corporation  tax  is  deducted  from  the  interest,  tin-  - 
tHpially  true.     When  the  corporation  tax  is  assumed  by  .  ^ 


i^moi^uM'  '^.^ 


THE    TA.\ATl(f\   ()[•  (Vlfl'Oli.iTlOXS 


311 


:«, 


corporation  and  not  deducted  from  tlic  interest— the  almost 
universal  rule  in  the  I'nited  States— the  bondholders  are  not 
reached  at  all,  except  in  the  very  indirect  way  that  they  may  be 
exposed  to  an  ultimate  diminution  in  tiie  security  of  their  lien. 
The  tax  as  such  does  not  strike  them;  their  proj)erty,  consisting 
of  corporate  bonds,  goes  scot-free.  ^  property  tax  or  franc» '  j 
tax  on  the  special  corjjoration,  under  the  given  conditions,  is 
really  not  an  additional  burden  on  the  individual  holder  of 
corporate  securities  or  at  all  ev(>nts  not  on  all  the  individual 
security  holders. 

The  practical  conclusion  applicable  to  the  United  States 
to-day  is  as  follows: 

If  the  corporation  tax  is  to  be  utilized  as  a  means  of  reaching 
the  faculty  of  the  security  hol(l(>r,  rather  than  of  the  fictitious 
person  known  as  the  corporation,  it  is  necessary  to  g(>neralize 
the  tax— to  levy  a  general  tax  on  corporations,  as  a  few  states 
are  now  beginning  to  do.  Furthermore,  the  corporation  tax 
must  be  regarded  simply  as  a  part  of  a  larger  system  of  taxa- 
tion, the  constituent  elements  of  which  must  endeavor  to  reach 
the  other  sources  of  the  taxpayer's  ability.  The  corporation 
tax,  in  other  wonls,  must  be  supplemented  by  other  taxes, 
l)oth  state  and  local,  in  order  that  these  taxes  combined  may 
stand  in  some  proportion  to  the  revenue  of  the  individual. 
Tlien,  but  only  then,  will  it  always  be  double  taxation  to  assess 
the  corporation  as  well  as  the  s{>curity  holder.  So  far  as  there 
IS  a  decided  tendency  to  generalize  the  corporation  tax,  the  trend 
of  American  legislation,  in  seeking  to  avoid  double  taxation, 
is  in  the  right  direction. 


*  4\ 


VII.  Local  Taxation 

T'p  to  this  point  we  have  discussed  chiefly  the  state  taxa- 
liun  of  corporations.  But  the  lesser  governmental  divisions 
:il.-()  have  their  claims  to  urge,  esjjeeially  in  modern  times  when 
I'M'al  needs  outweigh  so  heavily  those  of  the  states.  There 
:irf  no  less  than  five  different  methods  of  taxing  corporations 
i'jr  local  purposes  in  the  I'niteil  States.    These  are  as  follows: 

1.  .V  local  general  property  tax. 

-'.  A  local  corporate  franchise  tax  in  addition  to  the  general 
property  tax. 

■i-  A  local  tax  on  real  estate. 

4.  No  local  tax  at  all. 
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.").  A  distribution  of  tlic  stato  tax  on  corporat ion.s  to  local 
districts. 

The  first  plan,  that  of  the  local  property  tax,  is  still  usual, 
even  in  some  of  the  coinmonwca'tlis  that  have  al)andoncd  the 
general  property  tax  on  corporations  for  state  |)uri)oses.  Cor- 
porate property  is  in  some  cases  measured  by  the  capital  stock. 
In  New  York,  for  example,  while  banks,  insurance  and  tele- 
graph companies  are  taxed  according  to  special  laws,  in  the 
case  of  other  (hmiestic  corponitions  the  tax  is  levied  at  the 
Visual  rate  of  the  local  tax  on  the  actual  value  of  the  capital 
.stock,  together  with  the  surplus  profits  or  reserve  funds  ex- 
cee<ling  ten  per  cent  of  the  cajHtal,  after  deducting  the  a.ssessed 
value  of  the  real  estate  and  of  the  shares  of  .stock  in  other 
taxable  corporations.'  Foreign  corporations,  however,  art- 
taxable  only  on  the  sums  actually  invested  in  the  state. 

The  second  method,  that  of  a  corporate  franchise  tax  in 
addition  to  the  local  jiroperty  tax,  is  found  in  Kentucky,  when 
th(>  tax  on  tl»e  franchises  of  certain  corporations  maybe  levied 
also  l)y  the  local  divisions.  Somewhat  analogous  to  this  are 
the  local  licenses  which  in  many  of  the  Southern  states  arc 
imposed  on  cori)orations  as  well  as  on  individuals  in  addition 
to  the  state  licenses. 

The  third  method,  that  of  a  local  tax  on  real  estate  only, 
is  becoming  more  and  more  common,  esjM'cially  in  the  com- 
monwealths which  impose  a  separate  state  tax  on  certain  kind- 
of  corporations,  like  transportation  and  insurance  companies. 
It  is  likevvise  the  custom  with  banks,  which  pay  a  local  nal 
estate  tax,  and  also  advance  the  tax  on  shares  assessed  to  the 
shareholders. 

Tile  fourth  plan,  the  exemption  from  local  taxation,  is  found 
in  a  few  states  which  impose  a  franchise;  tax  on  certain  clasM- 
of  cori)orations.  The  only  state  which  has  a  general  corpora- 
tion tax  law  in  lieu  of  local  taxation  is  Pennsylvania.  Kvm 
there  certain  classes,  like  purely  manufacturing  conipaiiic-. 
which  are  excepted  from  the  operation  of  the  general  coriwration 
t.ax,  are  subject  to  local  taxation  on  their  real  estate.  Further- 
more the  real  estate  of  railroad  and  other  transirortation  and 
transmission  companies,  not  necessary  to  the  exercise  of  tin  ir 
franchise,  may  be  ta.xed  by  the  local  bodies.  Some  cities  ar. 
also  permitted  l>y  their  chart er><  to  tax  the  real  estate  of  certain 
corporations.  luid  the  courts  luive  ruled  th.'it  the  general  ccr- 
'  Laws  (if  IS.")?,  rliap.  1.")t'>,  vol.  ii.,  p.  i. 
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porafioii  tax  law  docs  not  deprive  tliese  tnunicipalitics  of  the 
rinlit  to  tax  tin  ir  real  estate.'  Kiiially,  the  tax  on  banks  and 
insurance  conipanies,  hein^  in  some  cases  i)ractically  a  tax  on 
incomes,  does  not  exempt  their  real  estate  entirely  fiom  taxa- 
tion. Practically,  therefore,  in  I'-niisylvania,  ;is  hy  statute  in 
("a.iiornia,  the  exemption  from  local  ta.xation  applies  only  to 
public-service  cori)orat  ions. 

The  fifth  a:id  last  method  of  local  taxation,  the  distribution 
of  the  .state  corporation  tax  to  local  bodies,  is  found  in  the  ca.se 
of  railroads  in  several  states  like  Maine,  Missi.s.sippi,  West 
Virpinia  and  in  the  cas«-  <jf  coriHtrations  in  general  in  Ma.-.sachu- 
.sctts.  Hut  in  some  of  these  states  the  local  bodies  levy  addi- 
tional taxes,  U.S  in  Ma.ssachu.<etts  on  real  estate  and  machinery. 

Of  all  these  systems  the  third  is  clearly  the  best.  All  cor- 
porations with  the  i)ossible  exception  of  tliose  enjining  sijccia! 
municipal  franchises  should  be  made  to  pay  a  local  tax  on  their 
real  estate;  first,  because  it  is  mainly  the  realty  which  comes  into 
direct  relations  with  the  purely  local  functions;  and  .secondly, 
because  the  att(nii)t  to  tax  iXTsonalty  would  immediately 
lead  again  to  the  uncertainty  and  confusion  from  which  it  has 
been  the  p».licy  of  all  recent  reforms  to  (xtricate  us.  IJut  in 
the  ca.sc  of  public-service  corporations,  with  contiKuous  pieces 
of  real  estate  in  many  htcalities,  experieme  has  shown  the  ad- 
visability of  central  a.<sessment,  with  a  unit  rule,  even  if  the 
procetnls  of  the  real  estate  tax  accrue  in  a  fixed  ratio  to  tlu' 
localities. 

The  New  York  system,  therefore,  is  triply  unwise:  first, 
ti.'c;iuse  it  imiwses  a  state  tax  n.  corivirate  real  estate;  .secondly, 
because  it  further  im[)oses  a  local  tax  on  the  total  corporate  prop- 
erty; and  thirdly,  because  the  real  estate  of  i>ublic-service.  like 
other,  corporations  is  separately  a.-sessed  at  ridiculously  varying 
snnis.  by  the  local  officials.  The  former  Minnesota  or  the  Con- 
n'cticut  .sy.stem,  ;us  apjilied  to  railroads,  is  unwisebecau.se  it  im- 
poses no  local  tax  at  all.  Th(>  system  ;is  formerly  practiced  in 
'Washington  wa.s  unwise  because  it  imixised  only  a  single  state 
tax  which  \va.s  in  part  redistributed  to  the  local  divisions. 
.\!1  these  methods  err  becau.se  they  tail  to  analyz(>  the  deeper 
principle.s  that  underlie  corporate  ta.xation. 

The  plan  of  levying  a  general  state  tax  and  distributing  a 
pnrt  of  the  proceeils  to  the  coimties  or  municipaliti«'s  con- 
f  un-  a  fruitful  idea.     It  i-^  alreadv  in  vogue  in  an  incomplete 

•  Pcnn.=ylv;ini:i  R,  R.  Co.  r.-:.  Pit'sl)iirKh.  I'U  P:i.  .><t;it.',  ,522  (1883). 
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way  in  a  few  coininonwfaltli.s,  as  we  have  seen,  ^ut  it  is 
suscoptibU'  of  unat  t-xpaiision  and  may  lu-  of  coi  siclcra'.jjo 
va!u(>  in  solving  tho  vexed  ([uestion  of  local  taxation.  As 
applied  to  eorporations,  however,  siieh  a  plan  of  re<listril)Ution 
is  i)remature.  Intil  the  proeeeds  of  the  state  eori)()ration  tax 
are  sullieieiit  to  enable  the  eonunonwealth  to  dispense  entirely 
with  the  stat(>  tax  on  real  property,  nothing  of  the  kind  should 
be  eonteniplated.  Whatever  claims  the  local  divisions  may 
justly  have  on  the  overfilled  treasury  of  the  commonwealth 
must  be  set  aside  until  the  taxation  of  real  estate  is  left  ex- 
clusively to  them.  The  alwlition  of  the  state  tax  on  real  estate 
is  perhaps  the  most  necessary  reform  in  the  American  system; 
to  this  all  other  chanRes  must  be  subordinated.  If  the  conmion- 
wealth  treasury  should  be  supplied  through  oth(>r  sourer-, 
such  as  a  state  iniieritance  tax  or  a  state  income  tax  or  a  state 
tax  on  other  elements,  it  would  be  iwssible  not  only  to  abanddn 
the  state  taxation  of  real  estate,  but  also  to  relinquish  to  the 
local  bodies  a  portion  of  the  state  coriM)ration  taxes.  I?i:t 
until  that  time  arrives,  a  distribution  of  the  corporation  taxo 
among  the  local  divisions  will  be  inailvisable.  The  logical 
plan  for  the  immediate  future  is  to  tax  corporations  on  their 
receipts,  or  on  a  valuation  etjual  to  the  stock  and  Iwnds,  fur 
state  purposes;  and  to  tax  them  on  their  real  i)roi)erty  for  local 
j)ur]K)ses,  with  tlie  \nulerstanding  tiiat  in  the  case  of  pul)li(- 
service  conxjrations  this  local  real-estate  tax  should  be  sul)j<  tt 
to  central  assessment  in  accordance  with  the  unit  rule.  Thiv 
and  this  alone,  satisfies  tho  demands  of  scientific  method  aii'i 
of  practical  policy. 

VIII.  Conclusion 

I-'rom  the  preceding  survey  it  apj)ears  that  the  United  Statt  - 
are  .-lowly  ailvancing  to  a  more  rational  and  harmonious  systt  n. 
The  tendency  of  legislation  and  of  judicial  interpretation  in  tl  • 
most  progressive  states  is  toward  the  fo'lowing  plan,  wliiti.^ 
although  not  yet  comi'letely  realized  in  all  its  features  in  any 
one  state,  is  in  accord  with  sound  economic  principles: 

1.  Corporations  should  be  taxed  separately  and  on  difTeni.: 
l)rinciples  from  individuals. 

2.  Corporations  should  be  taxed  locally  on  their  real  est:."- 

only. 

•^    ( ',,5.r^^r,nf  jrif^j;  sl'.ould  l.'c  tiixcd  for  stoto  purposfs  OH  thiir 

earnings,  or  on  their  capital  and  loans. 
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4.  Only  so  much  of  total  «'!irninK.s  or  ciipilal  should  hv  taxid 
as  is  actually  received  or  rmployed  within  the  state.  In  the 
case  of  transportation  comi)anies,  a  convenient  and  fairly  ac- 
curate test  is  mileage. 

5.  Where  cai)ital  and  loans  are  taxed,  the  residence  of  the 
sharehoUh'r  or  bondholder  should  be  immaterial. 

t).  There  should  be  no  distinction  between  domestic  and  for- 
eign cori)oratioiis.  Each  should  be  taxed  for  its  business  done 
or  capital  emi)loyed  within  the  state. 

7.  If  corjMjrations  are  taxed  on  their  profKTty,  property  be- 
yond the  state  should  be  exemjjt. 

S.  If  corporations  are  taxtnl  on  their  cai)ital  stock,  they  should 
not  be  ta.\ed  again  on  their  property. 

ft.  Where  the  corporate  stock  or  ])roperty  is  taxed,  the  share- 
holiler  should  be  exempt.  If  corixjrato  loans  are  taxed,  the 
l)on<lhoi(ler  should  be  exempt. 

UK  Where  the  corporation  and  the  shareholder  or  bondholder 
are  residents  of  different  states,  the  tax  shoidd  be  divided  be- 
tween the  states  hy  interstate  agreements. 

11.  An  additional  tax  should  l>e  levied  on  corporations  which 
have  through  natural,  legal  or  econcmiic  forces  become  monoj)- 
olistic  enterprise*. 
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CHAl'TKH   IX 

MOUKKN    I'llOllLKMS    IS    TAXATION'' 

In  attempting  to  pri'scnt  a  survey  of  tlic  iiiodcrn  practical 
.irohlcins  in  taxatiim  \vc  arc  naturally  contnintcil  l>y  the  difli- 
culty  that  tiic  actual  pr()l)l<'nis  assume  a  dilTcrcnt  aspect  in 
various  countries,  an  as])ect  larnely  <-oloretl  hy  fluctuating  po- 
litical, economic,  and  social  conditions.  Notwithstanding  tlii> 
diversity,  however,  there  c;in  l)e  discerned  an  underlying  uni- 
formity in  the  modern  fiscal  development  of  civilized  nation>. 
and  it  will  he  our  endeavor  to  point  out  some  of  the  ditTorent 
])hases  of  this  development. 

There  are  several  consid<"rat:ons  which  distinguish  the  modern 
science  of  finance  in  the  study  of  tax  problems.  These  are,  in 
order:  the  pursuit  of  justice,  the  empha.><is  put  vi])on  modern 
economic  i)henomena.  and  the  insistence  ui)on  conformity  wit): 
economic  principle.    Let  us  consider  each  of  these  in  turn. 

I.  Justice  nnd  the  new  Economic  liasis  of  Society 
The  first  point  is  well  summed  u])  in  the  alleged  conflict  h.  - 
tween  the  fiscal  and  the  social  princii)les  of  finance.     We  -ly 
alleged  conflict,  because  in  reality  there  is,  from  a  deeper  poii  " 
of  view,  no  such  conflict  at  all.     It  is  sometimes  asserted  tii..- 
the  fiscal  object  of  taxation  is  simply  to  secure  revenue,  wli:  • 
the  social  obj(-ct   is  to  efTect  some  desiraiile  change  in  s(m  i 
relations.     This  antithesis  rests  upon  a  failure  to  observe  tl  • 
finance,  like  economics,  is  a  social  science,  and  that  even  fn  ::. 
the  narrow  political  jwint  of  view  of  the  relation  between  :: 
government  and  the  citizen,  the  government  cannot  derive  a:. 
revenue— that  is,  cannot  take  any  part  of  the  social  inconi'- 
without  inevitably  afTecting  soci.-d  relations.    The  fact  that  \: 
government  has  in  mind  solely  the  fiscal  aim  of  securing  revt  i, . 
does  not  alter  the  social  consequences  of  the  particular  revci.  . 

•This  rhuptcr  first  uppcurcd.  in  siichtly  dilTcrcnt  form,  and  uml.r    •• 
title  "Pending  ProMcnis  in  Public  linunrc,  "  ni  I'nxrtdiiins  aj'  the  I  or.,-- 
(./  \rl.-  ,i)i't  Sciirma.  I'liircradI  Kx/Hi-silion,  St.  I.oiii.t,  UK)/,,  vol.  vii. 
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-ystrm.  In  irKxIcrn  tiim  -  -ihI.iI  conditions  arc  influenced  to  a 
larifc  extent  liy  clianKe-  in  weailli.  Kvcry  tax  necc--ariiy  affects 
the  wealth  of  imlividnals,  and  if  we  could  in  ail  ca-es  trace  tlie 
final  conse(iiiences  of  even  a  "[iiirely  ti~cai "  tax,  all  kinds  of 
unforoeen  result-,  soci.al  ;is  well  a-  fi-cal,  oi  j)erli;ii)s  liefter, 
-•M-ial  becau.-e  fi-c.-d,  Mould  di-close  thenisel\e>.  liconornics  and 
hiiance  deal  not  with  intention-,  hut  with  ri-ult>.  The  function 
of  fiscal  science  i>  t(j  [xdnt  out  to  the  IcKi-lator  the  nece.-sary 
.-•-'lit-  of  hi-  action-. 

The  di-tinKui>hinj<  mark  of  nnxiern  social  science  i>  that  it 
. ml'-avors  to  exjilain  not  oidy  what  i-,  hut  al-o  what  sh(juld  he. 
.\'i  practical  action  i-  thu-  hn^UKlit  to  the  crucihle  of  ju.-tice, 
and  ail  >y-tein:-  <>l  taxation  are  jjut  to  the  te-t  nf  conformity  with 
••.1-  principle,  irresfK-ctive  of  the  intention-  of  the  legi.-lature. 
Th'  jtreat  [irohjem  which  -till  remain-,  however,  i-  to  elucidate 
*.'.•  exact  nature  of  thi-  economic  Ju-tice.  Jiscry  (jne  agrees 
•.lat  the  e-.-ential  ingredient-  of  thi-  -rlienie  an-  e(iuality,  or 
.lufi'rmity.  .and  univer-ality  of  taxation.  When,  however,  an 
j-'-rnpt  i-  made  to  interjiret  them  and  to  outline  the  practical 
:■  rm  which  these  prinri[)i(-  -houM  take,  there  i-  c(msidr'rahle 
:;-aereenient.  JM-cau-e  the  actual  nature  of  the  principles  has 
r.  t  U-en  thoroughly  analyz<<l.  It  Utoken.-.  however,  a  -tep 
:  r^vard  inall  practical  finance  that  a  nmre  or  h—  conscious  etTort 
;•  -v-  r^where  heing  made  to  IjrinK  the  tax  -y-tem  into  some  man- 
:.- :  <A  confonnity  with  the  princiijle,  however  dim  it-  outliiie- 
-..•.V  U-. 
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**. 


Thf>-e<(.nd  jwint,  which  differentiates  mo^lem  ta.xntion  from 
:.-.'  "f  the  pa.-t,  i-  the  emergence  of  the  new  ecrHiomic  -uh-tra- 
.::i  f  Mxiety.  Ther-e  new  facts  i>\  fi.-eal  imiwrtance  may  he 
^r;.ni>il  up  under  the  following  head-: 

Kr-T.  the  ini  rea-ing  economic  significance  of  the  lahoring 
:  :-.v  with  the  corre-ixaidinii  En.wth  in  the  imjxjrtance  of  po[)u- 
.  ■   ■n.-umption.    It  is  nut  meant  hy  thi-  to  imi)ly  any  deprecia- 

:.    :'  ^h>  role  play«Ml  hy  (■ai)ital.    I  >n  the  contrary,  it  i-  a  plati- 

.  :-  ■•>  -ay  that  tiiis  i-  pre-eminently  the  capitali-tic  age.    \\  hat 

"   -  .'••-r.'leii  tofnipha.-ize  i-  that  pre<i-ely  l»ecau.-e(n'  the  growth 

:;.  "i-nt  >iiinomi'- wtii-l-einii. the  great  ma.s.-of  thecommunity. 
.-•-^n'rii  hy  the  laln-rers,  are  ac(|uiringan  increa.-e<]  con.-um- 

-■  ^:i;t.  ity  and  that  their  d-manii  is  the  very  ta{)-r<jot  of  mo<]- 
~  •T-'ZTi-'^".  The  recognition  of  thi-  fact  has  brought  about 
^-".    nangf-  in  modem  tax  .-v-ttms. 
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In  the  s<'c()n<l  |)lii(<'  wr  liavr  Id  nutc  the  coming  ti.  the  fori; 
of  the  ((iriMinitiim  as  tlir  typiial  form  of  iniHlcni  l>ii.-iii(  »  cnti  r- 
pris«'.  Tlif  evolution  from  llic  iixiividual  to  tl.c  larly  partntr- 
ship,  from  tlic  partmrship  to  '  In-  joint-sto<-k  comiiany,  from  i\w 
joint-stock  company  to  the  coriMjration,  and  from  the  cor[)<)ra- 
tion  to  the  trust  is  one  of  themo4  instructive  le-sons  in  institu- 
tional development.  Finance  lias  not  to  study  it,  l»ut  to  ace.  jii 
it.  Tax  .systems  framed  upon  the  assumptions  ni  the  older 
conditions,  where  corporate  activity  was  the  excei)tion  rather 
than  the  rule,  are  manifestly  inadecpiate  and  Ix'lated. 

The  third  change  consists  in  the  nn.vinn  imfHfrt.ance  of  tiie 
problem  of  franchises.  This  is  not  the  same  as  the  coriH)rate 
problem.  MlthouRh  often  confused  with  it.  .\  franchi.se  may 
assume  forms.     It  may  be  a  patent  or  copyriKht  in  the 

hands  oi  .ndividual;  it  may  U-  the  jirivileKe  of  inheritinn 
property,  wliether  that  privilege  be  granted  to  a  single  person 
or  a  group:  it  may  be  a  right  accorded  to  eorjiorations  to  utilize 
opportunities  which  originally  belonged  to  the  community,  and 
which  are  for  sufficient  reaxms  given  away.  Such  i)rivileges  and 
franchises  have  indeed  existed  from  of  old,  but  the  complexity 
of  miMlern  society  nd  the  immense  increase  of  public  wealth 
have  vastly  enhanced  both  their  extent  and  their  significance. 
How  to  analyze  them,  how  to  measure  them,  ami  how  to  tit  tlu 
result  into  the  system  of  public  revenue  is  l>«>coming  one  of  thi 
most  subtle  an<i  ditlicult  problems,  which  will,  no  doubt,  long 
p»Ti)lex  the  trainetl  student  as  well  as  the  legislator. 

The  fourth  change  is  the  economic  revolution  affec'.ing  tl- 
distribution  of  governmental  authority  as  between  the  genen. 
and  the  local  government.    The  cause  of  this  change,  as  is  w. 
known,  is  not  only  the  forging  to  the  front  of  the  interests  .  : 
peace  rather  than" of  war,  but  above  all,  the  agglomeration  .  : 
modern  poiiulation  into  urban  centn's.    With  the  segregation  •  ■' 
wealth  and  projxTty  into  great  local  masses,  there  is  coming  ti 
neeil  of  administering  to  the  wants  of  such  complex  aggreg:it'  - 
.\ccordingly.  while  the  last  century  has  shown  a  great  incn    ■ 
of  natit)nal  exiH-nditure  and  income,  there  has  been  a  far  lart--  : 
growth  in  local  expenditures  and  incomes.     And  whereas  for::  - 
erly  local  taxation  could  be  treated  as  a  relatively  unimi>ort:-:/ 
appendage  to  national  taxation,  it  now  claims  a  distinct  n".  . 
separate  place  of  its  own. 

<J"i.!j.  I.v  side,  however,  "itll  this  locdi   .itim;  nt'  wc.iltll  tl  ■  " 
has  \ivvn  a  coi.ater-moveineut  in  the  din  ctu'i!  of  the  tiatiorialu  •- 
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tiuiiof  wt-alth,  in  ihf  ~<  iim- of  nulioii.ili/.aliod  in  »hf  (i|)(M)rt unities 
•  >i  McurinK  wealth.  'J'he  eeonomie  a(tivitie>  of  to-<lay  have  far 
oulKToun  the  N\va(|(ilinK-<iothe»  of  fcjnner  tiiney.  Hii^iness 
enter|iri>e  not  only  eovers  the  uli(j|e  country,  hut  cneireics  the 
(sl.jhe.  Citizenxhip  in  the  various  eonitrion wealths  of  u  federal 
^tate,  liki-  (lerniany,  Aii>tralia,  Swit/..  rland,  or  America,  has 
Uconie  in  Rreat  inea-iire  ineaninKle->  l.ecaiiM-  its  economic 
ha-i-  ha.-  l.een  >i,  efTectiv.'iy  weaken,,!.  I„  ;,||  f,.,|,.r;,I  states, 
th.  r.forc,  the  problem  of  ta.\ati.,n  i-  eomplicaf,.,]  hy  the  difli^ 
r>:ity  of  correctly  api>orti,)niriK  the  Imnl,  ii>  amonit  the  con- 
-titiient  commonwealth-.  In  every  ,diuitry,  Irderal  or  n<jt,  u 
-imilar  difficulty  exists  as  l.etwe,  ii  tli,'  loi";,i  jiovmuiient  and 
the  .-tatc  government.  I'rohlenis  of  ,|oiiM..  taxation  restiiiK 
upon  interstate  and  interlocal  (■omp!i,ation.-  ari-,^  to  confront 
u-  at  every  turn. 

The  fifth  and  final  point  i-  that  of  the  mod,  rn  -o,jal  solidarity. 
In  former  times  the  clo.-e  relation  -ul.M-iinK  l'etw,,ii  the  viirious 
iiranches  of  imiductive  enter|iri-e  in  th.'  community  was  he- 
|!uuded  hy  the  predi,minaiit  -o.'ial  ami  politi,  al  inthiinVe  soured 
iy  -ume  one  factor.  In  an  e<<,n,,my  ha-.d  upon  -lavery  the 
"!i!y  ini|M>rtanceof  a  >lave  i-  that  c,f  a  workiiij;-tool;  in  an  econ- 
•  niy  ha.se<l  ujMin  the  i)redominaiii  ,■  ,,f  the  larjre  landowner,  the 
:  iuction  of  the  moneye,!  and  eoinminial  inten-t>  is  ajif  to  he 
"V.rlixiked.  In  the  early  stajre- of  the  t'actory  -yMiin,  wiiere  the 
ni;i-  of  the  laUircrs  are  re«arde.i  frotu  the  ix.int  of  view  of 
ir.MJuction  rather  th.in  from  that  of  coii>umpti,in.  it  i>  natural 
tt,:it  the  s<)ciali>tic  oik  ,  ptiim  of  cla»  ciHitliit  .-hould  enierRc. 
A  i:i(ire  careful  study,  how,  ver,  of  n.,,,!,  in  indu-trial  -,)ci,.ty 
:.:;-  -I. own  that  while  iiidee,|  there  is  u,,  ,-uch  thiiu;  as  a  natural 
:..:rnK,ny  of  interest,  tiur.'  i-  ,".  .li-tiiirt  and  iiievitahle  influi'iice, 
-'■m-times  i",ir  g,.,)d,  -ometimes  for  evil.  ,\iried  hy  each  factor 
••:  production  upon  tlic  other,  .and  l>y  ea,h  -oi-ial  class  upon  its 
.•■X'hUtr.  Lalmrers  and  capitali>t-,  landowners  and  traders, 
:  -.■u^ry-  owners  and  financiers,  are  pursuing  their  own  interests, 
-:.  i  in  so  doing  they  necessarily  react  upon  the  interests  of  the 

other-. 

The  distinguishing  mark  of  modern  ei'ononiic  life  in  this  re- 
^•'t  i,<  the  realization  ot  the-e  eio-,-  eeoiiomic  interrelations. 
i  •••  machinery  of  production  lia-  Income  so  suhtle  and  so  com- 
!' 'X  'r.,,T  the  di-arranii,m(iiT  of  any  one  part  throws  the  whole 
•  ■  '•:  Kfar.  The  oVerln;n!:  niiiir  <•'  iny  one  class  m;iv  have  the 
E. -T   .nlooked-f.ir  e,,i.-(,jU(  I!,-,  ~  ::;i,:n  anoihir,    T;ixation,  as  a 
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weapon  of  retaliation,  often  proves  to  be  a  boomerang.  An  un- 
due pressure  on  a  railroad  may  decrease  facilities,  rather  than 
increase  revenue.  The  assessment  of  mortgages  may  hit  the 
farmer  rather  than  the  money-lender.  The  taxation  of  the 
laborer  may  limit  the  market,  rather  than  increase  the  profits  of 
the  capitalist.  Whether  we  desire  it  or  not,  modem  economic 
conditions  are  engendering  a  situation  where  every  one  is  in  a 
larger  sense  his  brother's  keeper  and  where  at  all  events  it  is  un- 
safe to  disregard  the  often  hidden  and  recondite,  but  none  the 
less  active,  influence  exerted  by  each  economic  class  upon  the 
others. 

All  these  changes  in  economic  life  have  afifected  the  practical 
system  of  taxation  throughout  the  world.  They  have  cn>ated 
new  problems  for  tl  e  scientific  student.  The  justification  «t 
finance,  however,  as  a  science,  rests  upon  the  correlation  of  fiscal 
problems  'vith  economic  principle.  We  thus  come  to  the  next 
part  of  the  discussion,  the  influence  of  economic  analysis  on  fiscal 
facts. 

II.  Economic  Analysis  and  Fiscal  Fads 

The  first  result  of  economic  analysis  was  to  show  the  errors  of 
a  tax  system  resting  exclusively  or  in  great  part  upon  consump- 
tion. The  theory  of  consumption  as  the  test  of  faculty  or  ability 
to  pay  was  jmrnulgated  in  the  later  middle  ages  by  reformers 
who  despaired  of  reaching  the  privileged  class  in  rny  other  way. 
p:very  man,  it  was  said,  must  consume,  and  the  more  idle  a  man 
is,  the  more  luxuries  will  he  consume.  A  consumption  tax  tliiij' 
seemed  to  be  the  sole  method  of  securing  universality  of  taxation. 
To  these  considerations  there  was  added  the  thought,  on  tlio 
l)art  of  some,  that  so  far  as  the  working-classes  were  concerned, 
taxes  on  the  necessities  of  life  would  be  admirable,  in  that  tin y 
would  compel  the  laborers  to  work  harder. 

In  opposition  to  this  view,  a  more  careful  economic  analysis 
disclosed  the  fact  that  a  tax  on  consumption,  regarded  as  a 
universal  system,  was  unwise  and  unjust— unwise  because  a 
tax  on  mere  luxuries  would  be  most  disap{X)inting  in  the  yield; 
unjust  because  a  tax  on  necessities  would  fall  with  crushing 
severity  on  those  classes  which  could  least  afford  to  bear  thf 
burden.  Above  all,  it  was  recognized  that  by  checking  cin- 
sumi)tion  we  were  thereby  checking  production,  and  that  .1 
general  tax  on  consumption  woul '  possess  most  of  the  di- 
advantagos  of  a  t.'ix  on  prfxluction  and  few  of  its  advontniics. 
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Consumption  taxes,  therefore,  as  a  sole  or  ehief  reliance  of  the 
government,  have  been  fust  disappearing.  One  of  the  first 
acts  of  the  American  Government  in  Cuba  and  the  Philippines 
was  to  abolish  the  consumo  tax;  and  it  is  well  recognized  that 
the  continuance  of  the  municipal  octroi  in  France  and  Italy 
is  deplored  by  ail  serious  students. 

The  next  triumph  of  economic  theory  was  to  disclose  the  dan- 
gers of  a  system  of  taxation  resting  on  production  and  exchange. 
In  one  sense  indeed  every  tax  that  is  not  a  tax  on  consump- 
tion may  be  regarded  as  a  tax  on  production,  for  all  wealth 
consists  either  of  protlucers'  goods  or  of  consumers'  goods. 
It  would,  therefore,  seem  to  be  imf)ossil)le  to  avoid  the  imposi- 
tion of  ta-xes  on  production.  In  the  sense  in  which  the  term  has 
usually  been  employed,  however,  a  tax  on  production  lias 
denoted  a  tax  imposed  directly,  and  at  a  late  stage,  on  the 
process  of  completing  the  finished  article.  Regarded  in  this 
light,  such  taxes  manifestly  impede  the  process  of  production 
and  are  to  be  deprecated  because  they  affect  the  able  and  the 
shiftless  producer  alike.  Taxes  on  production  often  put  a 
premium  on  inefficiency  and  are  apt  to  clog  the  wheel  of  in- 
dustrial progress.  The  tendency  of  rtiodern  statesmanship  has 
accordingly  been  away  from  reliance  on  such  methods. 

Perhaps  the  greatest  change  in  fiscal  theory  during  the 
nineteenth  century  has  betm,  thirdly,  to  analyze  and  to  explain 
the  need  of  taxing  shares  in  distribution  rather  than  consump- 
tion or  production.  We  have  learned  in  a  preceding  chapter 
iiow  the  principle  of  facultv  or  ai)ility  to  pay  has  gradually 
worked  itself  through  the  conscience  of  the  public  and  the  theory 
of  the  publicist.  A  vast  amount  of  ingenuity  has  been  expended 
upon  the  attempt  to  disclose  the  real  meaning  of  faculty  as 
measured  by  the  property  or  the  income  of  the  individual. 
When  we  come  to  consider  the  facts,  however,  there  are  two 
striking  considerations  that  confront  us.  The  first  is  the  ex- 
"■•■edingly  small  proportion  that  the  income  tax  bears  to  the 
total  revenue.  In  France,  for  instance,  there  is  as  yet  no  in- 
come tax  at  all,  and  even  in  England  and  Cermany  the  pro- 
'icds  0^  the  income  tax  are  insignificant  when  compared  to 
tlic  total  revenue,  state  or  local.  Th(>  scientists  may  discuss 
and  do  discuss  the  problems  of  progressi(m  and  differentiation 
01  taxation,  and  all  of  the  discussions  rest  on  the  assumption 
tliat  the  burdens  upon  the  individual  must  be  in  a  certain  pro- 
portion to  this  income;  yet  we  find  as  an  actual  fact  that  only 
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a  very  inconspicuous  proportion  of  the  taxes  in  the  civilized 
countries  of  to-tlay  stand  in  any  direct  relation  to  the  income 
of  the  taxpayer. 

Not  alone  do  the  income  taxes  form  so  small  a  part  of  the 
whole,  but  furthermore,  in  many  countries  the  so-called  in- 
come taxes  are  really  not  taxes  on  the  personal  income  of  the 
individual.  In  England,  for  example,  it  is  well  known  the  so- 
called  income  tax  is  merely  a  collection  of  taxes  on  the  thing 
which  yields  the  income  rather  than  on  the  person  who  receives 
it.  That  is,  it  is  a  collection  of  tjixes  on  produce  and  not  on 
income.  The  only  exception  is  the  famous  schedule  "  D,"  which 
is  notoriously  the  least  successful  of  all.  It  may  be  claimed 
indeed  that  in  Prussia  the  income  tax  is  really  what  it  i)urp()rt.< 
to  be,  but  all  who  have  made  a  study  of  the  system  know  that 
when  similar  methods  were  employed  in  England  at  the  begin- 
ning of  the  nineteenth  centur>-.  they  proved  to  be  a  dismal 
failure.  The  English  atlministrators  consider  the  principle 
of  their  tax  far  superior  to  that  of  the  Prussian;  and  to  tlu>  extent 
that  this  contention  is  justified,  the  superiority  rests  uptm  the 
fact  that  the  tax  is  not  one  on  personal  income.'  Even  in 
Prussia  itself,  the  home  of  efficient  bureaucracy,  the  tax  lias 
be(>n  by  no  means  free  from  objections.  The  same  repugnant 
to  the  personal  element  in  the  income  tax  which  is  found  hi 
England  explains  why  it  has  been  imiwssible  as  yet  to  introdui. 
the  system  into  France,  with  its  still  lively  recollection  of  t\:< 
abuses  of  jiersonal  taxation  imder  the  ancien  regime,  and  <  n- 
plains  also  why  the  income  tax  has  been  so  slow  in  coming  in  ti  • 
Initeil  States. 

"  We  thus  find  the  remarkable  fact  that  while  the  science  ■  ; 
finance  has  been  elalH)rating  its  fundamental  principles,  it  ii:  - 
succeeded  in  some  respects,  but  has  failed  in  others  in  imprint  iii; 
its  conclusions  ui)on  legislation.     It   has  brought   the  acti: 
taxes  on  consumi)tion  and  pnxluction,  to  a  great  extent,  in- 
line with  its  conclusions,  but  it  has  sjx-nt  most  of  its  time  d    ■ 
ing  the  nineteenth  century  in  working  out  the  principles  of 
income  taxation,  which  is  either  not  accepted  in  legislation, 
which,  if  acceptwl,  is  realized  to  so  small  an  extent  and  in  >'. 
a  haif-heartKl  way  that  it  covers  at  best  only  a  fraction  of  i  ■ 
field  of  taxation. 

The  conclusion  is  hence  forced  upon  us  that  the  fiscal  anal\    - 

'  Cf.  .OS  to  this  p"'"*  '*""!  ^^^  remainder  of  llii»  paragraph,  Seligman.  '  ■ 
Inronu  Tax,  1010,  passim. 
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lias  not  profcodctl  (sufficiently  far.  Wo  arc  indeed  grateful  for 
what  has  been  acromplishecl,  hut  we  have  evidently  not  yet 
reached  the  goal.  In  addition  to  the  theorj'  that  the  modern 
development  of  taxation  i.s  to  be  interpreted  in  the  light  of  the 
doctrine  of  individual  ability  or  faculty,  we  need  a  supple- 
mentarj-  principle  to  helj)  us  thread  our  way  through  the  maze 
of  actual  fiscal  facts. 

This  principle  is  that  of  the  social  versus  the  individual 
basis  of  taxation.  The  conception  which  has  dominated  fiscal 
science  until  lately  is  the  individual  conception.  Direct  taxes 
have  in  theorj'  been  preferred  to  indirect  taxes,  because  they 
were  supposed  to  rest  where  they  were  imposed,  and  thus  to 
1r1|)  in  securing  justice  as  between  individuals.  The  goal  of 
all  taxation  was  the  attainment  of  a  method  in  harmony  with 
individual  faculty.  The  first  serious  br(>ach  in  this  doctrine 
was  made  by  the  dijTusion  theory  of  taxation.  The  difTusion 
theory  erred,  indecnl,  in  that  it  went  too  far  in  att(>mpting  to 
show  that  every  tax  is  always  and  inevitably  shifted  off  from 
the  shoulders  of  the  original  payer.  Tlu-  value  of  the  diffusion 
theory,  however,  consist'^  in  the  fact  that  it  put  the  problem 
in  the  right  way,  by  presenting  the  societary  asp<>cts  of  taxation. 

Nevertheless,  the  lifTusion  theory  made  the  situation  too 
simple.  It  has  quite  correctly  been  termed  superficial  and  one- 
-i(le<l.  To  make  it  at  all  serviceable,  it  needs  to  be  supplemented 
l)y  another  theory,  which  I  have  taken  the  liberty  of  calling 
the  absorption  theorj'  of  taxation."  The  absorption  theory 
n  -ts  upon  the  doctrine  of  capitalization.  That  is  to  say,  where 
the  tax  is  not  shiftetl  from  the  seller  to  the  buyer  and  where  the 
I'conomic  good  has  a  rental  value  as  well  as  a  capital  value,  th^ 
tax  which  remains  on  the  taxable  object  and  which,  therefore, 
t')  that  extent  diminishes  the  income  to  be  derived  from  it,  i.e., 
its  rental  value,  must  also  proportionally  diminish  its  capital 
value.  The  selling  or  capital  value  of  anything  is  always  the 
capitalization  of  the  actual  and  prospective  rental  or  income 
value.  As  a  consequence,  through  this  familiar  principle  of 
capitalization  the  new  purcha.ser  of  the  commodity  will  buy  it  at 
the  reduced  price,  and  will  thus  virtually  buy  him.self  free  from 
ta.\ation.  Where  the  tax  cannot  be  shiftetl,  it  will  lie  discounted, 
or  absorbed,  in  the  new  and  lower  price. 

A  new  tax  on  city  real  estate,  tor  instance,  will  either  be 

' '  /   Sflipnan,  The  Shifting  and  Incidence  of  Taxation,  3d  ed.,  1910, 
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(lifTusod  by  incrpiusinR  tlio  rents  of  tlu-  teniintH,  or  it  will  be 
absorbixl  in  the  sense  that  when  the  proiierty  "hanRcs  hands 
the  new  purchaser  will  pay  a  price  reduced  by  the  capitalization 
of  the  tax.  80  a  new  tax  on  coriKirate  securities  will  either  be 
diffused  by  incretusing  the  price  of  the  pro<luct  or  it  will  be  ab- 
sorbed in  the  new  and  lower  i)rice  of  the  securities. 

Tlie  combination  of  the  dillfusion  and  the  absorption  theories 
of  taxation  explains  several  things.  It  explains  why  the  theoretic 
distinction  between  direct  and  indirect  taxes  based  upon  the 
alleged  facts  of  incidence  is  erronwus.  It  explains  why  in 
spite  of  this  theory  the  great  mass  of  revenue  to-tlay  continues 
to  be  raise<l  in  the  shape  of  indirect  taxes.  It  explains  why  in 
countries  like  the  I'nited  States  the  .state  anil  local  taxes,  al- 
though still  in  principle  levied  on  persons,  are  slowly  coming 
to  be  imiwsed  on  things  rather  than  on  persons;  it  explains  why 
in  France  jM>rsonal  taxes  have  been  imfKJssible  since  the  Revolu- 
tion; it  explains  why  in  England,  with  the  exception  of  a  singli 
schedule  of  a  single  tax,  the  whole  system  of  taxation  is  basiii 
on  thinj.s  and  not  on  persons;  it  explains  why,  even  in  Germany, 
where  tiie  personal  and  individual  elements  of  the  problem 
have  been  emphasized  in  theory,  the  personal  share  in  actual 
taxation  is  so  insignificant;  it  explains,  finally  why  ttie  legal 
decisions  on  taxation  in  the  United  States  are  coming  to  be 
in  harmony  with  the  truer  economic  doctrine  of  universality 
and  equality  of  taxation.  For  this  does  not  mean  that  every- 
body must  l)e  taxed  alike,  but  only  that  all  the  members  of  ^ 
given  class  must  be  taxeil  alike,  while  there  may  t)e  the  greatc-i 
diversit3'  between  classes.  .\n  equal  tax  on  all  corporatioii- 
does  not  imply  that  each  individual  stock- or  bond-holder  w! 
may  have  bought  after  the  tax  was  imposed  pays  equally,  ju  • 
as  little  as  an  eciual  tax  upon  real  estate  implies  that  each  i;  - 
dividual  land-  or  house-owner  everywhere  and  necessarily  bear- 
the  l)urtlen  of  the  tax. 

In  short,  the  individual  point  of  view  in  taxation,  whi  1. 
assumes  that  justice  can  be  done  by  aH.sessing  each  indiviilu..'. 
(Urectly  and  in  first  instance,  rests  upon  an  analysis  which  (!>'•- 
not  comprehend  all  the  elements  in  the  pntblem.  The  soi .: 
point  of  view  is  that  of  mixlern  economics,  which  .seeks  to  t  ra- 
th'' workings  of  general  economic  law  and  to  study  the  fur  •  - 
which  affect  the  distribution  of  the  social  income.  Th(!  indi\ :  - 
ual  point  of  view  while  good  as  far  as  it  go''s,  is  not  only  • - 
adequate  in  it.sdf,  but  fails  tu  explain  all  the  dcvclupuiciit:     ' 
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mcKlorn  taxation.  It  must  \>i-  sii|)i)l(m{ntc(I  l)y  the  social 
[Kjint  of  view,  nstinj?  ui)oii  a  comhination  of  the  al)sori)tioii 
and  (lifTu«ion  theories,  and  which  is  in  liarniony  with  tiiose 
facts  of  fiscal  life  that  are  difficult  to  explain  on  any  other  inter- 
pretation. It  is  safe  to  predict  that  when  once  this  is  accepted, 
the  most  fruitful  work  of  the  future  in  the  science  of  finance 
will  consist  in  the  elaboration  in  detail  of  the  conditions  and 
the  limits  of  the  absorption  and  diffusion  theories. 

III.  The  Practical  I'robknui 

Regarded  from  this  point  of  view,  a  new  light  is  thrown  on 
the  practical  problems  throughout  tlie  world.  The  most  im- 
portant of  the.se  prosing  problems  are  as  follows:  First,  the 
reform  of  so-called  indirect  taxation.  The  social  conseciuences 
of  indirect  taxation  are  now  recognized  to  an  ever-increasing 
extent.  So  far  as  taxes  on  consunii)tion  are  conc<'rn<'d,  it  is 
fairly  well  appreciated  that  the  c(jmmodity  taxed  nmst  jmjsscss 
the  mingled  qualities  of  a  neco-ity  and  a  luxury;  if  it  possess 
only  the  characteristics  of  a  luxury  the  revenue  will  be  insignif- 
icant; if  it  pos.sess  only  the  qualities  of  a  necessity,  it  will  fall 
with  undue  severity  on  the  modest  c(jnsumer.  If,  hcnvever.  it 
combines  both  characteristics,  namely,  that  of  wide  use  and  at 
the  same  time  that  of  a  certain  degree  of  dispensability,  tlie 
revenue  is  apt  to  be  large  and  elastic  aiul  the  burden  not  too 
.-•■vere.  The  numljer  of  consumable  comnuxlities  that  unite 
!x>th  these  characteristics  is  small,  and  hence  we  find  everywhen; 
tliroughout  the  civilized  world  the  tendency  to  restrict  taxes 
on  consumption  to  very  few,  but  very  lucrative,  articles. 

In  the  second  place  we  find  well-nigh  everywhere  the  aban- 
donment of  the  old  general  prof)erty  tax  regarded  as  a  personal 
inijKjst.'  In  England  and  (ierniany  it  disappeared  during  the 
cisiiitwnth  century;  in  Trance  it  was  abolished  by  the  Hevolu- 
t!un;  in  America,  where  the  economic  conditions  brought  it 
iiito  life  during  the  eighteenth  century  ;ind  the  early  part  of  the 
niutt(  enth,  it  is  beginning  to  break  u])  in  those  sections  where  the 
;i;:ricultural  economy  is  giving  way  to  a  conunercial  and  in- 
tiu-'rial  economy. 

Thirdly,  we  notice  everywhere  the  replacing  of  the  general 
I  njiK-rty  tax  by  taxes  on  the  thi;  -  -tither  than  on  the  [jcrson. 
In  other  words,  personal  ta.xation  .    living  way  to  impersonal 

'  I  J.  for  ijftails  iiiit|>IiT  ii.  siijini. 
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taxation.  In  the  local  tax  on  mil  instate  this  proci-ss  has  Ikhmi 
oarriod  almost  to  completion.  In  EuroiH',  for  instance,  the 
taxes  leviiil  on  the  land  and  on  the  house  are  lusses-stnl  irrespec- 
tive of  the  owner  or  of  the  relations  that  may  1h>  entered  into 
betwctm  owner  and  tenant.  Everywhere  in  EuroiM-  the  tax 
is  a  tax  on  the  produce  of  the  land  or  house — that  is,  upon 
what  it  yields  in"  the  shape  of  rent  or  of  profits  (xiuiyalent  to 
rent.  In  some  countries,  as  in  England,  the  tax  is  not  paid  by  the 
owner  at  all,  but  by  the  occupier.  Even  in  the  Unitwl  States 
the  tax  is  beginning  to  be  a.ssessed  on  the  parcel  of  real  estate 
and  not  on  the  individual  who  owns  it.  Whether  the  owner 
or  some  one  else  pays  the  tax  is  immaterial,  and  if  the  tax  i> 
not  paid,  no  regaril  is  paid  to  the  owner  and  the  land  itself 
is  sold.  We  could  get  scarcely  further  away  from  the  oUl  idi  :t 
of  individual  tiuxation.  The  tax  is  a  tax  on  the  thing  and  nci 
on  the  person. 

In  New  York,  for  instance,  the  older  method  like  that  in  all 
the  commonwealths,  had  been  to  make  the  owner  of  the  laii'l 
personally  resiwnsible  for  the  tax  on  real  estate,  just  as  in  th. 
case  of  personal  iirojM'rty.    If  he  faiUnl  to  pay,  the  remedy  w:i- 
distress  on  the  intlividual  and,  in  ease  of  failure  to  find  sufiiciei;- 
chattels  for  the  levy,  arrest.     This  system  broke  down  at  :ii. 
early  period  so  far  as  non-resident  owners  were  concemetl,  an  : 
in  such  cases  the  tax  was  made  a  lien  on  the  lanil  itself,  wii: 
power  to  sell  the  land  in  ciuse  the  tiux  was  not  paid.'    It  was  ni  • 
until  1850  that  the  system  of  taxing  non-resident  lands  w  - 
applietl  in  the  city  of  New  York  to  the  lands  of  residents  a!- 
Hut  even  then  it  was  for  a  long  time  the  exception  rather  tti:  :. 
tiie  rule,  and  the  courts  were  slow  to  recognize  the  natun 
the  change.-     But  what  was  originally  the  exception  becai: 
before  long  the  rule,  until  at  the  beginning  of  the  twenti.  • 

'  In  M:ussachus('tts  this  [xiwcr  first  apiioars  in  1731.    .S«>  the  histur> 
till'  lc;;isl:ition  in  tli;it  .Stati"  in  HichanLson  ,-.s,  Boston,  US  Ma.-w.  ■"><N 

■'  It  is  true  that  in  the  casi'  of  nui(jht  is.  The  .Mayor,  clc,  of  tin  < 
of   Ni'w  Yoriv,  iW  N.   Y.  2Si),  the  court   held   that  "the  only  <ffi .  • 
(iiiiittinK  to  in.scrt  tho  name  of  the  owner  is  to  dcprivn  the  City  of  tlif  r  - 
to  collect  the  tax  from  the  owner  jHTSonally  or  hy  distres-s  of  (jtxHi.- 
chattels,  etc..  and  to  confine  its  remedy  for  the  collection  of  the  tax  ti'  •:  • 
enforcement  of  ilM  lien  therefor  on  the  land  Hiisestw-d."     But  on  the  ■  ■'    " 
hand  in  the  ease  of  llacner  r.s.  Hall,  10  ApiK-Uale  Division,  p.  .58."),  the  ' 
said:  "Still  in  my  opinion  this  ha.s  not  chanufil  the  efTe<l  of  the  pn.  •     • 
inn.     !•  '•*  e.s.s<'ntially  a  pro<cedin)£  to  create  a  <lebt  sigainst  an  iniii\ ; 
'I"h<  ]!•,:);■.  id:;:;!  i^  the  prittiary  deL'tor  and  the  lund  is  only  in  the  natur-    ■. 
suretv  lialile  for  his  default." 
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century  the  assessment  of  all  real  estate  in  New  York  elty  was 
made  by  lot  and  !)loek.  It  had  Iweome  in  other  words,  a  geo- 
graphical or  toiH)graphical  assessm«'nt,  instead  of  an  assess- 
ment to  the  owner  or  jM-rson.  This  nietho<l  spread  to  a  few 
other  cities  in  the  states.  The  State  Board  of  Tax  ( 'ommission- 
ers  in  various  successive  rep«»rts  recommended  a  change  in  the 
general  state  law,  whereljy  the  distinction  Ix-tween  resident 
and  non-resident  iissessments  should  he  aliandoned,  and  all 
real  estate  assessments  should  he  ///  n >ii,  i.i.,  against  the  land 
itself.  This  was  officially  accomplished  in  1!)11  when  it  was 
provided  by  law  that  throughout  the  state  of  New  York  the 
name  of  the  owner  of  the  real  estate  should  no  longer  \)v  essential 
to  the  validitj'  of  the  assessment,  provided  that  the  property 
were  described  in  sufficient  detail  to  identify  it.  Of  the  inci- 
dental possibilities  of  improvements  which  this  law  may  bring 
alxnit  in  the  a.ssessnient  of  the  real  estate  tax  this  is  not  the 
place  to  speak. 

In  the  other  so-called  direct  taxes,  a  similar  development  is 
t<j  \n'  observed.  The  business  taxes  in  EurojM'  are  levied  upon 
the  business  as  such  and  not  uivm  the  owner  of  the  business. 
The  inheritance  tax  is  in  many  countries  levied  upon  the  in- 
heritance and  not  uiK)n  the  individual  who  receives  the  in- 
heritance. The  general  land  tax  in  Kn^land— the  last  vestige 
"f  the  mediaeval  general  projurty  tax  upon  individuals-  has 
actually  become  a  redeemable  rent-charge.  Evt  n  the  income  tax, 
which  in  theorj-  is  as.suredly  personal,  has,  as  we  have  already 
stated,  in  some  places  at  least  almost  completely  lost  its  individ- 
ual character  and  has  become  in  great  measure  a  tax  upon  the 
tiling  affording  the  income  rather  than  ui)on  the  |M>rs<)n  receiving 
thi-  income.  In  the  United  States  the  so-calknl  i)ersonal  tax, 
that  is.  the  tax  on  individuals  according  to  their  jjersonal  prop- 
erty, is  fast  becoming  a  farce  in  a!!  the  ol(h>r  centres.  The 
I'rohlfm  is  really  a  deeper  one  than  the  ('lernuin  scientists  have 
u-ually  recognized.  It  is  not  so  much  a  conflict  between  a  tax 
ii;i<in  pro<luce  and  a  tax  upon  income  as  it  is  a  conflict  between 
till'  social  and  the  individual  bases  of  taxation.' 

•  In  two  recent  arlirles  in  SrhniolU'r's  Jnhrhnrh  fiir  fii.<tizyi'hiiny,  Ver- 
■■'ii^'iiifi  iintl  Vnlk.iirirlhxrhnfl,  Pnifes.-ior  (iiistav  Colin,  of  (ioltinuen,  crit- 
'■  .^>~  this  p<),sition.  In  his  article  on  "Charakterziiire  des  .\ineinkani- 
•  :•  II  ,<teiierwe8»'ns,"  in  vol.  xxiii.  (1!K)S),  p.  431  (/  si//.,  he  eontend.^i  that 
":•  "i.ly  reajion  why  the  United  Stjites  is  not  more  (juiekly  adopting  the 
j.r  ',■  iple  of  faeully  or  ability  to  pay  is  tliat  conditions  arc  so  unripe  here. 
:;    ..,..-  liu  iaiiii  111  any  ui(<-iiipl  lo  e.xjiiain  iiialicrs  iiy  a  new  principle.     In 
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In  the  fourth  place,  we  find  everj'where  an  inereaainR  impor- 
tance attached  to  corporations  a«  the  source  of  revenue.  In 
Europe  this  process  is  somewhat  concealed  because  of  the  in- 
clusion of  the  revenue  from  coriwrations  in  the  income  tax, 
just  as  in  many  of  the  yoimger  American  conmumwealths  the 
revenues  figure  in  the  general  property  tax.  In  the  ohler  states 
corporation  taxes  are  put  into  a  separate  category,  and  in 
some  states,  as  in  New  York,  they  are  even  called  indirect 

the  second  article  which  is  in  substance  a  leading  review  of  my  b<x)k  on  Tin- 
Income  Tax,  in  vol.  xxxv.  (1911)  of  the  .same  journal,  entitlcil  "Die  Kiii- 
komnicnstpuer  in  den  Vereinigten  8tauten  von  .Vinerika,"  I'nifessor  Culm 
welcomes  what  he  calls  my  reversion  to  the  principle  of  faculty,  hut  twits 
me  with  abandoning  my  former  jxisition. 

The  problem,  however,  is  not  one  of  inconsistency  at  all  nor  is  it,  ;>< 
Profeswor  Cohn  seems  to  think,  simjily  a  (luestion  of  choice  betwei-n  dinrt 
and  indirect  taxation.    To  anyone  who  is  acquainted  with  .Vmcrican  con- 
ditions, it  is  plain  that  two  di.'^tinctly  opiH)sed  tendencies  are  at  |)reseiiT 
perceptible  in  our  fis<'al  development.    On  the  one  hand  we  find  the  tend- 
ency toward  the  adoption  of  the  principle  of  individual  faculty  or  ahilitv 
in  taxation,  typifiiil  primarily  in  our  fetleral  finance  by  the  tariff-reforiii 
and  the  inconii-tax  movements.    On  the  other  hand,  there  is  the  tendincy 
in  our  states  and  cities  away  from  jwrsonal  taxation  in  the  shape  of  tli' 
general  property  tax  and  toward'the  adoption  not  only  of  indir(>ct  taxes  i;i 
the  older  sense  but  aLst)  of  imiH-rsonal  "real  taxes,"  i.  e.  taxi-s  on  thinu- 
These  two  movements  are  really  not  opiHwite,  but  complementarj-;  jii^' 
as  in  the  political  life  of  most  countries  we  notice  the  simultaneous  acti.n 
of  forces,  some  making  for  centralization,  others  making  for  decent rali/i- 
tion.    When  I  advanced  the  "social  throry"  of  taxation  in  1904  I  had  v.t 
mind  csp<cially  the  .\merican  problem  of  state  and  local  taxation;  when  I 
enipha-iized  in  1910  the  faculty  theory  of  taxation  I  was  discussing  pri- 
marily the  national  problem.    There  Is  nothing  inconsistent,  a.s  Profess,  r 
Cohn  believes,  in  thes<"  two  standpoints.     In  other  countries  at  prest  i  • 
and  possibly  in  the  .Vmcrica  of  the  future,  the  problem  may  not  he  that    : 
national  versus  .state  or  local  ta.xation,  for  the  interrelations  of  local  :^^  . 
national  finance  may  be  quite  different  from  what  they  txTV  at  present    ■ 
the  Initwl  States.    That  the  problem,  however,  is  everj'where  one  of  •■ 
SI)  lal  nrsus  the  individual  iwint  of  view,  and  that  the  tendency  toward  •: 
adoption  of  the  principle  of  individual  faculty  w  inailequate  to  expl    : 
all  the  phases  of  the  mwlem  movement  will,  I  fancy,  not  be  dispute.!  •  . 
component  observers  in  Kngland  or  France,  and  ough^  not  to  be  eltidi  •• 
vision  of  even  the  Germans  themselves,  espt^cially  since  their  federal  •  ^ 
nforin  of  1910.    The  real  trui'.ble  with  the  G<'rman  writers  on  public  tin:.: 
durins;  the  last  generation,  so  far  as  this  jwint  is  concerned,  is  that  they  !j  ,  ■ 
retitrid  their  atteiiti.in  exriusively  on  the  movement  to  replace  for  -• 
purpos«'S  the  old  taxes  on  i)ro<luet  by  the  new  income  and  inheritance  t:i\  - 
to  the  neglect  of  the  simultaneous,  and  in  some  respects  ecjually  iinp..r. 
MHivemenl  away  from  the  principle  of  individual  faculty  in  national,  s'     ■ 
.....J  1,;,.;.!  f!!i:;!iie.     \V!i:it   I  have  soiiijht  to  do  is  to  attempt  an  cKi'l.^:..:- 
tion  of  both  tendencies. 
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taxps  in  contradiHtinction  to  tho  direct  or  proix'rty  taxes 
Everywhere,  however,  they  form  a  problem  of  increa.sing  im- 
portance and  present  un  admirable  example  of  what  is  meant 
by  taxation  from  a  social  rather  than  from  an  individual  point 
of  view.  Taxation  of  the;  corfwration  does  not  necessarily 
moan  taxation  of  the  security-holder  who  has  purchjwed  tlio 
stock  or  bond  from  the  original  holder.* 

The  main  outlines  of  the  development  of  the  immediate 
future,  throughout  the  world,  are  thus  fairly  clear.  Each 
countiy  will  continue  to  have  its  particular  problems  based 
upon  its  special  economic  antl  jwlitieal  needs.  Everywhere 
there  will  continue  to  he  an  attempt  to  realize  the  principle 
of  fiscal  justice,  interpreting  it,  however,  more  and  more  from 
the  point  of  view  of  social  interrelations  rather  than  from  that 
of  mdividual  conditions.  The  statesmen  and  scientists  alike 
will  find  the  great  difficulty  of  the  future  to  consist  in  attaining 
this  due  proportion  l)etween  the  undoubted  needs  of  the  in- 
dividual and  the  consequences  of  his  participation  in  the  social 
group.  For  we  must  not  forget  that  while  it  is  necessary  to 
regard  the  ultimate  results  of  all  fiscal  policies,  the  immediate 
results  are  often  of  primary  practical  importance.  The  conflict 
between  immediate  and  ultimate  results  is  another  way  of  put- 
ting the  contrast  between  the  individual  and  social  aspects  of 
finance.  To  realize  the  truth  contained  in  the  latter,  without 
disregarding  the  legitimate  importance  of  the  former,  is  the 
problem  reserved  for  the  coming  decades. 

'  C/.  supra,  p.  309. 


"^^i 


j- 


m 


i    ^1 


.  I 


CHAITKR   X 

A   QUAKTKK   CKNTl  liv's    IMWMiHKSS    IN    TAXATION  ' 

1.  (Itmnil  I'roiirtss 

TiiK  subjfit  of  tliis  c-hapt»'r  is  suscciUibU-  of  a  «loul)lt'  trcat- 
iiiciit.  It  covers  not  only  tin-  actual  clianRcs  of  a  finulanu'ntal 
naturo  in  the  practice  of  taxation,  »Mit  also  the  (leveloi)ment 
that  has  taken  i)lace  in  the  governinR  principles.  These, 
liowever,  are.  after  all.  two  i)haM's  of  the  same  movement, 
for  the  influence  of  jiractice  and  tluH)ry  is  reci|)rocal.  On  tlu' 
one  hand,  the  thtH)ri»>s  themselves  re|)res«'nt  an  outcome  of 
the  facts,  for  ti.scal  theory,  like  all  social  th(>ory,  is  hut  an 
attempt  to  present  .in  analysis  of  the  living  forces  at  work  in 
industrial  society.  .\nd  on  the  other  hand,  so  far  as  fisc:;; 
theory  deals  with  what  ought  to  he,  rather  than  with  what  i~ 
it  justifies  itself  only  to  the  t-xteiit  ihat  its  conclusions  ar- 
approved  l)y  the  popular  mind,  and  thus  become  incor|M)rati  . 
in  the  actual  hone  and  sinew  of  the  social  organism.  I'Im 
theory  and  fiscal  j)ractice  are  the  obverse  and  reverse  of  tl  • 
.saii'c  medal. 

In  the  second  place,  tlu'  problem  is  not  only  specific  b  : 
general.     As  citizens  and  patriots  we  are  naturally  most  iiit-  - 
ested  in  the  |)rol)lcms  of  our  own  country;  but  as  scienti-- 
our  horizon  is  a  wider  one.     Science  cannot   be  fettered 
bonds  of  national   forging.     It   soars  far  above  such   liin- 
This  is  esi>ecially  true  of  the  scientific  problems  of  taxati 
It  goes,  of  course,  without  saying  that  the  fiscal  institun     - 
of  every  country,  as  all  its  economic  and  social  instituti'    - 
are  colored  by  the  particular  enviroiunent.     It  would  tl.     - 
fore  lie  hoi)eless  to  attemi)t  to  reproduce  in  any  one  cou!/- 
in  all  its  minute  tletails,  the  institutions  of  another  coui," 
Hut  while  we  may  concede  tlu-  diversity  of  condition-. 
th(>  peculiarities  of  national  life  which  must  guide  the  >t,.-  - 

I  This  cluiptcr  is  in  sulwtancc  a  n-pnMliictioii  of  lh<-  aildrcs.-  <l.li 
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man  in  dulwrntinR  any  ^|MTi(i<'  plan,  it  is  .(nialiy  true  that 
tiicrc  an'  (iiscrrnililc  certain  l.road  an<l  Kcn<rai"  trndencioH 
which  an"  common  to  the  life  of  i,||  m.xlem  jmytinssiw  soci- 
eties and  which  constitute  th<-  sjMrial  field  of  the  scientific 
ohsem-r.  We  shall  see  indeed  that  however  much  individual 
countries  may  difTer  from  .-ach  other,  and  however  confused 
the  actual  s<heme  at  first  l.lush  may  appear,  there  is,  as  it 
were,  a  silken  strand  which  runs  through  the  tangled  skein, 
and  which  serves  to  give  unity  to  what  seems  <lisorder. 

And  finally,  we  are  struck,  in  this  intriMluctory  survey  of 
a  (juarter  century's  i)roKn-ss,  hy  the  fact  that  the  science  of 
finance  is  only  slowly  coming  to  its  own,  as  compared  with 
the  almost  revolutionary  develoi)m<'nt   in  the  gen.Tal  tlieorj- 
of  i)ure  and  api)lied  economics.     This  is  due  to  the  fact  tha't 
the  really  difficult  fi.scal   [)rol)lems  are  of  recent  origin,  an<l 
that  fiscal  science  rarely  grar)ples  with  problems  until  they 
have  Ix'came  acute.     In  Cermany  .-iiid  in  Italy  the  difficulties 
:in.se  at  a  slightly  earlier  period;  and  we  hence"  find  a  consider- 
:il>le  scientific  activity,  along  several  lines  at  least,  at  the  Iw- 
umiiing  of  the  jwriiMl  under  discussion.     In  other  countries, 
;ai<i  notably  in  Kngland,  France,  and  the  United  States,  the 
problems  have  \mn  of  much  later  growih,  and  it  is  accord- 
iimly  only  in  the  last  few  years  that  we  find  increasing  atten- 
iic.n    paid    to   the   underlying   principles   of   tax   adjustment, 
i.v.n  in  (lermany  and  Italy  the  rapid  changes  of  industrial 
•iiNironment   have,   in   many   respects,   shifte<l   the  centre  of 
ur.ivity,  and  have  recently  engendered  newer  problems  wliich 
:r.'  common  to  the  whole  civilized  world.     It   is,   however, 
ii't  (.nly  in  (Jermany  a.s  in  France,  in  England  as  in  Jai)an! 
"at  the  fiscal  problem  is  at  tin'  present  time  in  the  very  fore- 
irnnt    of   iM)litical   and   .social   discussion.      Esi)ecially    in   the 
'  lilted  .States  it  is  a  phenomenon  of  the  most  cheering  import 
'■-  note  how  the  younger  scholars  are  now  beginning  to  address 
Ti'  Misejves  to  a  consideration  of  these  vexing  problems.     The 
lip«ress  that  has  Ixn-n  accomplislied  in  the  la.st  quarter  of  a 
"iiiury  is  an  earnest  of  the  far  greater  development  that  is 
uiiiiiinent  in  the  immetliate  future. 

Hefore  taking  up  the  question  of  fi.scal  theorj',  however, 
"ii.  fact  must  Ix'  noted  as  of  paramount  importance.  It  is 
tl'increa.sing  significance  ever>-where  l)eing  attached  to  ad- 
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problems.    On  all  Hides  we  arc  rializinR  the  fact  that  the  (iiies- 
tion  of  eflicieiicy  i"  .•-<iircely,  if  iil  all,  MilHtnlinatc  to  the  ques- 
tion of  justice.    t)r,  let   me  |)ut   it   ratlii-r  in  this  way:  that 
however  well  jiistified.  aiul  however  thoroUKhly  calculated  to 
promote  the  eiui-  of  justice  a  niveii  >cheine  may  Im-,  unless  its 
administrative  featun's  are  so  arranged  as  to  make  it  workable, 
the  iM'Uefieent  aims  are  hoiuid  to  !><•  fnistrateti;  and  a  half-way 
giHMl  meaxuro  whi<h  is  ailministrati\ily   uiu.lijectionable  fre- 
(|uently  turns  out  to  Ix-  far  superior  to  an  iileal  scheme  whiili 
ultimately  di.seloses  serious  faults  in  its  adtninistrativ*-  asfx-its. 
It  is  for  this  reason  that   we  notice  so  much  attention  paid 
throuniiout  the  world  in  recent   years  to  the  administrative 
machiner)',  or  to  th(>  purely  nieclumical  iusincts  of  the  problem. 
In  lK)th  England  and  ( Jermany,  for  instance,  the  past  (luarter 
of  a  century  has  seen  a  marked  improvement  in  the   idniinis- 
trative  processes  of  the  income  tax,  and  esjiecially  in  the  former 
country  has  rendered  palatable  a  system  which  was  originall: 
viewed    with    mispiving    and    distrust.      Tho.se    -uthors-  aii.i 
they  are  not  yet  entirely  extinct — who  endeavor  to  draw  a 
warninK  le.s.son  from  the  income  tax,  derived  from  the  siweclu- 
«)f  Gladstone  and  the  writings  of  an  earlier  generation  of  econ- 
omists, are  not  alom-  blind  to  the  teachings  of  the  more  receir 
movements  of  tluniry,  ot  which  we  shall  sjK'ak  in  a  momein 
but  are,  alK)ve  all,  deal  to  the  lessons  of  administrative  develoj- 
ment.     Kven  in  the  I'nited  States    where  great  and  fund;;- 
mental  changes  in  the  structure  ot   taxation  are  imiM-ndiiiL- 
it  is  coming  mori'  ami  more  to  Ix-  realiztnl  that  even  our  jjresi :  • 
system,  inadetjuate  and   unsatisfactory  though  it  Im',  is  m.- 
ceptible  of  a  pnnligious  imi)rovement  on  purely  atlministr.- 
tive  lines.    We  have  Init   to  call  attention  to  the  remark;.!  . 
progress  that  has  been  achieved  in  the  administration  of  t' 
tax  on  real  estate  in  the  city  of  New  York,  under  the  skill: .. 
suiH-rvision  of  the  capable  head  of  the  Commissioners  of  T;i\- 
and  .V.ssessments.     .\nother  ni.>re  or  less  familiar  exam])!-    • 
the  ixcellent  work  that  has  \h-vu  done  in  the  state  contni    : 
local  otficials,  or  the  centr.ilized  administration  of  the  geri' r 
|)roperty  tax,  in  conunonwealths  like  Minnesota  and  Wiscon-.: 
where  the  jwlitical  iH>wt'rs  have  si-en  fit  to  call  to  tlitir  . . . 
scientifically  train«Hl   fiscal  administrators.     In  fact,  if     ■■■'- 
is  any  one  thing  which  liK)ms  large  in  the  history  of  tin    .  •■ 
twcntv-tivf  years   in   the    liiited   States,    it    is  the  inert:- :r 
significance  that  is  now  slowly  U'ing  attached  to  the  prni     :::■ 
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(.f  a<lmini«tmliv.'  .■fficicncy.    In  this  alon.-  Vu-s  no  nniall  mcasurt' 
of  our  hofM'  for  the  future.     Th.'  adn.inistrativ..  fmiblcm  lii-s 
however,  l)eyon<l  t\\v  roiifincs  of  this  discussion.  ' 

II.  Lwal  Coimtlmititnttt  and  the  Hencfit  Theory 

.AssuminK,  th«-n,  that  the  prohlem  of  luiministr  .tive  .fficieney 
IS  l«'inK  successfully  atta.k.-.!,  we  must  now  address  ourselves 
to  those  underlyinK  F'riiniples  which,  aft.r  all,  f<.nn  the  touch- 
stone of  ultimate  fiscal  success.  If  we  take  a  l.road  survev  of 
the  theory  and  practice  of  the  last  tw.ntv-five  vears'  faxat"ion 
we  shall  »M'  imrm-ssed  l,y  two  fun.lamental  reflections  The 
hrst  IS  the  emphasis  that  is  Ixing  placed  ufKm  so  ial  nither  than 
mdividual  considerations;  and  the  second  is  uiat  even  in  s„ 
far  as  this  is  not  true  there  has  l,een  a  decided  chanRe  in  our 
attitude  to  tlie  individual  norm  in  taxation.  Let  us  consider 
these  separately. 

The  first  point  is  one  which  I  have  repeatediv  accentuated 
in  the  last  few  years,  and  which,  therefore,  will  call  for  les< 
elalK)ration  in  this  place.     Whatever  theorv  the  old<>r  writers 
;>n  taxation  might  have  advanced  as  to  th.>  ohligation  of  the 
individual  to  contribute  to  the  sup,«jrt  of  government    they 
always  tacitly  as.sum(Hl  that  the  so-called  direct  taxes  rested 
uix.n  the  taxpayer;  and  in  this  scheineof  eciuital.le  taxation  there 
H^is  manifestly  no  r(K)m  for  a  .system  of  indirect  imposts.    One 
of  the  most  striking  facts  in  the  literature  i.f  taxation  is  that  we 
varch  m  vain  for  an  aderpiati'  explanation,  not  to  speak  of  jus- 
nfication,  oi  a  set  of  revenues  which  in  almost  every  country 
forms  the  considerably  greater  part  of  th<>  whole,     to  say,  as 
did  a  well-known  writer  some  years  ago,  that  all  indirect  taxa- 
ii-n  i<  cro<jke<l  taxation- importing  into  the  term  a  moral  as 
w'll  as  a  physical  connotation— is  seriouslv  to  imjieach  the 
'  ntire  motlern  develoimient.    It  is  ind.-ed  true  that  the  civilized 
^^'.rld  has  abandoned  the  m^lia-val  system  of  a  multiplicitv  of 
iii'lt'tensible  and   burdensome  indirect   ta.xes.     But   it  is  also 
tnip  that  their  place  has  U-en  taken  bv  taxes  which  are  les.s 
I'unl.nsome  and  more  defensible  indeed,   but   non.>  the  less 
'■'I'laliy  indirect  taxes.    One  has  but  to  run  through  the  budgets 
"t  any  modern  nation,  in  order  to  realize  what  ;i  v.tv  consider- 
lilh-  share  of  the  revenue  is  de-ve<l  from  scM'alled  indirect 
s-i'irr.-.;  and  in  many  cases  the  pn  ,,nrti">!i  i^  iH.con.inir  grenter 
in-'a.l  i,t  U-ss.     Even  in  the  United  States,  where  the'^import 
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duties  and  the  internal  revenue  taxes  form  the  almost  exclusive 
source  of  national  income,  the  trend  toward  indirect  taxes  even 
in  the  commonwealths  is  typified  by  the  stock-exchange  tax 
as  in  New  York  and  the  mortgage  tax,  which  now  constituti-s 
in  some  states  an  imiwrtant  source  of  commonwealth  revenue. 
Ami  if  we  look  at  the  admirable  scheme  by  which  Japan  has 
l)een  able  to  arrange  her  war  and  lier  post  bellnm  finances,  wc 
are  equally  struck  by  this  preponderance  of  the  so-called  in- 
direct taxes.  Of  the  situation  as  it  exists  in  i'rance,  in  Italy, 
in  Germany,  and  in  England,  we  need  not  siM>ak  at  all. 

A  theory  of  taxation  which  is  comix-tent  to  explain  the 
modem  development  must,  therefore,  put  us  in  the  way  ot 
comprehending  the  real  principle  underlying  the  imhrcct 
taxes  But  it  mu.st  do  more  than  that.  It  must  also  put  us  m 
a  position  to  understand  the  break-up  of  the  general  {iroperty 
tax  and  the  chsnge  taking  place  in  the  taxation  of  mortgages 
througiiout  the  country.  Or  again,  it  must  enable  us  to  vx- 
plaiu  how  it  is  that  in  the  great  city  of  New  \ork  almost  tlic 
entire  tax  revenue  can  be  derivt^l  from  an  impost  on  real  estate, 
without  engemlering  a  revolution  among  the  particular  class 
of  property  owners  thtit  is  singled  out  for  taxation. 

The  truth  of  the  matter  is  that  things  are  not  what  they 

i-eem;  that  the  older  theory  that  justice  can  be  attained  l.y 

taxing  every  man  on  all  his  projx>rty  does  somehow  nol  w.nk 

out,  iK'cause,  as  a  matter  of  fact,  the  taxation  of  property  i> 

not    necessiirilv   taxation   of   the   proixTty   owner.      In   otiiei 

words,  we  are 'confronted  by  the  great  pn.hlem  of  the  shiftiUL' 

the  incidence,  and   the  effects  of  taxation.     The  indivnhial 

taxpayer  does  not  live  to  himself  alone;  he  forms  a  part  ol  a 

delicate  and  complex  organism,  and  his  int«'rests  are  indissolully 

bound  up  with  those  of  his  neighlK)rs.    The  problem  of  taxMt hmi, 

like  ever"  problem  of  value,  is  primarily  a  social  and  not  an  m- 

dividuaf  problem.     The  striking  change  that  has  come  over 

modern  economics  is  the  emphasis  tliat  has  Ix-en  put  ui).)ii  th-' 

social  a.sp<.cts  of  thwry.    If  there  is  any  one  thing  that  is  in.  .1.  a 

in  the  science  of  finance,  it  is  the  jK)int  for  which  I  have  cIulmihI 

so  insistently  during  the  past  few  years,  that  the  newer  tliemy 

of  taxation  must  proceed  from  the  siK-ial,  and  not  the  iiuhvi<lual. 

point  of  view.    It  is  this  point  of  view  that  is  responsii)le  tor  ilie 

more  modern  version  of  the  theory  of  (hffusion  or  al)s(>r|inoii 

of  taxation.    It  is  this  jxnnt  of  view  which  emphasizes  the  ik  urr 

doctrine  of  capitalization  of  ta.xati,m.     It  is  thi-;  i«.int  <.l  view 
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which  unites  the  doctrines  of  absorption  ami  capitalization 
m  the  wider  theory  that  I  have  vc„turc<l  to  .ail  the  elision  o 
taxation.     Slowly  we  are  bi-ginninR  to  r.aiiz,— and  by  we  I 
mean  not  alone  the  representatives  of  ^^i<■nc.^  but  the  leeis- 
lators  and  the  courts-that  to  tax  a  particular  piec,>  of  property 
IS  not  necessarily  to  tax  the  property  owner;  that  to  attain 
justice  m  taxation  it  is  not  requisite  to  tax  all  kinds  of  prop<-rtv 
and  that  in  the  ca«e  both  of  the  s,>.called  direct,  and  tlu-  so^ 
called  indirect  taxes,  the  real  i)robleni  is  not  as  to  which  individ- 
ual advances  the  tax,  but  as  to  what  class  of  individuals  ulti- 
mately pay  the  tax,  or  are  either  burdem-d  or  benefited  by  it 
In  this  respect,  therefore,  the  progress  of  theory  in  the  last 
twenty-five  years  has  scarcely  kept  pace  with  the  unconscious 
rcve  ation  of  the  theory  in  the  facts  of  actual  lif,..    A  Ix-ginninK 
has  been  made,  but  o:,ly  a  beginning;  an<l  the  task  of  the  next 
quarter  of  a  century  is  to  carry  out  into  all  its  ramifications  an 
cla    ^ration  and  a  more  adequate  comprehension  of  this  doctrine 
of         social,  rather  than  the  individual,  forces  in  taxation 

It  may  oi-  claim(.d,  however,  that  there  still  remains  a  field 
tor  the  app  icatio.  of  the  individual  theory  of  taxation,  In^cause 
It  is  undoubtetlly  true  that  in  many  cas,>s,  at  all  events,  a  tax 
IS  not  shifted,  but  IS  really  borne  by  the  individual  who  pavs  it 
Although  we  may  gi-ant  this  contention,  it  is,  I  think,  su;cep- 
til>le  of  proof  that  even  from  the  individual  iwint  of  view  a 
crcat  change  hsis  taken  place  in  th(>  facts  of  mod.Tn  taxation 
winch  must  inevitably  react  upon  the  theorv;  and  that  even 
th-^  putative  in.lividual  basis  of  taxati.m  will,  on  closer  examina- 
tion, be  found  to  Ijeshot  through  with  so<-ial  consid.Tations 

W  e  come,  in  other  words,  to  the  great  (juestion  which  has  long 
vrx.-d  the  minds  of  scholars  an.l  taxed  tl»"  energies  of  statesmen 
;is  to  what  really  is  the  test  and  measure  of  the  obligation  i>{  th(- 
"I'lividual  to  contribute  to  the  supi)ort  of  government.  Even 
:i>sinmng  that  every-  individual  bears  th,.  burden  of  what  he 
■;[;tually  pays  to  the  state,  how  shall  this  burd.-n  be  apportioniHl' 
1  wu  answers,  as  is  w(>ll  known,  have  been  given  to  this  f.uerv 
i't  ..ach  has  failed  to  satisfy  th.'  rigorous  demands  of  inod(.rn 
mv,..tigation;  the  one  In-caus..  it  is  plainlv  inad.'<iuatc>.  th.-  other 
iH('ause  It  has  hitherto  l)een  incorrectiv  interpreted. 

I  he  answer  that  was  almost  univrsally  given  in  the  eariier 
MMKc  of  h.scal  inquiry  was  that  individuals  should  contribute 
to  ttie  supiwrt  of  government  in  .•i.rordance  with  the  benefits 
or    H.VMntuges   whuh   they  deriv.ii  li„iu  government   action. 
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This  has  now  bironu'  kiu)\vn  :is  tut-  Benefit  Theory-  of  taxation. 
The  state  was  i-oneeived  of  as  a  larjje  joint-stoek  company,  in 
whieh    the   inaivi^lual    eitizens    were   shareholders;   ami    each 
citizen  was  iniajtined  tu  .Icrive  from  the  op«'ration  of  this  cor- 
iH)r!ition  a  definite  amount  of  profits  in  accordanc.'  with  his  in- 
vestment in  the  enterprise.    Since  the  otM>ration.-i  of  government 
were  not  ilesiKnea  to  vieUl  a  divideml  in  actual  nioney,  th.>  prof- 
its were  a-iueived  of  primarily  ;us  heinu  something  in  the  natun- 
of  an  intangible,  but  none  th«'  less  calculable,  .livulen.i;  ami 
since,  in  the  minds  of  those  writers,  the  chief  :mtl  well-nigh  the 
sole  function  of  government  was  to  protect  life  and  property, 
the  quantum  of  l>enefit  that  each  individual  receive<l  stood  iii 
a  certain   pr^.iK)rtion   to  liis   wealth.     Taxes  hence  represent 
nothing  but    an   insurance   [)remium.   or  a   peri(Hlic  paynu  iit 
made  bv  the  iiulividual  in  order  to  guarant«'e  the  continuan..- 
of  his  profits  in  this  joint-stock  enterprise".    The  theorc  of  beii-- 
fii  or  protection,  althougli  now  almost  completely  aliandoiie-i 
b\   scht)lars,  still  lingers  in  tvlie  minds  of  some  writers,  and  i< 
fom.d  ti>  a  .-onsiderable  extent  in  the  tax  ilecisions  of  the  court- 
of  Anglo-Saxon  countries,  where  the  force  of  precedent  i>  h> 

ciu)rmous. 

rhe  reason  wliy  the  l)eiu>fit  theory  of  taxation  has  b.-n 
ibandoned  is  two-loUi.  In  the  first  i)lace.  ev»'n  on  the  assuiuiv 
ti.)n  that  the  theory  involves  a  correct  interpn'tation  nt  rh,- 
relations  of  the  in>ii\idual  to  the  goverimient,  a  men'  nad 
anal  sis  discloses  file  tact  that  the  U-nefils  conferre«i  l)v  gov.  rn- 
iiienl  on  individuals  do  not  -tatul  in  any  such  relation  U)  w,  :iith 

v.hether  to  profHTty  or  to  inconu-  as  luui  been  imaiiiii"!. 
Kveii  granting  that  the  sole  tunction  of  government  is  to  r-r"- 
tcct  properly,  it  d(H-  mil  loiluw  either  that  it  coMs  the  ir,,^■.r\. 
mcnt  twice  :i.-  much  to  orote.'t  property  of  twice  the  aiu.  ait. 
nor  that  the  >nialler  property  owner  leels  that  he  is  gettius:  ■  i!;y 
, .lie-half  til.'  beiielit>  on  his  own  pro|H>rty  that^  the  large--  -r- 
l.rietor  receive-  on  his.  Furthermore,  it  is  obvious  tli:.;  •:i'- 
s;u\eriiiiieiil  ptoleets  person-  a.-  vvell  as  pn)|HTty,  and  lii'  -r- 
-uii.il  pioteetion  reaii/.ed  by  ;i  [HKir  man  is  no  less  vaiuai  '  •;■ 
hiin  tiian  the  |K'rsunal  |>roUciion  alTonled  to  a  rich  man.  ^'Ui 
lurilier,  houever,  it  Mx.n  Ucame  appar-nt  'hat  m.ven '.;' nt 
!-  more  than  the  mere  walvlidog  oi  -oeiety.  and  that  pn''-  "'"^ 
.1,.,-,  ii.)i   e\hau-l  Its  t'unilions.     A-  mhmi,  however,  as  a.     "n- 

>ider    liie    oilier    tuiiellons   ui   i{overii nt,    t  lie    tailaiv  •-•• 

Ihiu  lit    ihenrv    Ueume-  evid.'iii.      I'or  the  aitvantage-    ;-■.'-• 
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l.y  incHvuluals  from  Kovcrnnicnt  action  arc  fouii.l  to  l.c  in  laru,. 
measure  not  ui  dirc.-t,  hut  in  inverse,  proportion  to  tJicir  wealtli 
The  poor  man  sends  his  children  to  a  j)uhlie  school,  the  rich 
man  resorts  to  a  private  school;  the  poor  man  depends  for  fire 
protection  or  samtaticm  upon  the  efforts  of  government  the 
rich  man  avails  himself  of  the  services  of  the  hest  appliances 
and  the  foremost  experts;  the  poor  man,  in  last  instance  re- 
sorts to  iM)or  relief  or  state  jiensitms;  the  rich  man  needs  no 
such  a.s.sistance.  In  almost  every  domain  of  modern  gov<-rn- 
mental  activity,  it  may  thus  he  c(jntended  with  some  degree 
of  truth  that  the  direct  l)enefit.s  of  state  acticm  are  frequently 
in  inverse  proportion  to  tlie  wealth  of  the  individual.  A  theor^• 
which  would  i)ractically  result  in  placing  greater  burdens  upon 
the  iK)or  man  than  upon  the  rich  man  must,  therefore,  l)e  de- 
fective in  one  of  its  premises. 

The  second  ami  chi(>f  rea.son,  however,  whv  the  benefit  theory 
of  taxation  was  abandoned  is  that   the  whole  foumlation  of 
political  philosophy  on  which  it  «as  en-cted  was  recognized 
as  insecur...    The  mod.-rn  theory  of  political  science  rests  upon 
the  mor<"  organic  ctmception  of  the  relatiim  of  the  individual  to 
th"  state;  it  recognizes  the  fact  that  the  public  collective  wants 
arc  as  much  a  part  of  the  nature  of  civilized  man  as  are  his 
individual  privat..  wants;  and  that  the  essence  of  taxaticm  is  a 
nu.ra!   lus  well  as  a  legal,  obligati.m.    The  government,  imieed, 
must  do  something  f(.r  the  community  in  return  for  th..  supiwrt 
which  It  receives.     15ut  this  recipro.'al  obligaticm  on  the  part 
"f  the  governimnt  is  not  toward  the  individual  as  such    but 
t<.w.ird  the  individual  as  a  part  of  the  great.-r  whole.   '  The 
s|).Tial  benefit  is  swallowed  up  in  the  comnum  In^nefit.     The 
special   bem.fit    to  the  in.lividual   is,   in  most   cases,  even  not 
""■asurabh.;   for  the  distinguishing   charactcristi,.  of   modern 
civilization  IS  the  .spread  tiiroughout  the  communitv  of  these 
"I'PallKible    non-material   r.-sults  of  g.n.d  gov<.rnmi.nt   which 
inake  tor  the  common  welfare,  ai-l  ..sp.riallv  for  the  higher 
lit''-    In  Its  ideal  form  at  all  events,  the  state  must  be  likened 
ii<>f  to  a  joint-st.u'k  conipany,  but  to  a  familv.     The  citizens 
arc  not  stockholders  but  brel  hn-n,  auiiuated,  if  thev  are  patriots 
l'>  the  .same  ideals  and  by  the  same  fine  sense  of  co-op.-ration 
m  til.'  common  interest.     What«-ver  the  fst  of  this  moral  ob- 
I'trai.,,:;  t,,  nm.ribute  t..  the  .supiH)rt  of  the  whole  mav  be    it 
I-.  IP.  the  state  as  little  as  in  th<-  family,  /.ssurediv  not  tiie  niea.s- 
nn.  ..:.,   \irnv^i  rcccivcd.     Nut  only  i>  the  test  wholiv  im|)rac- 
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ticable,  but   if   it  wort-   practii-ablo   it   would   Ih>   t-omplttil\ 
inadwiuato. 

It  may  l)e  claimed,  indewl,  that  this  analogy  t)f  the  state  U< 
the  family  is  strained,  and  that  cases  dt*  arise  where  the  Roveni- 
ment  -'.ndergoes  a  certain  exix-nse,  and  actually  jxTforms  a 
definite  service,  for  the  particular  individual,  the  i)enefits  ot 
which  arc  separably  and  measurably  calculated.  Such  a  case  ob- 
tains, for  instance,  when  the  povernmcnt  sells  gas  to  the  indiviil- 
ual,  or  mab?s  a  charge  for  a  certain  permit,  or  (lemands  that 
the  cost  of  an  improv<>ment  which  inures  particularly  to  the 
iK'nefit  of  a  given  set  of  individuals  Ix'  l)orne,  in  whole  or  in  part. 
by  them.  While  this  claim  may  at  once  be  conceded,  it  nuist 
be  i)ointed  out  that  such  payments  do  not  come  vmder  tlie  head 
of  ♦axes,  proiKTly  so  called.  Even  though  there  is  still  muih 
CLi'ii'jsion  in  the  minds  of  our  legislators  and  our  judges,  we 
cannot  help  realizing,  as  we  look  back  uixm  the  progress  of  tin 
last  twenty-five  years,  that  one  of  our  chief  steps  in  advance  ha- 
l)een  a  more  proiRT  classification  of  public  revenues,  and  a 
recognitiuu  of  the  fact  that  taxes  nuist  not  be  confused  with 
prices  or  with  fees  or  with  special  assessments.  What  we  hav.- 
to  treat  of  here  is  not  the  whole  subject  of  government  revenue-. 
but  the  six'cial  topic  of  taxation.  In  a  tax  the  pouit  of  clii. : 
im{X)rtance  is  the  i>revalence  of  the  common  benefit,  and  tL. 
jyurelv  incidental  character,  if  it  exists  at  all,  of  the  sped:,. 
benefit  to  the  individual.  Where  the  siK>cial  i>enefit  to  ti.. 
individual  is  separately  calculable,  and  is  no  longer  a  iiure':;, 
incidental  result  of  government  action,  we  are  dealing  wn:. 
something  that  is  not  a  tax  at  all. 


III.  Social  Considerations  and  the  Faculty  Thiory 

■'Vlien  the  benefit  theory  of  taxation  was  abandoned  it  \v: 
replaced  bv  the  faculty  or  aliility  theory.     This  theory  tail- 
that  the  measure  of  general  oiiligation  to  the  supjH)rt  of  gov.  r: 
incut  is.  ui  the  state  as  in  the  lamily,  the  ( apacity  on  the  par! 
tiie  individual  to  contribute  to  that  supi)ort.    This  seemed  t..  ■ 
an  enlightening  and  comprelicnsive  pro(K>sition.    Hut.  as  in  t 
ease  of  the  benefit  thet)ry,  the  difiiculty  arose  when  an  an.  :-• 
was  made  to  analyze  more  closely  exactly  what  was  nieaiit 
the  faiulty  principle.     IVrhaps  tlie  most  itupt>rtant  step  \u  ■: 
analysis  was  taken  bv  those  writers  who,  like  .lohn  .^tuart  M 
coticeived  til.   .-.M'n.-t   of  faculty  or  .ahility  to  reside  m  e.^;  .    . 
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ol  sacrifice.  That  i^ ,  they  moasuivd  the  ability  of  the  individwil 
to  pay  taxes  l)y  the  amount  of  sacrifice  that  would  be  imposed 
upon  him  by  the  bunh.n  of  the  payment.  I  do  not  here  speak 
of  the  various  suggestions  that  hav.  been  put  forward  to  aseer- 
tam  the  objective  norm  of  this  faculty  so  interpreted  further 
than  to  recall  the  gradual  .-volution  from  the  test  of  expenditure 
to  that  m  turn  of  property,  of  product,  and  (,f  income  The 
imiiortant  |)oint  for  our  puriH)se  is  that  the  subjective  measure 
of  the  obligation  was  found  to  consist  in  sacrifice.  It  is  true 
iiuleed.  that  in  recent  tim.-s  this  exi)lanation  of  Mill  has  been 
further  elaborate<l.  as.  for  instance,  in  the  suggested  sub.stitution 
by  1  rofessor  hdpnvorth  an.l  by  IVofoM.r  (  arver  of  the  principle 
of  mmimum  sacrifi.e,  in  lieu  of  that  of  e.|ual  sacrifice.  Rut  apart 
from  the  iwcuhar  diHicullies  inherent  in  this  newer  version 
upon  which  this  is  not  the  plan>  to  touch.'  we  are  c.mfronted 
by  the  fact  not  only  that  fiscal  i)ractice  does  not  conform  to 
the  general  theory  ot  sacrifi.e.  but  that  the  doctrine  of  ability 
or  faculty  its<.lf  has  been  a.ssaile.i  by  recent  thinkers  as  in  some 
respects  unsatisfactory. 

While  there  is  some  force  in  th.-  objections  that  have  been 
urg.'d,  they  are.  in  my  opinion,  not  sufficient  to  invalidate  the 
(lo-trme  of  ability  or  fa.-ulty.  if  correctly  interpreted.     Almo.st 
all  the  modem  writers  on  finance,  in  (lemianv  as  well  as  in 
Kngland  and  elsewh.Te,  have  regarded  facultv"too  exclusively 
from  the  jwint  of  view  of  consum{)ti(jn.     The  whole  sacrifice 
tlieor>-,  whether  in  the  e.jual-sa.rifice  or  in  the  minimum-.sacrifice 
version,  deals  only  with  this  pliase  of  the  i)roblem.    It  asks  what 
1-  the  burden  that  rests  iiixm  the  individual  in  virtue  of  his 
payment  of  taxes;  and  how  much  of  liis  property  or  income 
nmains  for  puri)oses  of  his  own  consumption.     It  is  through 
:tn.l  through  an  e.ss.uitialiy  c.msumption  theory  of  finance.     .\ 
ninre  careful  analysis  ..f  the  doctrin.".  how«>yer."  and  .me  that  is 
more  iii  harm.my  witli  the  a.tual  facts,  fonvs  us  to  the  c.mclusi.m 
that  the  consumption  side  of  the  theory  must  be  reinforced  by 
the  producti.m  side.    In  estimating  a  m.-in's  faculty  or  ability  to 
!':vv  w,.  must  not  alone  think  ..f  the  burden  imiwsed  ujKm  him  in 
p.irtuig  with  his  property  or  income,  but  we  mu.st  also  consider 
'ii'-  "iilHjrtunities  which  he  has  enjoved  in  si-curing  that  nrotiertv 
or  income.  '    '  i      >       J 

But  what,  it  may  b(>  asked,  is  the  real  import  of  this'.'    The 
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answer  is  obvious.    Manifestly,  as  soon  as  we  regard  the  produc- 
tion side  of  the  proltlem,  we  are  confronted  by  the  phenomenon 
i.f  privilege  in  all  its  manifold  forms.     If  an  inclividiial  secures 
his  wealth  largelv  through  his  own  unaidc*!  exertions,  that  is  one 
thing.     If,  on  the  contrarj-,  his  fortune  is  in  great  measure 
ascriliable  to  the  privileges  conferred  uiK)n  him  hy  law,  the  situa- 
tion is  a  verv  ditTerent  one.    The  privileges  r.-nder  it  easier  for 
him  to  create  ami  to  ;mgm«'nt  his  wealth,  and  the  real  sacrifice 
involviil  is  tlie  siicritice  of  acciuisition,  as  well  as  that  of  disposi- 
tion.   The  oKler  thtH>ry  of  faculty  dealt  only  with  the  latter  kind 
of  sacrifice;  the  newer  thei>ry  of  faculty  must  include  lM)th  kinds. 
The  doctrine  of  ability  or  faculty,  as  thus  reinvigoratetl,  is 
not  onlv  free  from  objection;  it  is.  because  more  inclusive,  suim'- 
rior  to  anv  of  the  rival  conceptions  that  now  divide  the  camp  of 
fiscal  tlunki<r<.    Our  frieiuls,  the  single  taxers,  for  in.stance,  who 
have  done  such  ywman's  service  in  many  pha.ses  of  fiscal  reform, 
commit  a  double  mistake;  first,  in  singling  out  a  particular 
privilege  as  the  only  one  to  be  reckoned  with;  and,  secondly, 
ill  electing  the  principle  of  privilege  into  an  indeiH>ndent  and 
all-sutlicient  explanation  of  the  relation  of  the  iiuUvidual  to  thr 
government.     Some  of  them,  in  the  tu-ilor  of  their  reaction 
against   the  faculty  theory,  even  go  so  far  as  erroneously  i.i 
identify  the  privilege  theory  with  the  benefit  theory,  and  thu< 
revert  to  the  old  and  discredited  explanation.     But  even  thnM- 
who  do  not  go  to  this  length  nevertheless  see  in  the  doctrine 
of  jirivilege  an  all-embracing  and  ade(iuate  principle.    .Ks  I  h:iv.- 
attempteil  to  [Hunt  out  .above,  however,  this  view  is  essentially 
incorrect,  U-cause  it  looks  at  only  one-half  of  the  problem.    1' 
regtirds  solely  the  acquisition  of  wealth,  and  is  oblivious  «i  t:  - 
di-.positioii  of  wealth.    The  older  faculty  theory,  as  it  has  !  .,-, 
almost  universally  e\i)ouiided.  errs  on  one  side  of  the  qu'  -ti-ii: 
the  privilege  theory  errs  to  an  tniual  extent  on  the  other  -ul . 
The  only  sati>t:ictory  solution  of  the  problem  is.  while  iiplioMiUi: 
!he  taciilty  theory  (  f  taxation  as  ovt  r  against  the  old  beii.  nt 
tie.. IV.  >o  to  broaden  and  interpret  the  faculty  theory  as  to  ni:.k.' 
ii  iiicludi'  all  vi  what  is  legitimate  in  the  privilege  theory,  w.':.- 
oii!    incurring  any  of  its  extravagances. 

This  new  interpretation  of  tlie  faculty  theory  also  ena:.i- 
us  to  explain  the  actual  prouros  of  events  during  the  i-.-' 
quartiT  of  a  renluiv.    t  >n  iheone  hand,  we  have  the  great  "!';'■  •-■ 
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(ountrips.     This  movement  is  the  direet  result  of  the  older  ele- 
ments involved  in  the  faeulty  theory.     It  is  ;i  recent  movement 
in  the  United  States  simply  because  the  whole  faculty  theory  of 
taxation  is  of  comi)aratively  modern  aeeei)tance.    liuf  the  two 
newer  motlifications  of  the  income  tax  which  are  now  Ikmuk  ■'o 
hotly  discussed  all  over  the  world,  the  principle  of  graduation, 
and  the  principle  of  difTerentiation,  are,  consciouslv  or  uncon- 
sciously, the  result  in  part  at  least  of  the  other  side  of  the  faculty 
conception.    As  1  attempted,  many  years  ago,  to  ix)int  out  in 
the  discussion  of  progres-sive  ta.xation,  the  consumption  side  of 
the  theory  alone  does  not  suffice  for  an  ade(|uate  defence  of  the 
principle.     And  in  the  case  of  the  distinction  between  earned 
and  unearned  incomes  tiiat  has  now  come  to  the  fore  with  such 
insistence  in  Great  Britain  as  elsewhere,  the  justification  of 
the  higher  rates  on  unearned  inconu>s  is  to  l)e  sought  in  large 
measure  in  the  princii)le  of  i)rivilege,  and  especially  the  privilege 
of  inheritance.    It  is  tiie  same  ])rivilege  of  inheritance  which  is 
resjHjnsiljle  for  tlie  great  <levelopment  in  recent  years  of  the  pro- 
gressive and  the  collateral  inheritance  taxes  all  over  the  world; 
and  it  is  a  social  privilege  of  u  different  but  of  not  less  imiwrtant 
kind,  which  has  brought  into  the  forefront  of  iwlitical  discussion 
in  Cermany,  and  in  England,  the  increment  duties  on  land.    In 
the  I'nitiHl  States  also  the  federal  corporation  tax  and  the  corpo- 
rate franchise  taxes  in  our  eonnnonwealths  are  all  of  them  refer- 
:il)Ie  at  l)Ottom  to  this  newer  idea  of  social  or  legal  [)rivilege  as 
iiugmenting  the  faculty  or  ability  of  the  taxpayer,  whether  indi- 
vidual or  cori)oration.    Far  from  working  away  from  the  theory 
of  faculty,  the  events  of  recent  years  show  a  decided  approxima- 
tion to  the  (Uwtrine  as  correctly  interjireted. 

We  see,  therefore,  that  the  chief  development  of  the  last 
quarter  of  a  century,  in  t^  practice  as  well  as  in  the  theory  of 
taxation,  has  Ijeen  the  incrr-using  emphasis  laid  ujwn  the  siicial 
l)uint  of  view.  In  a  great  (tomaiii  of  ta.xation,  as  we  have  just 
Itarned,  the  imUvidual  iM)int  of  view  has  bi-en  completely  super- 
M'tltd  by  the  .social  iwint  of  view,  and  the  study  of  the  incidence 
and  etTects  of  taxation  has  emi)!iasi7.ed  to  a  continually  greater 
extent  the  fact  that  the  individual  who  pays  a  tax  is  by  no  means 
always  the  {lerson  who  bears  the  tax.  And  secondly,  a.s  we  have 
■il-^o  seen,  even  in  that  remaining  field  of  taxation  where  the 
iiiiiividual  taxpayer  is  the  ta.x-bearer,  and  where  the  theory  of 
t acuity  or  ability  to  pay  lias  been  predicated  as  a  fundamental 
principle,  the  individual  element  in  this  theory  hits  been  supple- 
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moiitfil  by  tho  scK-ial  cli'inent.  The  older  conception  of  sacrificf 
w:us  all  imliviilual  concept iou;  the  newer  idea  of  privilege  i>  :i 
s»H-ial  lunception;  thesv  two  conceptions  have  joined  to  form 
the  lumlcrn  diH-triae  of  capacity  or  ability  to  pay. 

iliKs,  Iroin  every  ^tandix)int,  the  imlividiial  idea  has  hetii 
peiiiualctl  with  -*tH.-ial  con^i'leratioiis,  and  the  tlieory  of  hnaiuc 
i■^  takiiiy;  its  phice  sltle  by  side  witli  the  other  economic  do(  triiu-. 
a>  K'niiiun  an  outj;rowtli  of  tlie  modern  application  ut  -oi  ial 
ruMsidt  rations  to  the  older  individual  conceptiun.  Kconoini(  » 
)v  now  si.nietiines  calleil  :?ocial  Economii.'s;  the  newer  theorv  oi 
tinanie  might  also  well  be  called  the  Social  Theory  of  Finam t-.' 

IV.  CmiHids  Between  Tax  Jnri.-<ilicti(>nii 

\o  survey  of  recent  tendencies  in  taxation  woukl  be  com- 
plete, however,  without  .^ome  allusion  to  the  (•hanKe>  th.-.t 
iiave  birn  broiinlit  about  by  the  (luestion  of  v.iriou.-  tax  juri- 
diciioM>.  and  of  the  conllicts  l)etwe»'n  tliem.  In  all  inodmi 
nation^  \\e  are  struck  liy  the  attempt  to  adjust  the  fiscal  nhi- 
tiv)ns  of  >ta  e  and  lo»:iiity;  :ind  in  ail  I'cdertd  coinmonwtniiL- 
we  have  the  .idded  compiication  of  the  adjustment  iutw.tu 
>tate  and  nation.  W  liat  does  tiie  experience  of  the  la,-t  twiitv- 
h\e  years  teach  u;>  witii  reference  to  both  the  theory  ami  'm- 
practice   o\    the.->e    pn)bli  m>'.' 

Let  u>  take  up  tirst  the  question  of  the  relation  of  jren'ru 
,ui.l  local  tinancc.  Here  wi-  at  once  notice  the  obviou-  i:i'* 
tiiai  the  teiulency  c\u>\shcn-  is  to  I'onUne  the  local  ta\  '" 
!t  ai  otate.  t  >nsi;iriail.\ .  a>  is  well  known,  ail  taxes  wi-re  ;>r:- 
inaril..  ioc:d;  and  v\e  thirefore  fiiid  local  revenues  deri\cd  ti-va 
a  \^hoif  .aiejuor.s  "I  iiu|K)st>.  I'Acrvwhere  the  iremral  !>!'!- 
.■ri>  or-  the  general  isntnue  ta.\  tortni'd  a  larue  part  oi  itn  :.-i;s, 
teveuue.  and  ui  larlicr  i  uiu'>  h  was  ~uppleineiite<l  hy  i  "".> 
o,'  ia\e>  on  rou>U'  .I'tion,  a  -y>u-m  wiuch  -till  -urvives  m  iiHiiiy 
■  uu>oi  the  Kuropc:.!!  roiiiiuciu.  W  lien  -tate  taxes  dev>!";'>';. 
:iir\  \U'ic  cither  lai  kcd  on  to  the  local  fevi'iiue,  a.r  i-  -tiii  ■:>• 
.'U^loiu  111  the  riiilcd  >talc>;  or  wliere  t:ix  admiairtr:;-:'n 
Mail  iKcoine  iiati<inal,  as  in  France  ami  <ome  other  Ijin-"  iti 
•  iiuiii  no,    ttic   i'e\ersf   proces.s  t)cciirreii   ;iiid    local   ta\(-    ^r'- 
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notice  u  most  instructive  evolution.  I  need  not  stop  in  this 
l)liieo  to  emphasiz(>  tlie  great  eeononiic  clianRes  which  rendered 
the  general  property  tax  of  earlier  days  unfitting  and  inopera- 
tive. But  I  do  want  to  accentuate  the  fact  that  has  been  lost 
sight  of,  that  the  reason  of  the  decay  and  the  disapiM'arance 
(if  the  general  property  ta.x  ail  over  Ilurope  was  not  only  the 
l>reak-up  of  the  original  mass  of  property  into  its  constituent 
elements,  hut  also,  to  an  e<|ually  great  ext»-nt,  the  fact  that 
the  administration  of  the  general  proiM-rty  tax  remained  local, 
while  the  basis  of  the  revenue  derived  from  property  was  now 
becoming  general.  In  other  words,  an  important  cause  of  the 
failure  of  the  general  property  tax  was  the  attempt  to  api)ly 
local  administrative  methods  to  what  was  now  essentiallv 
fitted  only  for  general  administrativ*'  methods.  Individual 
property  and  indivitlual  income  can  not,  in  modern  times,  be 
localized;  and  therefore  a  local  tax  on  general  property  or 
general  Income  becomes  increasingly  difficult  to  administer. 
This  is  one  of  the  chief  rea.sons  why  the  general  property  tax 
is  incoming  a  farce  in  the  I'nited  States,  just  as  it  explains 
why  it  has  long  since  disapiwuired  practically  everywhere  else 
in  the  civilized  world.  But  it  also  enables  us  to  understand 
the  reason  why  the  modern  income  taxes,  and  even  the  prop- 
erty taxes  where  they  exist,  an-  based  upon  the  broader,  and 
not  the  narrower,  administrative  foundation. 

\\hat  applic's  to  the  general  projierty  tax  applies  to  man%- 
other  general  taxes.  The  onj-  imjwrtant  category  of  revenue, 
however,  to  wliich  this  administrative  shortcoming  does  not 
:ipply  is  the  tax  on  real  estate,  and  thus  everywhere  we  find 
lix'al  taxation  coming  more  ;ind  more  to  a.ssume  tlie  form  of 
a  tax  on  real  estate.  In  some  countries,  as  in  England  and 
Australia,  this  is  now  tlie  fact  by  law.  In  some  places,  like 
the  more  developed  industrial  centres  of  the  United  States, 
it  is  now  virtually  a  fact  by  custom.  In  France,  indeed,  the 
movement  has  only  just  begun,  but  is  quite  percepti))le:  while 
in  ('.erm.-iny  the  well-intent itmed  reforms  of  the  earlv  nineties 
liave  been  in  part  blocked  by  the  selfish  but  unreasoning  op- 
IK>Mtion  of  the  landowners,  who  do  not  quite  realize  the  true 
'•I'.iK.mic  significance  of  the  process.  Indeed,  with  all  the 
■li~;Mhantages  and  absurdities  of  our  American  system  I  should 
Niy  that  the  system  of  local  taxation  in  the  I'nited  States, 
a-  It  IS  fast  developing  in  actual  pnirtire  in  the  :::;-t  advanced 
cunununities,  is  superior  to  that  which  exists  in  Germany  or 
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in  Frnncr,  .ind  oven  in  some  importiint  n'sp«>rts  not  ii.icrior 
to  that  wliich  is  found  in  Knuland.  The  troul)lc  witii  our 
American  whcnu-  is  that  the  facts  arc  (Icvclopinjj  in  spite  of 
the  law,  and  not  in  accordance  with  tiic  law.  Th.'  tendency, 
however  throughout  the  world  toward  reliance  for  hxal  revenuts 
upon  the  real  estate  tax  is  not  alone  indisputal)l<',  liut  also  in 
complete  harmony  with  the  newer  theories  of  finance. 

The  other  side  of  the  proldeni.  namely,  the  relation  of  stale 
to  federal  finance,  has  come  to  the  front  primarily  in  jtreat 
empires  like  (iermany,  Australia,  Canada  and  the  Inited 
States.  In  this  country  we  are  at  the  present  time  in  the  very 
thrcH's  of  the  discussion.  As  we  have  j)<)inted  out  elsewhere 
at  some  length,'  the  real  considerations  involved  in  the  choici- 
of  revenui's  for  conflicting  tax  jurisdictions  are  the  consider.i- 
tiims  of  etficiency,  of  suitahility,  and  of  adetpi.tcy.  Into  tlu' 
further  discu.s.sion  of  these  sul;jects  I  do  not  intend  here  to 
enter.  Hut  one  point  calls  for  esjH'cial  em|)hasi.s.  The  situa- 
tion in  the  Inited  Statis  is  far  more  difficult  than  that  in 
most  of  'he  other  empires  mentioned,  hecau.se  of  our  systim 
of  constitutional  restrictions.  The  older  I  grow  and  the  more 
deeply  I  work  into  our  eecmomic  and  fiscal  proMem,  the  nmn' 
seriously  do  I  (piestion  the  value  of  our  much-lauded  system 
of  ccmstitutional  restrictions,  at  all  events  as  applied  to  tlir 
proMems  in  hand.  We  .see  the  embarrassments  on  all  siili  v 
All  the  other  countries  liave  been  able,  for  inst.ince,  to  rii 
themselves  of  the  general  ()roix'rty  tax,  while  we  shall  have  t 
devote  many  an  arduous  year  to  the  effort  to  overcome  tin 
initial  restrictiims  in  most  of  our  stat*-  constitutions.  And  -o 
far  as  this  particular  jjroblem  of  tin  relation  of  federal  ami 
state  finance  is  concerned,  the  much  greater  progress  that  lii- 
been  shown  by  our  Canadian  neighbor,  not  to  speak  of  Minr 
of  our  friends  across  the  seas,  is  diw  to  their  hapj)y  immunity 
from  the  dogma  of  state  rights,  ."^imply  because  of  the  aci  idi nt 
that  when  our  i-onstitution  was  formed  the  separate  >t;ii(S 
were  indeix-ndent  and  jealous  of  each  other,  we  have  embeddiil 
into  our  constitution  the  theory  that  all  rights  not  exi)re^-ly 
granted  to  the  national  government  are  reserved  to  the  static. 
Vet  immediately  across  the  border  we  have  a  n.ation  whicli  i-< 
to-day  more  than  twice  as  jiopulous  as  was  ours  when  ilic 
constitution  was  framed,  an<l  which  in  no  distant  future  i> 
bound  U}  l.ieeome  a.s  gn'.at  .'mil  -'is  mighty  an  cTiinire  as  our  (vuii: 

'  Intrii,  chap.  xii. 
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and  y»'t  Cimada  \\m  pri)-<p<'nMl  on  just  \hv  ri'Vcrsc  theory, 
namely,  the  tlicory  that  ttic  rights  not  Krantc.l  to  thr  .statrs 
arc  n'sorvcd  to  th.-  nation.il  Kovcrnni»nf  (ndcr  this  system 
fanada  is  solving  not  alone  h.r  fiscal  proMenis,  hut  "many 
other  cononiie  problems,  in  a  far  mon  successful  way  than 
are  we  And  v.  'vxt  is  true  of  Cjinada  is  true,  in  a  larjje  measure, 
of  the  other  gn  .it  federal  states.  We  have  shackle.l  (iurs<lves 
with  Inrnds  which  now  cramp  and  hind  our  well-rounded  develop, 
ment.  We  have  erected  into  a  fetish  of  so-called  state  riKht-  or 
local  self-Rovernment,  u  theory  which  the  succes>ful  career  of 
other  Angh)-Saxon  empires  has  shown  to  Ih"  unnecessary  .and 
emharrssing.  The  experience  of  tin-  last  twenty-five  ye.irs, 
if  it  conveys  any  lesson  at  all  in  fiscal  as  well  a>  in  economic 
mitters,  teaches  us  that  our  whole  eunstitutiuiial  theory 
deserves   considerable   overhauling. 

Putting  these  considerations  into  pracfic;d  form  it  means,  as 
I  have  attempted  elsewhere  to  indicaf.  that  the  income  tax 
of  the  future  in  this  country  is  to  he  a  n.ational  .nid  not  a  state 
income  tax:  and  that  so  far  as  the  corporation  tax  .ind  th<'  in- 
heritance tax  are  com'erned,  tlie  almost  insuix-rahl.  obstacles 
to  overcoming  the  difficulties  of  interstate  conflicts  of  tax 
jurisdiction  may  Iw  removed  by  a  national  supervision  of  the 
taxes  imp()s».'<l  by  the  states,  or  by  some  scheni'  whereby  the 
1;ixes  in  (piesticm  will  become  nalion.nl,  so  far  as  the  methods 
of  assessment  are  concerned,  even  thouKJi  the  i)roce(<ds  may  be 
apportioned  in  wholcori-i  part,  to  the  sep.irate  commonwealths. 
In  some  way  or  other  the  leg.al  facts  must  be  made  to  conform 
t<p  the  <>conomic  facts.  In  some  form  or  other  the  structure  of 
pn-ernment  mu.st  be  put  into  harmony  with  the  content  of 
economic  life. 

The  last  (fuarter  of  a  eentur\  therefore,  which  has  seen  such 
enormous  changes  in  the  economic  b;i  is  of  society,  is  bringing 
ahuut  e<]ually  vast  changes  in  the  theory  and  pra<tice  of  taxa- 
tion. Stmimed  up  in  a  few  words,  tlii-  rnovenient  ni'  ans.  on  the 
<inr  hand,  the  recomiliation  of  efficiency  with  just  •,  or  nither 
ttic  attainment  of  justice  through  efficienc\  .  and.  ..n  the  other 
l::in(|,  it  means  the  correlation  of  the  older  in-ividtial  and  the 
newer  social  elements  in  the  iirobl.in.  The  siruL'trles  over  liie 
budget  in  Kngland,  over  the  income  tax  in  I-Yauce,  over  the 
ri'venue  code  in  (lermany,  are  .all  of  them  .symptoms  .f  this 
newer  spirit.  And  in  the  risite:!  ."^tts!^-  «}='■  effort  to  a!>.;ii-ii 
tlic  ini(iuitous  general  property  tax;  tlie  allempt   i( 
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iM'parution  of  the  ^*<)U^(•«•H  of  st;  tc  and  l<M-al  nvcnuo;  the  cn- 
(iravor  to  hold  individuals  ami  i«/r|H)rations  up  to  tl.iir  uhliga- 
tions  to  the  tnasury;  tin-  Inov^•n»•nt^  t<»  rmxiify  our  syntc-m  of 
import  and  internal  n"V«'nu«'  duties,  and  tt)  supplement  them  by 
an  ineome  tax;  and  alH)ve  all,  the  tendency  toward  the  spread 
of  the  inheritance  tax  and  the  incipient  discussion  as  to  the 
applicability  of  the  theory  of  unearned  increment  to  'and  taxe>. 
-  all  of  these  hut  emphasize  the  lesson  \vhi<'h  I  have  souRht  t" 
convey.  The  civiliz*"!  world,  in  its  rapid  nvvai.'  sweep,  is  fa-t 
realizinK  all  thes<'  newer  ideas  in  taxation.  It  remains  for  tin 
student  to  analyze  and  to  explain  the  situation,  an:I  by  clarify- 
ing the  conceptions  of  stat«>smon  a!<  to  the  real  import  of  tlit-i 
va.st  changes,  to  put  them  in  a  position  to  lM'<'ome  the  ieadt  r« 
of  the  iM>ople,  who  are  the  ultimate  arbiters  in  this  quest  for 
justice  and  in  this  endeavor  to  reflect  in  fiscal  institutions  tin 
highettt  aims  of  iH;onomic  and  social  progress. 
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'ering  more  and  more 


of  a  complex  industry  '        ■■■•y  .,: 

inadequate  the  fiscal  !»    ■■      >  >    ,.,  |i-.,.,i  niacliinery  which  have 

l)ccn  l)«-<iueathed  to  us  1.,,  i.v.sturs.     Thus  at  both  ends 

the  pressure  is  felt.  Th«-  fiscal  needs  an'  multiplietl  and  the 
fiscal  machinery  is  RcttinR  out  of  gear.  Kxiwnditures  are  grow- 
ing,  and  the  old  forms  of  revc>nu«'  are  no  longer  suitable.  Hence 
the  pressure  of  public  needs  uiM)n  {lublic  resources.  And  since 
these  public  netnls  are  augmenting  most  rapidly  in  the  domain 
nf  local  rather  thi-n  of  national  government,  it  is  primarily  {jues- 
tions  of  state  and  lo<-al  revenues  that  are  h'coming  increasingly 
enibarra.ssing. 

It  wo  Id  l)e  a  ini.stake,  however,  to  supjiose  that  the  public 
resources  are  in  t.  cm«lves  inadequate.  The  fault  does  not 
lie  with  the  social  income.  National  prosperity  is  ^reat  and 
KHiwing,  and  the  increa.se  of  wealth  an.l  of  iai  income  is 
i)roceeding  unchecked.  Were  our  state  and  .  .  1  resources 
niarshalled  and  organized  for  fiscal  jjurposes  a,-  i>  done  by  the 
national  government,  the  "M'barrassnient  v..;uid  sikhi  vanish. 
^\e  all  know  that  in  .'iormai  ♦imes  there  h.is  never  l«'en  the 
>!l^htest  difficulty  in  securing  a  revenue  for  national  purjM^ses 
uliich  should  be,  not  imly  abundant,  l)ut  on  the  whole  satis- 
lactory  to  the  community.     We  know  e<|ually  well,  however, 

'This  chapfcr  is  reprinted  with  sonic  clmiitti's  fnup  the  p.-ipcr  in  Adirexnex 
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that  what  has  boon  so  successfully  clone  l<y  the  natitinal  Rovcrn- 
ment  is  very  imiM'rfectly  accomplishe<l  by  our  state  and  local 
governments.  The  wealth  is  there,  the  resources  are  tlure,  but 
the  methotl  of  tapping  the  resources  has  become  unsatisfactory, 
lopsided  and  unequal.  What  is  nw-ded  is  a  readjustment  of 
the  system  to  make  it  fit  modern  necessities. 

In  an  empire  like  tlu;  United  States  tlu;  problem  will  naturally 
assume  a  somewhat  dilTerent  form  in  various  sections.  FiiiaiM c 
and  politics  are  but  the;  ultimate  expression  of  economic  fon  i  s 
and  relatit)ns,  and  the  economic  conditions  vary  widely  throiiKl:- 
out  our  country.  The  transition  from  the  frontier  life  and  the 
activity  of  a  purely  agricultural  conmmnity  to  the  conditions  ol  a 
highly  developed  and  complex  industrial  conununity  has  made 
far  more  progress  in  .some  sections  than  in  otlurs,  and  to  the 
extent  that  this  transition  has  only  begun,  the  older  metlKMJ^ 
|K)ssess  a  certain  mc-asure  of  validity.  What  is  good  for  N(u 
York  is  n(>t  nt'cessarily  good  for  Mississijjpi,  nor  attain  for  I'tah. 
Hut  notwithstanding  this  diversity  of  econon;ic  coiiditiuii-, 
there  are  certain  plu-nomena  which  are  common  to  all.  TIk 
large  cori)orate  agencies  of  transportation  are  found  througlMiut 
the  country.  Some  of  the  great  trusts  are  selling  their  pnxhK  t^ 
in  the  little  handets  as  well  as  in  the  imiH)rtant  commercial 
centP's.  Certain  defects  in  our  fi.scal  systtm  are  thcnlVir 
being  recognized  as  common  to  the  whole  country,  and  willi 
the  <Ievelopment  of  more  homogeneous  economic  couditiin!- 
this  is  bound  lo  be  increasingly  true  in  the  future.  We  have 
tax  commissions  wrestling  with  very  much  the  same  problmi-. 
not  only  in  .Massachusetts  and  New  York,  but  in  Miiinc-nta 
and  Wisconsin;  not  only  in  Ixniisiana,  but  on  the  Pacific  >lii]r. 

What,  then,  are  the  chief  difficulties  in  our  tax  system  w  Im  h 
are  coming  more  and  more  to  be  recognized  everywhere  titroiiuli- 
out  the  length  and  breadth  of  the  land?  I  should  sum  tli.m 
up  under  eiglit  heads. 

First  and  foremost  is  the  bre;ikdo>.n  of  the  general  property 
tax,  which  is  almost  iverywliere  still  the  chief  reliance  •>!  -late 
and  local  gov<'rnment.  The  general  property  tax  work>  mil 
only  amid  most  primitive  economic  conditions  for  which  mI'IH' 
it  was  calculated,  .\lmost  everywliiTe,  for  reasons  whicli  n  i^ 
unnecessary  here  to  recapitulate,  .and  which  it  is  utterlx  ini- 
IXKsible  to  prevent,  persoii.alty  is  slipping  from  under.  1  ln' 
adniini-inition  of  the  general  i)ro|)erty  tax  is  everyulHTc 
attended  with  increasing  dilliculty,  and  in  our  large  indu-iriul 
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ct'ntr(>s  it  has  Ixronn-,  to  us,,  the  words  of  a  rciciit  tax  report 
"a  howling  farce."  Kvcrywhcrc,  north  and  south,  cast  and 
wcKt,  although  in  varying  degree,  comes  the  cry  that  the  at- 
tempt to  enforce  the  general  property  tax,  whether  by  listing 
hills  or  tax  ferrets,  hy  oaths  or  l>y  incjiMsitors,  is  doing  much 
to  force  upon  the  ir.erage  citizen  hal.its  of  falsehood  and  cor- 
ruption. 

Second,  a  growing  lack  of  e,,uality  in  tax  burdens,  not  only 
as  iH'twwn  da.sses  m  the  community,  but  as  Ix-twecn  individual's 
of  the  same  cla.s.s.  Wher..  land,  for  instance,  is  assessed  at  20 
per  cent  of  its  value  in  certain  counties,  and  at  80  jmt  cent 
or  100  per  cent  in  other  counties,  it  is  o!)vious  that  the  contri- 
bution to  the  state  tax  is  grossly  uneipial  ai.il  unfair. 

Third,  the  application  to  general  i)urposcs  of  what  was 
intended  to  Ix-  only  a  local  revenue.  All  <iirect  taxation  was 
ongmally  local  in  character,  and  the  assessment  of  i)roperty 
for  local  taxation  was  at  the  outs.-t  a  comparatively  simple 
matter.  When  the  need  for  state  r<>ven\ies  niaile  itself  fell 
It  was  obviously  expedient  to  tack  on  to  this  local  taxation  a 
(piota  for  general  puriM)ses.  liut  with  the  great  develoi)ment 
of  state  functions,  and  with  the  breakdown  of  the  local  barriers 
of  commerce  and  industry,  what  was  originally  ecpial  soon  turned 
into  mequaHty,  and  the  attemj)!  to  f.'tl.T  interlocal  or  even  in- 
t.rstate  business  conditions  by  the  !M)nds  of  purelv  local  as.sess- 
"uiit  has  proved  to  be  a  fruitful  source  of  difficulty. 

Fourth,  the  failure  to  make  nKHlern  cor[M)rations  lH>ar  their 
fair  share  of  ta.xation.  The  corporal i(m  is  a  growth  of  the  last 
lialf  century.  It  was  unknown  when  the  ;  ■  sent  framework 
«i  our  tax  system  was  establislu'd.  The  att.mpt  to  force  the 
iKU  wme  into  the  old  bottles  is  not  only  spo.  aig  the  wine  but 
•nicking  the  bottles.  ' 

Fifth,  the  failure  to  .secure  adcfpiate  comjM'nsjition  from 
jiKlivuluals  an,l  cori)orations  alike  for  the  franchises  and  privi- 
I'K'-.  that  an-  granted  by  the  conununily.  .\n  earnest  effort 
i>  I'cmg  made  at  present  throughout  the  length  and  breadth  of 
'I";  land  to  repair  this  .lefect.  J5ut  with  the  historic  svstem 
■I-  11  lias  come  down  to  us  in  tlii-  coiintrv  of  estimating  wealth 
111  tiTms  of  F)roiMTty  rather  than,  as  abroad,  in  terms  of  in-unie. 
\\'  liave  Inen  plunged  into  the  vorl.x  of  the  assessment  (,t 
'!  iinhise  values,  ;md  have  thu.-  bivii  impelled  to  .•itl;ick  ;i 
l""M<'m  which  <|.>,.s  not  ,.vrn  exist  in  ..tlirr  p.-irts  of  the  world. 

^iMh,  the  undue  burden  cast  uih.ii  tlir  farnu'r.     I'raclicjillv. 
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this  is  the  problpm  of  taxation  in  many  of  our  rural  (hstncts 
and  in  all  agricultural  i-)mmunities  where  the  failure  of  an 
adequate  revenue  system  and  of  the  readjustment  of  social 
resources  makes  it  imiH)s.sil)le  to  secure  K(kx1  schools  or  fairly 
decent  roatls  without  overl)urdeninR  what  is,  after  all,  the  duet 
source  of  American  prosja-rity. 

Seventh,  tlie  interference  with  business,  due  to  the  partial 
and  spasmodic  enforcement  of  anti(iuated  laws.  Witness  tlic 
attenip'.  in  .some  states  suddenly  to  levy  a  morlRage  tax,  as 
recently  in  New  York,  where  the  entire  building  industry  was 
thrown"  into  confusion;  or  the  attempt  in  other  states  to  enforce 
now  this  and  now  that  kind  of  i)rop.Tty  tax  on  businesses 
which  led  to  a  change  in  the  location  of  ti."  business  rather  than 
to  any  increase  of  revenue.  The  hara-ssing  of  ihe  individual 
hu-^iness  or  the  fear  of  hara.ssment  is  becoming  less  and  less 
.lefensil'lc  in  the  delicately  adjusted  mechanism  of  modern 
bu-^iness  >oci,.tv.  Over  a  century  ago  Alexander  HamiUon,  in 
his  famous  n'i)urt  on  manufactures,  stated  this  gohlen  maxim; 
"AH  taxes  which  iirocccd  according  to  the  amount  of  capital 
sujiposcd  to  be  employ<'d  in  a  business  are  inevital)ly  Imrtful  to 
industry  ,ind  arc  ])articularly  inimical  to  the  success  of  manu- 
facturing iiidustrv  and  ought  carefully  to  he  avoided  l>y  i 
government  which  d.'sircs  to  promote  it.  It  is  m  vain  th:ii 
the  evil  niav  be  endeavored  to  be  mitigated  by  leaving  it,  in 
the  first  instance,  in  tin-  option  of  the  party  U,  be  taxed  t.^ 
declare  the  amount  of  his  capital  or  profits." 

liightii,  the  tailure  in  make  great  wealtii  contribute  its  due 
share.  In  former  times,  where  proiM-rty  was  fairly  e(iuall\ 
distril)Uted  and  conditi.ms  Minple.  ine(iiialitie<  in  tax  burden^ 
were  flight  and  unperceived.  Before  the  huge  aggregations  el 
inodeni  wealth,  the  criide  t:,\  machinery  of  earlier  day  sta-.d^ 
impotent.  And  vet  ns.  aig  our-elves  with  the  delusion  (IkiI 
,•,11  ih:il  w  nece-sary  i>  In  patch  up  the  old  machinery,  where:i~ 
wli.il  i-  reailv  iu-vAid  \-  t..  throw  the  old  inaehinery  on  th- 
M-rap  heal)  and  to  utili/..  entirely  new  and  modern  iiLstrumeni- 
ai\d   processes. 

n.    rill   Minniuii  <in(l  .\<inniUigv  »f  Srparntinn 
W.   niu-t  recogiii/i'  the  fact,  how(>ver,  that  revolutions  of  thi- 
km.l  orciir  iiut  -rl.lcni.      I'l^e  only  m.'thod  of  jehieving  sulMm:- 
tial  iirogn—  in  -nrirty  i-   .iller  all,  by  attemi)tiim  to  jjo  forv-    -1 

stel)   bv    -ten.       Hut    houe\.T   slow   the   ch.'inire,    it    i>   imper.Mti- 
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tli.it  the  goal  be  kept  clearly  in  mind  if  t  here  is  to  be  any  progress 
at  all.  If  we  move  step  by  step,  it  is  highly  iinjjortant  tliat  each 
step  Ik"  a  forward,  and  not  a  retrograde,  one.  Now  the  starting 
point  from  which  jjrogress  of  all  kinds  must  set  out  at  the  present 
time  in  the  United  States  is,  apart  from  the  imiHjrtant  adminis- 
trative changes  to  be  touched  upon  later,  the  abandonment  of 
the  use  of  the  identical  ri'venue  for  .state  and  local  purDoses. 
Whatever  other  reforms  are  needed,  and  they  nrv  many,  no  last- 
ing progress  can  i)e  made  unless  we  take  this  preliminary  step. 
It  is  for  this  rea.son  that  I  have  ventured  to  i)Ut  in  the  foreground 
of  discus,sion  the  problem  of  the  separation  of  state  and  local 
revenues. 

The  utilization  of  the  same  .sources  for  both  pur])oses  i>,  as 
wc  li.iM  >cen,  a  natural  development,  at  least  in  Anglo-Saxon 
(•onuiiiimlics  where  the  spirit  of  s>!f  ff;-'--  nunent  has  always  been 
stron);,  and  where  the  local  imit  has  ln'cn  the  cell  that  has  grown 
through  accretion  into  a  niighty  nation.  Vet  the  employmi-nt 
of  the  iilciitic;tl  sdurccs  of  revcnui  t:;r  state  and  loc:d  purposes 
has  not  .Illy  hel|)('i!  tn  engender  many  of  the  difhculties  which 
have  beei,  Hivertcil  Id  above,  but  has  succeeded  in  confusing 
the  issu<'.  ;in.!  in  n  udering  exceedingly  difficult  ;i  satisfactory 
solution  of  the  [jroblcin.  Where  each  local  ccjnnnunity  finds 
that  its  interests  .ire  in  some  unaccoiuitable  \\ay  bound  up  with 
those  of  other  communities,  the  ten<lencv  is  to  induce  an  unwil- 
lingness to  exp«'rinient  with  any  changes,  no  matter  how  neces- 
.sary,  which  through  the  infhience  of  these  conuuon  interests 
may  perhai)s  react  disadvantage«)U>l,\  upon  the  interests  f)f 
tile  particular  conununity.  The  result  is  i  he  breeding  of  mutual 
siispicion  and,  what  is  still  worse,  of  lethargy,  .lust  as  no  single 
individual  'mii  be  expected  to  subniit  an  accurate  list  of  his 
taxable  pro|)erty  when  he  is  stire  that  iiis  neighbors  ;ire  all 
■successfully  withholding  their  own,  so  no  conmumity  will  be 
willing  to  m.nke  any  change  in  inethod>,  the  result  of  which 
wiiiild,  in  all  probability,  only  be  to  increase  it-  eonunon  burdens. 
The  M'paration  of  state  and  local  r(  venues  is  therefore  a  matter 
of  irnixirtance  in  the  .\inericaii  commonwealths  of  to-day,  not 
so  much  because  it  forms  in  itself  .in.\'  solution  of  the  imiblem. 
iiiit  because  it  is  the  iti'lispeiisjibli-  initi.il  step  to  any  substantial 
111'!  Lasting  progres>.  The  separiition  of  >t;ite  and  local  revtnuies 
I-  not  a  cure,  but  it  will  lielp  to  make  ;i  cure  possible.  It  is  from 
!  Ill-  point  of  view  that  we  nni^l  a<l(lress  ourselves  to  the  problem. 
riiere  are  four  asperis  of  the  subject:  I  ir,-t.  what   i-  nie.ant 
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})y  s.^p.-inition  <.f  Stat."  and  hx'al  rrvcimcs-'  Stroixl.  wlmt  :.iv 
its  a<lvaiitan.'s-.'  Tliir.l.  what  ar.>  tlic  ..l.j.'ctu.iis  aii<l  im.-mM. 
(lanniTs?    And  fourtli,  what  lia.->  tlius  far  hen  its  lli^1(.^^  and  .h  - 

vflopnicnt? 

I.  In  tlu'  first  place,  separation  donutcs.  as  tlii"  word  inii)lus. 
.some  distinction  hctwccn  tlic  classes  of  rev.'nue.  Almost  ev(  rv- 
where  in  the  I'nited  States  the  KcmTal  property  .)f  mdividn;.!- 
is  assesse<l  for  local  purposes;  and  as  corix.rations  devel()p<'(l, 
tiieir  i)rof)ertv  was  also  assosed  in  the  same  way  l>y  local  as>e^- 
sors.  Countv  exi)enses  are  usually  defrayed  hy  a|)i)ortionmii 
tl,.-  necessary  amount  to  the  localities  according  to  the  asse>M  d 
valuation  of"proi)erty  and  thus  aildiny:  a  county  rate  to  the  Incnl 
rate.  Kiiiallv,  the  state  expenditures  are  defrayed  in  preciMl\ 
the  same  wav  l>v  .lividinp;  up  amonp;  the  ^parate  countit-  a 
sum  proi)ortioned  to  tlie  assessed  valuation  in  th.>  cunli... 
Thus  the  final  tax  rale  uium  proiH-rty  is  made  uj)  hy  the  ad.litinn 
of  thes."  various  rates.  Hut  the  a.ssi^ssment  and  the  collectmn 
are  for  thr  most  part  in  the  hands  of  local  authorities. 

What  will  1m'  sained  hy  the  separation  of  state  and  l.><:il 
revemie  l^  that  the  state  revenues  will  no  longer  he  collect..! 
from  tile  s;une  source  and  in  the  same  manner  as  the  local  re\.  - 

nue-:      It  means  practicallv  that  there  will  he  no  state  tax  rat i 

general  pro).erty  a.lde.l  to  the  local  tax  rate  through  the  proc.  - 
of  apportionmgstale  expenditures  among  the  localitiesaccordii;': 

to  the  asses.-ed  valu:.ti<m.  It  Imi'lies  as  ii  corollary  that  M.m. 
other  method  of  s; curing  the  state  revemies  he  devi>ed.  I  !.. 
demand  for  sei)tiratiim  is  primarily  a  negative  rather  than  a 
positive  one:  it  i>  destructive  rather  than  <-<mstructive.  It  lea\.~ 
open  for  dei.ate  what  i>articular  alternative  methods  >h..ui.i 
he  ^ni.-tituted.  It  proclaim-^  in  no  uncertain  tones,  "I.i'ave  i  . 
thi'  locality  what  properly  heL.ngs  to  the  locality;  allot  to  ti,.. 
state  what  i)r<iperiv  helongs  to  the  state." 

II.  The  second  aspect  of  the  prohlem  is  a  discussion  ot  t|.. 
advantages  th.it  would  eii^u.'  from  reparation.  Thes.'  ma\  1  .■ 
sumnu'd  up  under  the  following  heads:  A.  Conformity  »  ili 
the  natural  divi-ioii  of  government  f\inctions  and  activit;  ■ 
/;.  (in'ater  e<|U.ihtv  in  asse->nient-.  C.  Lowering  of  tli.  'a 
rates.  I).  H.iuoval  of  contli.i-  hetw.'en  city  and  c.mihiv. 
/■;.  ( Ir.'ater  ll.  \iiulity  and  adaptation  of  means  to  end. 

.t.  The  lir^l  advantage  is  conlornnly  witli  the  ii.alural  divi-i-n 
,,r  irov.Tnin-nt  function-  and  activitie-.  The  relatii>n  of  unN'  "i- 
in.-nt  t,,  Im-iii'--  hte  ncessMriiy  change-  with  the  eon.htiou-  "l 
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liii>iiic>-<  activity.    Wlion  Ixisino-  was  pun      ^*';ii    ■.  ■  iMricfcr, 
as  was  tnii'  in  former  tiiiirs,  the  local  .mthoriti'     «crf     '.ini.ctciit 
to  ileal   with    it.    To-day   yet,   activiiie-   coihh -•.■.I     -itji    real 
estat<'  are  still  larKely  of  tins  character.    Tlie  re;il  <  --.ii,      .rniot 
]>f  removed   from  tlie  locality,  and  the  heiiefit,-  arn'    i.i,        .s 
attaching  to  real  estate  are  still  to  ,i  very  hirjje  exti nf    - 
with  the  |)eoi)le  who  live  in  the  immediate  neiphliorh-.'.'! 
is  true  of  real  estati'  was  originally  true  of  almost  all  >• 
phenomena.     Hut  it  is  no  longer  true.     The  scope  ..t  ihi   jrr     > 
industries  connected  with  the  transportation  of  wealth  and  ■ 
transmission  of  |K)\ver  or  intelligence  is  obviously  no  longer  lor.,; 
in  ch.iracter,  and  many  of  the  onlinary  corporations  ami   ■!;•■: 
nessesare  .stretching  out  with  an  activity  that  tr.in-cends  all  ^><al 
hounds.     While  the  central  ollice  must  indeed  he  in  .some  uti.' 
locality,  the  .scope  and  content  of  the  activities  are  no  longt 
local,  and  in  the  great  majority  of  cases  any  attemjjt  to  estimati- 
the  economic  capacity  of  the  lui~iiies>  or  lorporation  to  I.ear  tlie 
t.ix  l.urdens  l»y  the  projierty  ixi-ting  in  that  locality  would  he 
woefully  inaccurate.     .Not  only  would  the  local  |)roi)ert     often 
he  in  no  pro{K)rtion  at  all  to  the  local  >ales,  hut  even  the  local 
sali's  would  not  he  any  index  of  the  relative  profits  or  tax-pavinir 
ahility.     The  insurance  comp.iny   i.ilthoujih  >ituated   with   it- 
lieail  office  in  .some  one  town)  does  hu-inr^s  throughout    the 
entire  .state;  the  railroad  may  have  four  trark-  in  a  little  count  r\ 
\ill.ige  which  contrihutes  practically  nothing  to  the  tTafiic;  a 
h.Mik  may  derive  its  i)rofits  in  large  measure  from  out-of-town 
hiiMiicss.     \Vher(>  the  activity  is  jirimarily  interlocal  or  state, 
tlic  liiH(len  sliDuhl  he  interlocal  or  st.ate. 

Not  only,  however,  is  there  this  n.atural  division  hctween 
s'ate  and  local  functions,  hut  even  where  the  phenoiii.nou  it.self 
i-  imrely  local.  exiM'rienca'  has  disclosed  in  some  cax  -  ihr  gn'ai 
.I'lv.'intage  of  asM'ssmcnt  hy  state  r.ather  tli.aii  ->•  local  ufhci.als. 
H'  il  estate,  for  instanci',  can  t'.ar  hetter  he  v.ahied  I  \  ufliiMaJs 
o!  tile  neighhorh(»)(l  who  are  cognizant  of  the  local  condition-. 
'■\''ii  though  experience  h.a,-  shown  the  great  adv.antages  <.f  a 
I'litralized  or  .state  control  over  the  local  assosinents  in  order 
''■  MTure  an  interlocal  eiiuality.  |}ut  the  adniini.-tralion  of  a 
ii  Mr-licens(>  law  i.s  apt  to  he  far  more  elTcitive  if  coiTipletely 
'li  'lied  from  local  influences.  It  is  for  such  a  rci.son,  for  in- 
-'   !!"■,  that  the  liiiuor-license  tax  i>  now  le-.  ied  in  Xi'u  ^drk  l.\ 

-'    ''I'tficialswith  a  far  gnviter  .legn f  etliciiMirx   ;,i«l  there- 

1'  ■■  'vith  a  f.-irgreater  resulttmt  rc.'nuc,  th.an  wa-  r.^rnuTl-,-  the 
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ca.>*c.  So  also  certain  taxes  are  more  effective  when  restinR  on  a 
Wul  than  on  a  narrow  basis  of  :v..sessment.  Tiie  mher.tan.c 
f^  o  eivmple,  is  obviously  unfit  for  a  source  of  local  revenwc 
l^'ause  the  number  of  wealthy  individuals  «^»o  die  ni  any  on- 
V^'  h  a  single  town  or  city  is  so  unpredictabe  and  osc.  lat.n^ 
hi  e  revenue  would  In.-  entirely  too  spasmo<hc.  Broaden  the 
b.i>  .V  takiuK  in  the  whole  state,  and  the  tmiount  of  proper  > 
Pacini  by  death  from  year  to  year  will  be  found  to  ttuctuat. 

""' Thus!  fmm  the  double  iH,int  of  view  of  historic  changes  in  t  h. 
....  pe  o  «uv..rnm..nt  functions  and  of  the  effect.veness  of  a.lnnn 

i     ation  a  .1. ar  lin,-  .an  often  be  drawn  Wtween  what  .s  pru,,- 
erly  a  stat.-,  and  what  is  pn.perly  a  lo<.al,  source  of  revenue. 
%t  cunsUU.ration  r.ally  .arries  one  step  farther  a  d.stuu-   on 
which  is  found  ahn..st  from  tlu-  b.-Rinnrng  of  our  national  .-x  M- 
Tnce      \t  first,  ther.-  was  no  line  drawn  between  national  u.d 
Zw  sources  ^f  rev.nue.  and  in  the  critical  years  succe...l.n« 
the  Revolution  tt..-  Union  had  to  deiM'iid  upon  requisitions  a-l- 
los^^.  1  to  t^'  s..parate  states,  to  !«>  raise.l  by  them  in    he  sum. 
™  their  own  lo,-al  revenues.  With  the  collapse  of  this  syst..n 
Tv  s  ittled  once  and  for  all  the  principle  of  a  ^.parate  and  indo- 
p..,ulent  national  rev.-nue  from  sources,  in  part  at  least  d  ^  «.  t 
from  those  of  state  revenue.     The  whole  doraam  of  foreign 
'rmerc'w^iich  up  to  that  time  ha.l  been  within  the  purv,.  w 
of  tlT.  separate,  stales,  was  now  transferred  to  the  nation  a. h 
the  force  of  hist..ri,.al  n......ssity  has  since  then  converted  certan, 

„s  ..f  u.t..rnal  taxa.um,  which  were  still  for  a  long  tun. 
,,„nnister..l  by  the  s..parate  states,  to  the  practicaUy  exclu- 
poss..ssion  of  th..  nati..n.    The  proces.s  is  not  indei  1  en  .    !> 
:„„„,,te,  and  w,.  ar..  ..ven  now  d.;bating  whether  certmnf.n. 

of  Stat.,  taxation  should  not  lH.r..att,.r  b,.  n.l.-gat.Hl  to  the  g.  n-  i..l 

ho-v..v..r.  .>  tlK.t  th..  prin.'ipl..  has  b.rn  sc-ttled.    It  is  th.  >Mn, 
prin..il.le  >^lu.l'  is  now  appli.abl..  tn  ,h..  s..paratum  <'f^rev..n  ,.  - 
lithi.l  ,h..  Stat...     1.  was  th..  nnan..ial  ...llapse  ..f  th.-  (.'.,- 
acv  uhi.h  l>rouKht  about  the  s..,>a.at...n  of  natumal  an.        ■ 
r..;.  ,ua.s.     It  .>  th..  pra.-tical  ..ollai.s..  .,f  our  antu,uat...l    .-^ 
sv>...m  within  th..  stat..s  which  is  just  iHgumuig  t..  bnn^  a  •  | 
tiu.  s..parati..n  .,f  staf  an.l  lo.'al  n.v.nu.-s.    The  chang..  m    !u 
^:.,n..mi..  .•..n.liti..ns  a,  th..  en.l  of  the  eightcnth  ....ntuir  un- 
responsible for  the  on..;  the  chang..  m  the  e....m,m.e  ond.t    n 
'  8ce  infni,  chap.  xii. 
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at  the  bi'ginning  of  tlie  twi«nti<tli  contury  will  be  ro«i)onsiblr 
for  the  othtT.  Tims,  the  first  advuntfigc'of  the  separation  of 
state  and  local  revenues  is  the  fact  that  it  is  in  harmony  with 
an  underlying  principle  of  historical  growth. 

B.  The  swond  advantage  is  the  securing  of  greater  equality 
in  assessments.    The  differences  in  as.s(s.sed  valuations  in  various 
sections  of  our  .states  have  everywhere  Ix-eonie  so  glaring  that 
the  la.st  few  (hn-ades  have  seen  in  almost  every  case  the  creation 
of  lH>ards  of  efjualization  designed  to  remedy^he  acknowledged 
evil.    It  is  eciually  notorious,  however,  that  the  reniedv  has  been 
entirely  inmUniuate  and  that  the  boards  of  eciualization  have 
been  >inal)h'  to  accomplish  what  was  exiM-cted  of  them.     The 
iiietiualities  go  on  almost  unchecked,  v(  ly  largely  for  the  reason 
that  the  members  of  the  state  boards  have  too  imperfect  a  knowl- 
edge of  the  local  conditions  to  admit  of  any  successful  revision 
of  i)roperty  vahiations.    The  releg.ution  of  the  general  property 
U\K  to  the  localities  will  at  once  render  unnecessary  any  e(|ualiza- 
tion,  for  if  the  state  revenues  are  .secured  in  other  wiiys,  and  if 
the  gen«Tal  property  of  individuals,  whether  real  estate  cr  p(  r- 
sonalty,  is  not  directly  liable  for  state  j)uriK)ses,  there  will  of 
course  be  no  inducement  for  the  local  authorities  to  seek  to 
lower  the  local  valuations  of  property.    For  purely  local  i)urposes 
it  makes  no  (lifTerenc(>  whether  there  is  a  low  valuaticm  with  a 
high  tax  rate  or  a  high  valuation  with  a  low  tax  rate;  the  result 
i-  precisely  the  same.     With  the  separation  of  state  and  local 
revenues  the  individual  hmdowner  in  one  |)art  of  the  state  will 
11(1  longer  1m^  casting  envious  glances  at  the  landowners  in  other 
p.irts  of  the  state,  and  this  mad  scramble  for  reduction  of  as.-<ess- 
nients  will  be  checked.     It  will  depend  entirely  upon  the  people 
ill  the  community  itself,  and  not  ii|K)n  those  in  other  communi- 
ties, whethe.-  the  individual  tax  rate  shall  be  high  or  h)w.    It 
wn-i  not   until  after  separation  w;is  achieved— and  as  it  was 
tliniiglit,  permanently— in  lIKMi  in  the  state  of  Xew  York  that  it 
liiiaine  possible  to  raise  the  valuations  of  real  estate  in  New 
V'-rk  city  from  the  old  level  of  ()()-70  jht  cent  to  the  new  level 
|>|  'lO-KM)  p(>r  cent. 

It  is  sometimes  claimed  that  tlu'  system  of  separation  will  not 
>i'i|)  undervaluation  of  real  est;ite  because  there  is  the  .-ame 
MMiKgle  between  the  separate  tnwns  in  a  county  as  between  the 
>'  I'.irate  counties  in  a  state.  The  reply  to  this,  however,  is  two- 
t'll'l.  Ill  the  first  pl.-ire,  the  proportion  (^f  county  to  town  ex- 
!"!i-es  is  apt   to   be  -tiialler  than   the  |)n)portion  of  state  to 
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county  expenses,  where  the  state  expenses  are  still  apportioned 
in  t  he  old  manner.  The  relative  infliienee  of  county  exiH-nditurc 
on  local  valuations  is  therefore  slighter.  But  swondly,  even 
where  this  is  not  true,  the  olijection  can  Im-  eliminated  by 
making  the  original  a.-*.s»'s.sors  county  officers,  in.stead  of  village 
or  town  ofiicers,  as  is  now  beginning  to  be  the  case  in  a  few 
of  our  states.'  ,.  •    ■ 

C.  This  brings  us  to  the  third  advantage,  the  jwhtical  asp«'ct 
of  which  is  not  slight.  Where,  as  at  present  in  some  cases, 
the  state  tax(>s  form  no  inconsiderable  part  of  the  whole,  the 
tax  rate  uinm  the  individual  i)roiH>rty  i)wner  is  naturally  aug- 
mented to  this  extent.  Inder  a  system  of  reparation  of  state 
and  local  revenues,  with  a  r«'legation  of  the  i)roiK^rty  tax  to  the 
localities,  the  rate  (.f  the  tax  will  naturally  be  lowered  by  the 
entire  amount  of  the  state  revenu»>  previously  derived  from 
this  source.  In  the  tleveloi)ment  of  the  system  in  New  \ork, 
for  instance,  this  argument  had  great  weight  with  the  legisla- 
tors. The  separation  of  state  and  local  revenue  means  a  reduc- 
tion of  direct  taxation  of  property. 

D.  The  fourth  advantage  is  the  removal  of  conflicts  between 
city  and  county.  The  present  situation  in  many  of  our  states 
is  really  an  outgrowth  of  point  B  mentioned  above;  namely, 
the  inequalitv  in  the  assessments  of  property.  Many  of  tiir 
rural  counties  claim  that  since  there  is  a  far  larger  i)rolH)rti(Mi 
of  tangible  and  visibh-  iirojjcrty  within  their  borders  than  i- 
the  ca.se  in  the  larger  cities,  the  proi)erty  actually  assess.. I 
ill  their  case  greatly  transcends  in  its  relative  proportions  thi 
property  as.sessed  in  the  cities.  There  is,  therefore,  a  frequent 
pressure  upon  boards  of  e(|ualization  to  raise  the  total  valua 
tioiis  in  the  cities  and  to  comp(>nsate  for  this  by  reducing  tli.^ 
valuations  of  the  rural  <listricts.  In  a  state  like  New  York, 
for  instance,  then  was  an  almost  annual  contest  marked  l'\ 
l)itteriu'ss  .ind  as|)erity,  leading  in  some  ca.^es  to  the  threat  .n 
the  jiart  of  ihe  city  of  New  York  that  an  attempt  would  1' 
made  to  create  a  -..piirate  state.  The  segregation  of  stati-  w'l 
local  revenues  jiuts  with  one  blow  an  end  to  all  these  sown. - 

'Th<'  most   r<w.nl   l;nv  in  this  direction  is  the  I'MO  ad  of  Okhihoi^ 
wtiich   aboli-'iKil    towii-hili   iisHrssors   untl    townsliip   t>oanis   of   i(|iiali     • 
tioii,  an.!  jiiit   the  ;usws.-<in<'nts  in  the  lian.is  of  n.untv  asM's.sors.     U'-'^ 
\ir(£iiiL    !ulopt.-<i  Ih.'  -iiinc  Hvstcin  in  1!HH,  iind  Kaiisis.  Nr«  .Icrsi'V  a::. 
Wi^ci      1  lia\r  niirixiurnl  rounlv  sii|MT\i>ion  ovir  local  ollicial-      W' 
ingion        •  ha.-  .■,.;iiii\  :i.-.-..'.-,.s*jr.s  but  only  until  tiir  lowii.-hi|><  an  ..niani/'  'I 
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(if  difficulty  and  friction.     The  I; 


town,  cncfi  is  iiliowol  to  ro  its  \v,iy  in  | 


irpc  <!ty  as  well  as  the  snmll 


K-acc. 


E.  Tfic  fin;d  advantap!"  is  virtually  a  corgUary  of  tl 


ic  one 


just  (Jiscu.ssc<l;  namely,  a  gre-t.r  flexibility  and  adaptation  of 
means  to  end.     If  each  hxaliiy  is  now,  throuRh  the  separation 


of  stat«'  and  Kx-al  reveiuie.-,  divorced  fr 


left  to  work  out  its  fiscal  salvation,  t 


om  t'le  others  and  is 


o  a  certain  extent  at  least, 
indejH'ndi'ntly,  it  is  ohvious  that  each  localilv  will  he  1 


able  to  adjust    its   Hscal   svstem  to  it- 


needs. 


Til 


letter 
own   particular  fi.-cal 


conditions  of  a  conimercial  nielroiMilis  are  v 


<lifferont  from  those  of  a  country  hamlet,  and  what 


entirely  appro|)riate  i-i  tl 


cry 
ma\    !)(• 


coinpletely  unworkal- 


second  c;tse  may  Ix'  found  to  I 


fleet  j)acer  work  very  ill  toKcther  in  1 


e  in  the  first.     The  siow  st 1  and  tin 


le 


irness:  set  each  of  them 


fnr  to  do  what  he  can  and  the  total  result  will  he  far  more 
itisfactory  for  all  onc.-rn.'d.     rniformity  of  fi.^cal  method 


is  (lesiral)h>  onK-  where  tl 


tions.    If  we  allow  the  difTen  nf  loc;ditics  f 


lere  IS  a  umforiiiity  of  economic  condi- 


o  experiment,  within 


nrtain  hroad  lines,  as  to  the  fiscal  methods  U-st  suited  to  1 1 
own  prosperity,  the  result  is  ultimately  hound  to  h 
tion  of  fiscal  practice  to  economic  fjict. 


II  ir 


an  adapta- 


Thus  from  each  of  tin 
which  would  accrue  from 


•s<>   five  points  of  view  the  1 


M'liefit.- 


a  separation  of  state  .and  local 


ues  are  clear  and   imdeniahle.     Rut   .s)  st 


reve- 


if  custom  and  pn-judice.  and  so  inade(|uate  is  tl 
alysis  made  of  the  situation,  that  tl 


ronn   is  the   force 


lie  oniinarv 


111 


ily  just  Ix'gun  in  the  I'nited  Stat 


le  movement  has  really 


es. 


III.   Thf  Ohjrrtions  tn  Separation 
It  may  Im«  impiired,  liowe%-.T.  in  the  thir.l  place,  are  there 
'<  objections  t..  the  system  of  s..paratioii  or  ar<'  there  no  dan- 
•rs  connected  with  if.'  '    A  candid  considcn.tion  would  compel 

'  Ihc  ohj.rtidHH  h;iv.'  l)c-n  forrililv  uritnl  l.v  Prof.sM.r  T.  S  \,|,-„„s  in 
1-  .t<Wrf«,,e.,  a,„l  l-nH;„l,„,,x  „f  Ih,  Fir.l  Cnnf.r,,,,;  nf  ihr  Sniu.iml  Tox 
-«■»,/,»„  N,.w  V„rk,  l-Hls,  ,,,,.  .-,1,V.-C>7.  a.Ml  l,v  l'r..tVss.,r  C  .J  Hulk.rk 
m  articl.-  m  the  Quarlrrln  .l„i,n„il  „/  E';„„m,ir.<,  \,,l  21  iIlMO  ,  p.  |:i 
-'/■  I.;it»T  on,  liow.'v.T,  «licn  prrss,.,!.  I'r<if.s.s„r  Hul!  ..k  st^.t..,!  ihal  li.' 
i<v<tl  "in  a.  cTtiiin  aiiiDunt  of  .-.■imr.ition.  I.ut  not  conipl.i,  s<j):,r.iti.,i,  • 
■l-1-^^.-eH  ,„„l  rr„r,,,ln„is  .,(  Ihr  F,„n>h  <;,„f,r.„n  of  Ih,  \„l, .„,.,!  T„  r 
-'■""""',  UMl.p,  Mi.  IVarlirallv  !  Iht..,!  ,|ilT.T,i.,v'l,,.(«  .  ,  „s  ronMsi'^ 
'!"■  l)oinl  iLH  to  wh.'lhcr  <-or|K>riiions  slioiiM  (.,•  ms>.s.s<^1  a>  a  unit  1,>  thr 
'■■  nr  H-li.'tli.T  a  part  of  .■..rp,.rMl.  pr(.p,rtv  -hoiil,.  ho  ajisi^ss.^,!  hv  i|i.' 
■ii'li-^.     .\s  to  this  *f.,.,/,n(.  cliap   «  iii,  <,.•.■.  \ii. 
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an  annwr  in  tho  affirmativ.-.  A  i1...<t  s.-rutiny  will,  howcvrr 
n-^ult  in  tl.o  cmclusion  that  tin-  ohj.  <  tions  an-  exaggerated  and 
tliat  tlu-dangtrs  are  at  least  n-mc.lial.lr. 

What  are  the  ol)jeeti«)nH  and  .langers?  They  may  ho  8umni«'(l 
up  un.l.r  thriH'  heads:  a  lack  of  Miital.le  state  revenues;  a 
lack  (.1   elastieity:  a  laek  of  suital)le  lueal  rev.'nues.     Let  us 

consider  these  in  turn.  ,       .,    ,  i        . 

It  iniKht  be  claimed  bv  st)n«-  stat.'s  that  if  the  genera   proj)- 
ertv  t.x  is  aban.loned  as  a  source  of  state  n-venue,  tlu-r.-  .^ 
uuU,ii.g  to  put  in  its  piac...     The  ,  xp.  runce  of  the  more  a,  1- 
vnnc.-d  states,  how.>v<-r.  shows  tlu-  tallacy  of  this  n.ntent.oi. 
Even  where  the  ordinary  business  co.  |>oratio:is  have  not  assunud 
va<t  proi,ortions.  we  fiml  in  all  tla-  stafs  the  existence  of  tl.; 
KH-at  publi.-service  (•oriR)rations.     liuler  a  pro|>er  system  .. 
assessment,  the  tax  on  c..r,H,rations  of  this  kind    .f  reserve. 
primarilv  for   the  state,   woul.l   go  far   toward   defraying  mII 
legitimate  state  expenses.    The  difliculty  now  is  that  in  n.an> 
of  our  states  tl      greater  part  of  the  tax<-s  on  corpor.-.ti.m^ 
Ko  to  the  localities,  where,  as  we  shall  see  in  a  moment,  t h.  v 
are  not  needed,  and  only  a  small  part,  if  any,  is  assign..!  u. 
tlu-  state      If  we  render  to  Casar  what  lu-longs  to  (  a-sar,    Im 
tax  on  corp..rations  will  go  primarily  to  the  state.    .Vnotii.r 
s„ur.H-  of  state  revenue  which  is  now  sprea.lmg  m  this  <-ountrv 
i.ut  which  has  bv  no  means  reeeive<l  the  aeveloi.ment.)f  whirl, 
it  is  susceptible",  is  th."  inheritance  tax.     In  New  \ork  o\,r 
„u.-lifth  of  the  .-ntin-  state  revenue  is  secured  from  this  sour,  r, 
nu.l  the  sam."  is  true  in  many  foreign  countries.     Owing  i" 
il..tects  in  tlu-  principle  as  well  as  in  tlu-  administration  ..f  Hm' 
law,  the  inheritance  tax  in  many  other  states  is  very  im-fT.-.tiv . . 
Hut  New  York  again  has  shown  the  way.     Where  corix.rati.m^ 
ami  inheritance  tax.s  .lo  not  sullice,  other  sources  of  rev.nM,- 
stand  n-adv  at  hand.     There  i<  no  reason,  as  we  hav.-  >■  •  m 
alme,  whv  tlu-  licens.-  taxes  should  be  reserved  cxcIumn.  y 
for  local  purpos.-s.     In  tl,.-  South.-rn  stat.-s  the  license  or    - 
cupution  taxes  have  for  a  l.aig  time  g.me.  in  part  at  least f  >..• 
state   although  the  whole  Southern  sy.stem  is  capabU-  of  lur.h 
imim.v.-ment  in  this  and  otlu-r  respects.     Here,  again,  in  >-  « 
York    it  has  b.cn  shown  what  can  be  done,  and  about  .     - 
fifth  i)f  the  entire  stat.-  revenue  comes  from  the  h.iuor-li..     >^ 
tax  alone.     In  short,  withoii'   going  more  m  detail  int.>  <i' 
>,u.-stion,   whi.h   is  su..-.-ptible  of  a  far  hirger  tn-atnun-    i 
mav  be  s:.i<l  that  th.-r.-  is  scar.-.ly  a  state  m  this  I  mon  wl)  n . 
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undrr  pn)p«'r   mrtlxMls,   aditniatc  Hoiircfs  nf  sfato  n-veniicH 
could  not  Im'  di.Movcn'd  iind  cfff-i'tivily  (<ni|>l()ycd. 

But  oven  if  this  wen-  not  the  case,  and  if  it  furn«M|  out  to  Ix- 
difficult  to  sci'urc  additional  sources  of  >tat»'  n-vcmic,  there  is 
<till  left  a  .simple  and  eflicacions  rnrans  of  accomplishing  all  tln> 
advantaKes  that  can  Im-  derived  fn.ni  sei)aration,  without  in- 
curriuK  the  hazard  of  not  findinn  siifFicieiit  state  revernvv  This 
nieth(Ml  may  lu-  called  the  ap[M)rtionment-l>y-ex[)enditiire  or 
ap|Mirtionment-hy-revenue  method. 

The  apiH)rtionnient-l>y-e\penditure  or  a|)portionment-l>y- 
revenue  metluHl  may  l»e  descrilted  a.s  follows:  .\t  present  the 
state  general  property  tax  is  distributed  amoiiR  the  counties 
liy  apiwrtioniuR  the  quota  of  <ach  according  ti.  the  assi  ssed 
valuation  of  pro|)erty.  The  a[)i)ortiomnent-liy-<'xpenditure 
nietluMl  asop|K)se<l  to  this  apiM)rtiniiiiient-l)y-valuation  nu  thod 
would  distribute  the  amount  l<i  he  raised  for  .state  i)ur|M»seH 
to  each  county  on  the  ha.sis  of  the  expenditure  in  whole  or  in 
j).irt  or,  what  is  the  same  thiiijr,  on  the  basis  of  the  revenues 
collected  to  defray  this  expi-nditiire  within  each  county  and 
■  I'l  the  taxing  districts  contained  in  the  county.  The  advan- 
iMges  of  this  scheme  are  obvious. 

First  and  foremost,  it  would  permit  each  locality  to  raise 
its  n  venues  as  it  chose  within  certain  broad  lines,  as  laid  down 
liy  the  general  hiw.  The  apportionment  bring  no  longer  ac- 
lording  to  the  valuation  of  property  in  gencr.d,  but  according 
to  exp«'nditures  or  revenues,  it  would  be  immaterial  to  any 
-cction  in  the  .state  how  the  local  revenues  of  any  other  sec- 
tion were  raised.  The  important  iM)int  would  be  the  extent  of 
the  revenue  and  not  the  m.unner  of  raising  it. 

It  was  mainly  to  secure  at  (mce  local  option  in  the  selection 
it  the  subjects  of  taxation  that  the  ai)portionment-by-<'xpend- 
I'liri'  method  was  urged  by  Mr.  Lawson  Purdy,  several  years 
.  III.'    This  designaticm  of  knal  option  is,  however,  not  entirely 

"l,oi-al  Option  in  'I'axiition,"  I'uh-kiUhijk  of  the  Sntiotml  Ciiiifirrnre  tin 

I  '^  Ilium,  iiiiilir  III,  (iH.i/;(,',,s  ,1/  Ih,    Siiliniinl  Cine  t'lili  riiliitii,  HiilT.ilii,  I'.Hd, 

1      l-'i  •!  ■■»(/.:  al.s4)  .scparaK-lv   plllili.-^linl    l)V  tlir  New   ^(lrl^  Tax    Hcfiirm 

1  iaticiti.     In  tliis  paiHT,  .Mr.   I'linlv  is  |)crli;ips  nndiilv  critical  of  ihc 

'      •  r  iiirllitMl  of  sciairinK  s<>paralion  c.f  -t-Mi-  aii'l  local  rcvcniii'.    Tli"  appor- 

'i]iiril-l)\-<'\|K'n<lilurc. scheme  was  tirsi  sunpslcil  in  oiiilinchy  Mr.  .\llcn 

!••>    FiMiic  in  !i  pa|MT  on  general  tax  reform,  presented  to  the  Slate 

'     'iiiicrcc  Coiivcniion  of  New  York,  hclil  al   ftica  in  ls!»9.  rcail  by  Mr. 

I'   !  Iv  and  puhlishnl  in  I'uhlir  I'nliri/,  vol.  ii.,  .(an.,  I'.MHI.    'Hh  main  features 

'  ;    Im'  >(|icni>>  ap'  clalioralcd  in  another  paper  liv  Mr.  Kootc  on  "A  State 
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happy  in  that  it  docs  not  adi  luatcly  (Icscrihc  the  powers  to 
!)('  conferred  upon  local  communities.  Moreover,  the  term 
"local  option"  has  become  so  intimately  associatetl  with  the 
liquor  problem  that  its  utilization  for  taxation  is  apt  to  become 
confusing. 

Secondly,  even  if  the  general  property  tax  were  retained 
for  the  basis  of  assessment  by  the  localities,  the  apjKjrtionment- 
by-expenditure  method  would  result  in  a  more  equitable  dis- 
tribution of  the  burden  than  is  the  case  at  present.  For,  as 
has  been  explained,  it  is  not')ri()Us  that  assessments  of  personal 
property  in  the  run!  cou.iles  are  almost  inevitably  higher 
when  compared  to  actual  values  than  is  the  case  in  the  cities. 
On  the  other  hand,  expenditures  or  revenues  correspond  much 
more  nearly  to  the  actual  taxable  abilities  of  the  communities. 
Hence,  apportionment  by  expenditure  would  bring  about  a 
more  equitable  distribution  of  burdens  than  is  the  case  at 
present.  A  careful  computation  that  was  made  several  years 
ago  in  New  York  wh(>n  the  board  of  equalization  still  appor- 
tioned the  state  tax  shows  that  under  this  new  system  the 
counties  whi<'h  would  pay  more  are  either  the  rich  counties 
which  contain  the  most  valua'ole  land  in  the  state,  or  the  coun- 
ties which  ri'ctnved  too  high  a  percentage  rating  from  the  board 
of  equalization.^ 

Thirdly,  the  apportionment-by-expenditure  method  would 
tend  to  economy  in  both  state  and  local  government.  Local 
extravagance  would,  to  a  slight  degree  at  leiist,  increase  the 
l)roportion  of  the  state  burden,  and  state  extravagance  would 
be  direc  tly  reflectwl  in  a  higher  churge  on  the  localities. 
Tmx  on  liocal  Ciovi-rnmcnt  Incomes  pro|M)sc(l  as  a  Practical  Substitute  for  a 
State  (icncral  I'roixTty  T:i\  "  in  the  I'nxrntinijs  of  llw  Fifth  Annnnl  f'nii- 
ftnKO-  of  the  Sntionoi  Taj     .  ^soriiUion,  Columbus,  1!»12,  pp.  25:{-2<')2. 

Curiously  cnoujrh  a  prci'cdrnf  for  this  nicthixl  may  he  found  in  the 
territorial  period  of  Iowa,  tliree-(|uarlers  of  a  century  apo.  The  first  le(ji>- 
lativc  asscmhly  of  Iowa  in  is:i<)  enactinl  a  law  providing  that  five  iht  cent 
of  the  (jross  amount  of  ttixes  char(;e(l  on  tlie  county  iU-Jses-smerit  rolls  should 
be  set  asi<le  by  the  county  commissioners  as  a  debt  <luetotlie  territory. 
This,  however,  led  to  dissatisfaction  on  the  (iround  that  since  the  terri 
torial  tax  was  levieil  on  the  jrross  tax  receipts  of  the  counties,  it  "  W!is  renu- 
lated  entirely  by  the  necessities  of  the  respective  counties,"  and  was  there 
fore  not  distributed  "  upon  principles  of  exact  justice  to  all."  The  method 
was  accordinjjly  abolished  in  ISJl.  See  .1.  K.  brindley,  HiMori/  of  Taialwn 
in  loim.  lOU,  i.,  pp.  7-0. 

'The  fijjures,  prepared  by  tin  Xew  York  Tax  Reform  .\s.s<)ciatiim.  ari' 
reprinted  in  I'roavilitiqa  of  the.  First  Annual  Conference  of  the  NtUional  Tar 
Aaiociatum,  New  York,  l'J08,  pp.  501)-ol2. 
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The  fourth  benefit  is  that  tlie  present  .state  boards  of  equali- 
zation would  be  rendered  entirely  unnecc-ssary,  for  the  whole 
matter  would  b,.  setthni  by  a  nu-re  arithmetieal  computation 
which  would  leave  no  room  either  for  favoritism  or  for  unin- 
tentional injustice. 

Finally,  fifthly,  sinre  it  would  be  necessary  to  have  full 
figures  of  statistics  and  revenues  of  all  counties  and  local  divi- 
sions, we  should  stvure  at  once  a  system  of  comparative  local 
statistics  which  have  hitherto  been  almost  <>ntirelv  wanting  in 
most  of  the  states,  and  the  lack  of  which  is  a  serious  obstacle 
to  fiscal  form. 

The  chief  objection  to  this  scheme  of  apportionment   by 
<'xpenditure  is  that   it   might   tend  to  prevent  desirable  ex- 
penditures in  th<'  more  progressive  communities.     The  force 
of  this  objection  is,  however,  not  so  great  a.s  it  seems.     For 
m  the  first  place,  if  the  community  is  ready  to  subject  itself 
to  the  burdens  of  a  larger  expenditure  for  desirable  aims,  it 
will  scarcely  be  checked  by  th(«  slight  additional  burden  which 
would  result  from  the  increas(«  of  the  state  tax.     For  the  local 
burden  is  always  very  much  greater  than  the  state  burden 
Moreover,  by  taking  the  average  expenditure  for  a  number  of 
years  previous  to  the  annual  assessment,  the  variations  due 
to  a  special  local  improvement  in  any  one  year  can  be  minimized 
Secondly,  entirely  apart  from  these  considerations,  the  force  of 
the  objection  could  be  very  largely  attenuated  bv  combining  the 
apportionment-by-expenditure  method  with  the  svstem  al)ove 
described  of  an  indepemknt  state  revenue  from  other  sources 
than  property.    If  this  were  done,  that  is,  if  the  greater  part  of 
state  revenues  were  derived  from  indej)endent  ttixes,  and  if  only 
the  iieces.sarj-  residuum   were  raised   bv  the  apportionment- 
l'y-(>xpenditure  method,  the  proportion  falling  to  each  locality 
would  be  so  exceedingly  -slight  as  virtually  to  rob  the  objection 
'>f  \vhatever  strength  it  might  ho  supposed  to  pos.sess. 

Finally,  it  might  be  contended  that  the  apportionment-by- 
<  xj)enditur(>  metho<l  is  unjust  to  th(>  poorer  localities,  because 
It  would  interfere  with  the  present  American  method  of  school 
taxation.'  School  taxes  are  levied  according  to  assessed  valua- 
ti'in  but  are  frequc-ntly,  to  a  certain  extent  at  least,  distributed 
I'uck  to  the  counties  juid  localities  by  the  state  according  to 
li"Pulation,  thus  equalizing  the  opportunities  of  the  richer  and 

'  This  objection  is  urgctl  especially  by  Uullock,  op.  cit.,  p.  447. 
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the  poorer  sections.  The  force  of  this  objection,  however, 
can  be  eliminated  by  the  simple  expedient  of  exempting  such 
school  expenrlitures  from  the  operation  of  the  principle,  just 
as  they  are  now  excepted  from  the  ordinary  methods  of  local 
finance.  The  theory  of  the  apportionment -by-<>xpcnditure 
method  would  still  remain  intact,  and  its  automatic  features 
would  work  equally  well,  if  certain  expenditures  only,  instead 
of  all  expenditures,  were  selected.  What  these  expenditures 
or  revenues  should  be  would  be  a  matter  of  adjustment,  which 
might  differ  in  the  various  states. 

It  is  interesting  to  observe  that  an  attempt  has  been  made 
to  introduce  the  apportionment-by-expenditure  method  into 
one  state,  namely,  Oregon.'  The  Oregon  law  of  1901  adopted 
the  scheme,  however,  only  in  part,  in  that  it  apportioned  the 
state  property  tax  to  the  counties  for  the  first  few  years  ac- 
cording to  a  table  of  fixed  percentages  based  on  valuations. 
According  to  the  new  law  of  1907,  the  system  of  apportioning 
taxes  according  to  expenditures  was  to  go  into  effect  in  1912. 
In  the  Oregon  scheme,  however,  there  were  two  points  deserving 
of  special  mention.  The  first  is  that  the  apportionment  was 
to  be  made  not  according  to  all  expenditures,  but  only  accord- 
ing to  some  expenditures, — expenditures  for  roads  and  later 
for  interest  on  the  debt,  for  courthouses  and  for  fighting  pes- 
tilence being  deducted  in  each  case.  While  something  may  he 
said,  as  we  have  seen,  in  defence  of  these  exceptions,  the  case 
is  quite  different  with  the  other  point,  namely,  the  adoption 
of  the  rule  that  the  apportionment  was  to  be  made  according 
to  ccunty  expenses  instead  of  according  to  the  total  expenses 
of  ah  the  localities  within  the  county  a.s  well  as  of  the  county 
itself.  This  derogation  from  principle  is  difficult  to  justify. 
For  in  this  way  the  apportionment-by-expenditure  method  is 

'  A  few  months  bi'foro  the  pa.ssiige  of  the  Orejton  law  the  principle  \v;w 
endorsed  by  the  "League  of  .\merioaii  Municipahtes"  at  their  convent ;. hi 
in  Charlestown,  S.  C,  in  1000,  and  a  little  later  was  accepted  by  the  New 
York  Chamber  of  Commerce.     See  lieimrt  of  the  Commttce  on  Sinlv  mil 
Municipal  Taxation  of  the  Chnmber  of  Commerce  of  the  State  of  Xew  V- 
with  a  draft  of  an  Art  to  amend  the  Tax  Law  hi/  pronding  for  the  apparlii 
ment  of  State  Taxeji  anti  f(rr  Loral  Option  on  Taxation  iirninimoud;/  adoph  i 
by  the  Chamber,  Jantiar;/  id,  IftOt,  N'ew  York,  1001.     The  draft  contuin^  ! 
two  proposals,  one  to  "hasf  the  state  tax  proportionately  on  the  Km— 
revenue  (a.s  defmedl  of  e.ich  county  or  other  pf)litical  division";  the  mln  ; 
to  in'.odiice  local  option.     It  was  the  second  |)r()posal  that  was  respon.-ilil' 
for  the  defcMt  of  the  bill  in  the  legislature. 
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robbtnl  of  many  of  its  iidvantagos.  It  would  have  had  the 
fflfect  of  pi'naHzing  the  poorer  aRricuhural  counties,  for  the 
obvious  reason  that  county  government  is  of  rchitively  less 
importance  and  absorbs  a  far  smaller  share  of  the  total  revenues 
in  counties  containing  cities  than  in  sparsely  settled  agricul- 
tural counties. '  The  law,  however,  was  never  put  into  operation. 
For  in  1908  the  dissatisfaction  with  the  predetermined-valuation 
l)asis  of  the  law  of  1901  led  to  a  lawsuit  which  resulted  in  the 
court  declaring  unconstitutional  the  variation  from  the  ordi- 
nary apportionment  through  equalized  assessments,  and  thus 
by  implication  making  the  projected  apportionment-by-ex- 
nenditure  method  illegal.  Accordingly  no  attempt  was  made 
ti)  put  it  into  eflfect.  The  tax  commissioner  of  Oregon,  however, 
maintains,  after  a  careful  statistical  comparison,-  that  the  ap- 
portiorm[ient-by-expenditure  method,  properly  applied,  would 
yield  results  more  uniform  and  more  equitable  than  those 
achieved  by  the  old  system  on  which  the  state  now  again  relies. 
So  also  the  tax  commissioner  of  Connnecticut  has  been  con- 
vertiHl  to  the  desirability  of  this  principle,'  and  in  1911  sub- 
mitted to  his  legislature  a  recommendation  and  a  bill  designed 
to  carry  it  into  effect.^  It  is  not  unlikely  that  the  views  of  the 
( )regon  and  Connecticut  officials  may  gradually  find  supporters 
in  other  states  as  well. 

Thus  we  see  that  the  contention  that  separation  of  state  and 
local  revenues  is  impossible  in  some  stttes,  because  of  a  lack  of 
adequate  state  revenues,  is  weakened,  if  not  entirely  overcome, 
'n-  the  adoption,  in  part  at  least,  of  the  alternative  method  now 
finding  its  way  to  the  front  in  some  of  our  commonwealt  lis.  It 
must,  however,  not  be  supposed  that  the  principle  of  separation 
of  state  and  local  revenue  is  conditioned  by  the  acceptance  of  the 
ipportionment-by-expenditure  method.  If  this  method  should 
im  the  whole  prove  to  be  unwise  or  inexpedient,  the  separation 
<it  state  and  local  revenue  would  not  be  affected  thereby.    The 

'  Ste  an  address  by  Tax  Commissionor  C.  V.  Galloway,  "Taxation 
l).vcIopmpnts  in  Oregon,"  in  the  Proceedings  of  the  Fifth  Conference  of  the 
A  ■iiitmal  Tax  Association,  Columbus,  1912,  p.  240. 

-  Op.  M.,  p.  243. 

'  <f.  William  H.  Corbin,  Tax  Commissioner,  Increased  Revenue.  Address 
hinrr  the  Farmers'  ,\..'<ocintim  nf  the  General  Assembly  (of  Connecticut) 
H  '  lucsdny  morninq,  March  Wlh.  lOOf),  p.  10. 

'/.  \Vm.  H.  Corbin,  "Apportionment  of  State  Taxes  on  the  Basi.s  of 
I  i-A  Revenue,"  in  Prnrrahn'ts  of  the  Fifth  Conference  of  the  National  Tax 
■  [--ioriation,  1912.  pp.  2();5-2t)9. 
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separation  of  state  and  local  revenue  does  not  necessarily  inii)ly 
either  complete  local  option  or  any  specific  method  of  apportion- 
ment.   They  do  not  stand  or  fall  together. 

The  second  possible  objection  to  the  scheme  of  separation 
is  the  lack  of  elasticity  in  state  revenues.  Whatever  are  tlic 
drawbacks  of  the  general  property  tax  for  state  purposes,  it 
is  undeniable  that  the  system  is  a  highly  elastic  one.  When 
the  state  needs  more  revenue,  it  simply  increases  the  tax  rate; 
when  it  nei-ds  less  revenue,  it  tliminishes  the  tax  rate,  liy  aiian- 
doning  the  general  property  tax  for  state  purjwses,  we  therefore 
lose  this  elastic  element  in  the  system. 

There  are,  however,  three  ways  of  reintroducing  the  elas- 
ticity which  will  l)e  lost.  In  the  first  place,  the  elasticity  lost 
by  the  abandonment  of  the  general  propertj-  tax  for  state 
purposes  might  l)e  regained  \>y  introducing  a  varying  rate  in 
one  of  the  other  taxes.  There  is  no  necessary  reason  why  tlie 
tax  rate  should  always  l)e  the  same  from  year  to  year.  In  the 
ca.se  of  taxes  on  business  or  on  corporations,  indeed,  it  would 
be  highly  inadvisable  to  alter  the  rates  from  year  to  year  as 
tending  to  unsettle  business.  But  to  other  forms  of  taxation 
this  objection  would  not  apply.'  England  secures  elasticity 
by  varying  the  rate  of  the  income  tax  from  year  to  year.  There 
is  no  reason  why  in  the  American  states  the  rate  on  the  in- 
heritance tiix  should  not  be  modified  from  time  to  time  so  ;is 
to  secure  a  slightly  greater  or  slightly  smaller  revenue.  Tlie 
ch:mge  in  the  tax  rate  on  inheritances  cannot  very  well  briiii; 
al)out  a  change  in  the  death  rate  of  the  people  whose  properly 
is  inherited.  Secondly,  if  the  above  scheme  should  not  apj)rove 
itself  to  the  community,  we  might  adopt  the  suggestion  which 
was  accepted  by  the  Xew  York  Special  Tax  Commission  of  1',)(I7, 
namely,  that  the  state  should  accumulate  a  surplus  which  it 
would  hold  to  meet  any  possible  deficit,  and  that  if  the  surplus 
exceeded  a  certain  figure  it  should  be  automatically  returned  to 
the  localities  for  the  relief  of  local  taxation.  Thirdly,  how- 
ever, and  better  than  either  of  the  other  plans,  the  most  i>li- 
vious  and  simple  method  is  to  utilize  as  the  elastic  feature  the 
apportionment-by-expenditure  method  described  in  the  pre- 
ceding paragraphs.  If  any  more  money  is  needed  in  any  one 
year,  so  much  more  can  be  apportioned  to  the  counties. 


I  if 


'  I  am  unable  to  sharp  the  fears  of  "'rofes.sor  Bullock  in  this  respect 
expresscnl  in  the  article  cited  al)ove. 
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In  one  of  til,  si 

doubt  bo  secured. 

The  thin!  and  final  objection  to  the  separation  of  state  and 

..•a   revenues  .s  that  the  loc-alities  c-annot  afford  to  relinquish 

o  the  stat(>  any  sources  of  revenue  which  they  now  possess 

It  .s  claimed,  for  instance,  that  many  of  the  rural  ,  ounties 

winch  now  s,>cure  a  large  r,>venue  from  the  tax  on  the  property 

of  the  transportation  ci.mpanies  which  happen  to  traverse  them 

cannot  afford  to  lose  this  n-venue. 

We  her.,  come  to  a  point  which  has  been  much  neglected  in 
the  discussion  of  the  subjc-t;  namely,  an  insufficienf  analysis 
<.f  what  IS  really  implied  in  the  separation  of  state  and  local 
revenues. 

As  I  conceive  it,  there  are  really  two  kinds  of  separation 
which  might  be  termed  respe,-tively  the  segregation  o'  source 
and  the  division  of  yiel.l.  Segregation  of  source  means  that  a 
.iiffer(.nt  source  of  revenue  should  be  utilized  for  state  pur- 
l.«ses  from  that  which  is  used  for  local  purposes.  It  is  this 
which  is  meant  when  we  say  that  the  state  should  no  longer 
d(-rive  Its  revenue  from  the  general  property  tax.  But  there 
IS  an  entirely  .Ufferent  metho,l  of  attaining  the  same  result- 
namely,  by  the  exc  usive  state  a.ssessment  of  certain  sources 
u   revenue  coup  ed,  however,  with  an  apportionment  of  a  part 

t he  proceecis  to  the  ocalities.    For  instance,  the  inheritrnee 
ax  night  to  be  levied  by  the  state  and  not  by  the  locality 

"t^'  "t,''°"'^  'r  '""^  '^  segregation  of  source  in  thJ 
a^^.^sment.  There  is,  however,  no  reji-son  why,  after  the  tax 
has  been  collecte,!.  a  part  of  the  proce«is  should  not  e  ap- 
portioned to  the  localities,  although  not  necessarily  in  accord- 
.n.0  with  the  sum.s  rai.sed  therein.  As  to  the  corporation  tax 
the  best  plan  would  indeed  be,  as  we  have  learned, 'to  have  the 
state  levy  an  indetx^nd.Mit  tax  on  the  coriwration  as  a  whole  but 
..  reserve  to  the  o.-alities  the  tax  on  the  .-orporate  real  estat;  (or 

the  ciuse  o   railroads  even  only  on  the  non-operative  railroad 
property)  with  the  further  allo,.ation  to  the  lo.'alitv,  in  case  o 
n-a  of  a  portion  c.f  the  state  tax.    The  ex<-ise  tax  in  Xew  York 

.IniiralJ^  administered  by  the  state  officials,  yet  one-half  of 
tli-  proceeds  is  re  urne<l  to  the  lo.-alities.    The  division  of  yield 

.  tax  IS  p,.rfectly  compatible  with  a  segregation  of  the  source 

:r,;!  n.  '::i::z  ?"  '""'v""'  ^'■"^'■"'"-  »""'"'->•  ^'-^  -  -—  f-™  r 

"  nrf'i'Hl  iur  lut-ai  piirposfs. 
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of  a  tax.  The  trouble  with  our  present  system  is  that  we  attempt 
to  make  a  local  assessment  of  all  property  and  then  add  some- 
thing for  the  state,  thus  producing  all  the  evils  of  the  actual 
situation.  '.Vhat  should  be  done,  and  what  is  beginning  to 
be  done  in  some  placrs,  is  to  leave  the  property  tax  on  indivuhials 
and  if  m-cessarv  the  real  estate  tax  on  corporations  .-ntirely 
to  the  local  diVisiuns  and  to  develop  a  system  of  taxation 
assessed  in  first  instance  by  the  state,  but  with  an  apportion- 
ment among  the  localities  of  s<.  much  of  the  proceeds  ms  may  be 
necessary.  We  must  not  confuse  segregation  of  source  witli 
division  of  yii'ld.  If  we  establish  a  separate  syst<-m  of  state 
taxes,  that  is,  a  tax  levied  and  assessed  in  hrst  instanc-  by  he 
state,  and  if  we  then  find,  as  can  easily  be  accomplished  tha 
the  revenue  is  more  than  adequate  for  state  purposes,  it  will 
be  a  simple  matter  to  arrange  for  a  distribution  of  the  overplus 
among  the  localities.  .        ^     -^i   41 

As  stated  earlier  in  this  paper,  the  difficulty  is  not  with  the 
social  income  as  a  whole.    There  is  in  the  community  an  abun- 
dance of  wealth  which  has  never  l)een  tappi-d.   The  difficulty  hes 
in  the  present  method  of  apportioning  the  burden.    By  raisin- 
local  revenues  primarilv  from  those  sources  which  exist  in  abund- 
ance in  the  localities,  and  which  ar<-  by  natur.>  local  in  character, 
and  by  retaining  for  state  assessment  those  taxes  w Inch  hayr 
a  wider  economic  basis,  we  can  be  just  to  all  deniands  of  botli 
state  and  localitv  without  imperilling  the  fiscal  situation  m 
either,  and  at  the  same  time  securing  a  freedom  from  all  ttw 
difficulties  that  bes(-t  us  at  present.     The  separation  of  statr 
and  local  revenues  includes  two  di.stinct  phases,  the  segregatioi. 
of  the  source  of  revenue  and  the  division  of  yield  of  the  tax. 
The  real  principle  is  to  reserve  a  direct  taxation  of  property  t..r 
the  localities  ami  to  1-ind  over  to  the  state  all  the  other  impor- 
tant sources  of  rev(>nue,  dividing  a  part  of  the  proceec  s  am<.ni; 
the  localities  and  possibly  making  up  any  part  of  the  dehcienry 
for  the  state  through  the  system  of  apportionment  by  expendi- 
tur...    In  this  wav  we  may  secure  all  the  advantages  of  separation 
of  state  and  local  rev(>nue,  and  yet  avoid  the  dangers  and  pittalN. 
It  will  be  seen  from  the  above  presentation  that  separation 
of  sfit(>  and  local  revi'uue  is  bv  no  means  identical  with  wliit 
is  s;,metimes  called  local  opti(m  in  taxation— a  term  in  it>rli 
unfortunate  for  reasons  that  have  been  mentiomnl  above,    ^cp^'- 
ration  does,  indeed,  involve  some  measure  of  choice  by  iM' 
localities,  and  tliat  is,  in  fact,  one  of  its  great  advantager,.  .  .< 
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crty  of  taxation  on  tlu.  part  of  .s,.,,aratc  local  communities  na:.st 
not  be  pcrnatt..,l  to  ,li>ni,:t  the  g,.neral  scheme  „f  taxation   or 
to  imperil  Inisiness  activiti..s  throiiKh  a  rivalry  in  the  application 
of    he  taxniK  power      Wh.t  has  been  so  laboriously  gained  in 
stale  taxa  ion  through  theintervention  of  the  national  authority 
which  prohibits  the  state  taxation  of  interstat.-  conm.erce,  must 
no   be  lost  m  lo.al  taxation  through  the  absence  of  state  control 
\\  hat  the  separation  of  state  and  local  rev.-nue  seeks  to  accom- 
p hsh  IS,  a.s  we  shall  s.-e  below,  to  make  it  ,)ossible  for  localities 
ultimately  to  exe-npt  p<'rsonal  i)roper(y  from  local  tiLxation.    So 
tar  tus  a  flexibility  ot  local  revenue  may  render  this  possible  it  is 
dcsirabi,.  to  grant  to  the  locality,  at  least  to  this  extent,  a  lati- 
tude of  exemption.    But  this  is  far  from  being  synonymous  with 
a  general  demand  for  complete  local  option.    That  i;  a  proposi- 
iK.n  which  deseryes  discussion  on  its  own  merits,  and  to  which 
valid  arguments  may  undoubtedly  be  oi)|)osed.'     Let  us  not 
nulanger  the  attaimnent  of  the  principle  of  s.>paration  by  con- 
founding It  with  a  far  more  radical  system  of  complete  local 
option.  ' 

Another  w-idespread  fallacy  is  the  assumption  that  separation 
ot  state  and  local  revenues  is  in  some  way  opposc-d  to  the  jiolicv 
of  centralization  of  fiscal  administration,  which  is  now  {mjceecl- 
uiR  aF)ace  in  our  American  commonwealths  with  such  admirable 
nsiilts.-  As  a  matter  of  fact,  there  is  no  opposition  at  all 
iHtween  these  programs.  The  separation  of  state  and  local 
revenues  means  practically  that  the  central  or  state  government 
Mu.uld  i,e  giy.-n  more  powers  in  the  original  assessment  of  certain 
taxes.  Ln(  (>r  the  i)rim;ti\-(>  system,  still  in  force  in  most  of  our 
>tates,  all  the  taxes  are  assessed  locally,  with  no  supervision  or 
interference  on  the  i)art  of  the  state  authorities,  save  through 

'  '/•'•'(■  'irti.'lc  hy  Pr..f...s.-*or  Bullock,  "Local  Option  in  Taxation  "  in  the 
ln.r,^U„,,.  ,,/  ,/     F,St,,  Conference  of  ,1.  SnUoJror  .lx««.,W,V„"'l01.'  p 
-.  1  <    «,,.     1  rofc.s.s„r  Uullock  conmlo.s  that  there  is  no  luTessury  ronnco- 

'V/J,hTp    r     ""!'?"  '""'  ■'^'■'•'''•^^tion  of  Stat,'  an.l   lo,.arrcvonu.-s. 

.Nuth.T  lrofcs.s„r  A.hiins  nor  I'rof,.s.s.3r  Hnllo,.k  ran  1,,.  ,i,rlarc<l  free 

""■n  a  share  in  this  error,  if  we  are  to  ju.Ik,.  from  the  arliel,.s  mentioned 

l"'>lli(o„f,rn,cvoflh,'.\„hom,l  Tor  A.-^.onotion    1911,,,,*    l.V.-l.^ti     Y.t 
II"  IH.  same  bn-ath  while  opposing  sesr..Kation  1'roiVs.sor  Hrinilley  iulvo.'ates 
i:<'  loeal  taxation  of  lo..al  l.nsim.ss  an.j  loeal  [.roperlv  an,|  ,h..  state  taxa- 
-..  .!!  !)!r.:!ii--  :uil  piupi;!  y  vvhich  is  iioH-ioi;al  ui  ciiaracler"! 
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the  inoffoctual  device  of  the  state  ImhihIs  of  e(|iialization.  I'nder 
the  more  nioderii  system,  first  one  and  then  anoth«T  souree  of 
revenue  is  taken  over  l)y  the  state  government  an<i  administered 
directly  by  it,  instead  of  by  the  locality.  This  is  the  case  with 
the  railroad  taxes  in  most  of  our  states,  with  the  cor|)oration 
taxes  in  general  in  many  of  our  states,  and  with  the  li(iuor  li- 
censes in  some  of  our  states.  The  same  is  true  of  the  newer 
taxes  the  assessment  of  whicii  has  never  lM'«'n  in  the  hands  of 
the  local  authorities  at  ail,  like  the  itdieritance  tax  and  the 
New  York  stock  exchange  tax.  In  all  tiiese  cases  separation  of 
state  ami  local  revenues  means  centralization  of  administration. 
The  one  goes  hand  in  hand  with  the  other. 

So  far  as  the  general  [iropcrty  tax,  or  even  the  tax  on  real 
estate,  is  concerned,  it  is  imdoubtedly  true  that  consideniblc 
progress  has  been  made  in  those  states  which  have  succeeded  in 
securing  an  effective  state  control  over  local  assessm«'nts.  Hut 
the  inherent  defects  of  the  general  property  tax  as  the  chief 
source  of  public  revenue  are  such  that  no  complete  cure  can  be 
hoped  for  through  mere  centralization  of  administration.  Even 
were  this  not  true,  however,  the  relegation  of  th«>  general  proj)- 
erty  tax  to  the  local  divisions  would  not  in  any  way  conflict  wit  li 
the  principle  of  effective  central  control  over  local  a.ssessment>.' 
Separation  of  source  is  one  thing;  control  of  administration 
is  quite  another  thing.  The  warmest  advocates  of  a  moif 
efficient  administration  through  centralization  arc  not  in  any 
way  precluded  from  lending  their  support  to  the  policy  of  sepii- 
ration.    Let  us  not  confuse  things  so  essentially  disparate. 


IV.  The  History  of  Separalion 

We  come  finally  to  the  history  of  the  separation  of  state  am. 
local  revenues. 

The  separation  of  state  and  local  revenues  in  tiu'  sense  of  a 
provision  for  inile|>enilent  state  taxes  wa.s  rt  commended  as  early 
as  1879  by  the  .state  a.sscssors  of  New  York.  In  188(i  the  conii)- 
troller  of  the  state,  in  a  special  report  on  salaries,  taxation  ami 
revenue,  renewed  the  recommendation.  The  suggestion  \\.i> 
elaborated  by  the  revenue  commission  of  Illinois  in  188G  aii'l 

IkuhI. 


•  In  New  .Jersey,  for  in.stiincp,  thcs(>  two  thinss  have  cone  hanil  in  Iku 
Sec  J.  .M.  Mathews,  "Tax  .Vdminislration  in  New  ,Jrrsi  y,"  in  Tlw.hiiin 
of  I't'liticnl  Ecoiionii/,  vol.  20  (1012),  i).  7^i(>.     Hy  this,  however,  I  do  r 
nii'an  to  imply  t'lat  the  central  control  in  New  .Jersey  is  a.s  effectivi 
loiiiplili- :t.s  il  ini)ihl  l>e  or  ous^iil  (ulie.     liill  llic  (tii(lcii(_>  i>ltieie. 
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h  I".  Murylarul  tax  (•«,rnmi,s>ion  in  18X8.  Fr,„n  timt  timo 
..",  f.ow,.v..r  w..  fi„.l  ..o,nparativ..|.v  li.tl..  at,..,.,!..  ,  ,  ^ 
pn,  ...t,  until  H.  pr,-s..nt  wriCr  took  th,.  .natfr  up  .  r  ,*  xl 
n.^Ui..ado.    W,th  th.  n..w  ..ntury  th.  discussion  L^Z^. 

stat.-s  a  b..K.nn.r,K  ha.l  l„vn  mad,-  l,y  s.^curin^  for  state  punZ^ 

aru     hus  a,-lm.v,n«  .-hat  th.-  tax-<.o,nnuLi,L.r 'alls     "  "™i 

Mt.s,  lik(   J\ew  .Jersey,  Connecticut  and  Delaware   where  the 
-•...nmonwealth  exp,.nses  were  relatively  slight    it   was  fm  n 

;'r r'lJt^^^i '""  f  "^^^  ^"^r^^  ^^^  ^-- -  -  - 

,rl  n?  .  .      /;        "''■'■"'''''  ''"^^-^ver,  the  school  taxes  are  ,  is- 

1  ute,l  by  the  state,  !K)^;;  going  ba.-k  to  the  countj   where 

they  are  raised,  10-  going  to  the  state  s,.hools  and  to  the  poorer 

counties     MorcH^ver,  the  railroad  tiux  revenue  so  farVu    t  is    ot 

s.     Ihe  dnof  ex^unple  of  separation  has  now  fur  nmnv 
ade    been  Pennsylvania,  where  the  system,  however,  .|..,  I 
;        so  gradual  y  as  never  to  attract  mu,.h  attention        .„ 
"».vlvania  real  estate  is  not  taxed  at  all  for  state  p,P,.o<e^ 

on.  t  Lxed  for  local  purposes.    The  state  revenue  is  ind,>,„., ,  1...  . 

"1  ruently  the  leading  e.x;unple  of  separation  of  state  an-i 
-al  revenues,  although  from  the  local  point  of  view  the  sep..^ 

■  u  Jt(t  to  the  general  property  tax  for  lo.v.l  purposes.    So  f..r 

n   .  t  of  the  general  property  tax  for  state  purposes,  N(>w  York 

JeviuT'  "" '""'""  ""^'"'^  ^'^  ■^'^P^^*'^"  ^f  «^^te  and  lo"  1 

The  creation  of  an  additional  and  imlependent  source  of  state 
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rivcmic  ovtT  uml  above  thiit  from  the  Rciuriil  proTH-rty  tax 
ht'Kaii  in  Now  York  over  a  (luartcr  of  a  cttitiiry  ago,  hut  it  wiw 
n<>t  until  tlu'oariy  nineties  that  the  author  wan  fortunate  enough 
in  impreshinK  u|Min  tin-  authorities  the  inijKirtanee  of  u  system 
of  more  eonipi<'te  sei)aration.  Kver  since  that  time  the  proeiss 
went  slowly  forward,  until  in  llKKi  the  last  stej)  was  taken  and 
|)rovision  was  made  for  securinK  the  entire  state  revenue — be- 
tween thirty  and  forty  millicms  of  dollars — from  other  MUirees 
than  the  general  j)roi)erty  tax.  The  separation,  however,  was 
not  enforced  by  any  s[M'cific  law;  it  was  simply  the  result  of  an 
annual  legislative  (lecision.' 

Had  conditions  remained  normal,  it  is  not  unlikely  that  the 
practice  would  have  received  |H'rmanent  legal  sanction.  A  few 
years,  however,  after  wparation  had  been  introduced,  tluTc 
came  an  extraordinary  and  prodigious  increase  in  the  state  debt 
which  for  some  years  had  stood  at  a  little  under  ten  million  dol- 
lars. The  contemphited  improvement  of  the  Krie  canal  called  for 
an  outlay  of  over  a  hundred  million  dollars,  and  the  new  scheme 
of  improved  state  highways,  with  contributions  to  the  towns 
and  counties,  was  made  possible  by  an  additional  loan  of  fifty 
millions.  It  was  this  fact  and  not  any  extravagance  in  general 
expenditures,  as  has  sometimes  been  claimed,  that  was  respon- 
sible for  the  inadetpiacy  of  the  customary  revenues.  For  the 
ordinary  revenues,  exclusive  of  any  direct  tax,  just  about  kept 
pace  with  the  expenditures  exclusive  of  those  connected  with 
the  new  canal  and  improved  highway  funds.'-  The  interest 
and  amortizaticm  charges  on  this  new  and  huge  debt  had  now  to 
be  met  out  of  the  annual  apiirojjriations,  and  the  sudd.-n  increase 

'  The  wpiiriition  was  never  teehnieally  com,)letP.  Even  from  I'.XHl  Id 
Htl  1  an  insinnilieanl  direct  tax  oil  property  was  leviiMi  to  meet  the  expeiisis 
of  the  court  stenonrapliers.  Thi.i  tax  variinl  from  S'ilS.OOO  in  KKhi  to 
)JJJS,(KK)  in  li»ll.  It  was  and  is,  however,  levied  by  judicial  di-stricts  and 
the  rat4'  depends  enlircly  upon  the  amount  needtnl  by  that  district.  Ia- 
c'pt  for  the  fact  that  the  Iniundaries  of  thew  districts  are  not  coterminims 
with  county  tx)undari<'s,  the  tax  is  the  equivalent  of  a  county  tax.  In 
most  states,  in  fact,  these  exiM'nses  are  pa-M  by  counties. 

-'  This  is  clear  from  the  following  table: 


UecKIPTM  KKOM  (ITIIEB 
THAN    TIIK    rtd-TALLKD 

Direct  Tax 


100.-) 
1!»11 


52;?,Si;5,9.50  «24,.511,047 

34,101,t)ll  ;{4,129,C;5S 

Cf.  A  uniinl  Rrpnrt  of  Ihr  Comptroller  of  the  Stale  of  Xeir  Y'ork:  .\lbany,  1012, 
pp.  '.Hi  and  1()'>. 


ExPEMDirnBES,  EXOLCsnrE 
OK  TUB  CaNAI.  and  HIOU- 

WAT  Funds 
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ual.ty  hm  „...n  foros^rn  l.y  tl...  Sp-nal  Tax  (o„n„is.sio  .  CJ; 
of  whK-h  „.  author  was  a  ,ru.„,h,T,  a».l  a  ,>!,..  ha.J  h  •  .  .  „' 
mndo  f„r  tlu-  provision  for  son...  ..|a.(inty  i„  th.-  I,u  1^  t      T 

r.-mot.  an.l   H...aaso  th,...  still  was  a  suhstantial  sur,        i     t 
rasury^   ^^n•u,  now.  in  m\  th,-  l.^RisIatur..  was   •    .fron 
l.y    h,s  fisn,l  <;rn,.rK,.r„.y  „f  largely  i.un.asocl  oxprndi     r  • '  (^ 
.i.l.t  s.rvu.0,  without  any  a.l.iitional  n-v.-nuos  to  r  u-ot  t    •      IZ 
s.mpl,.st  way  out  of  tlu-  .liffirulty  s,.<.,n,>,l  to  In-  a  n-  ,  r    to'       • 
s.M.all..,l  . iiree    tax,  ha..!  on  th..  ol.l  aprH,rtionnu-n    a' ro   I  nl 
o  assossod  valuations  of  projuTty.    A.-.-onlinRlv  in  PJ        ,  t"r 
tlH-lapsoof  five  years,  thool.l  system  was  aR.iu  put    „    ,'f 
""    '\^''^^^*„fJ:«P^'^*y  '"-^  "f  over  six  millions  wal  in^.   •       .: 

;:rr^^irrr;;r:i^^^^^^^^ 

in  P„„„„„..     .  '  "'•"'•     »"<  "'siK)nMl)|(>  Jactor,  however 

in  Connecticut  was  not  so  much  the  appearance  of  a  sud  le ,' 
X?77  ""'   *^  'Hsinclination  of   the'  important   inter  It 
iti      T"t  *^  ""^'  •"^•'•^'^^  "f  the  specific  taxes 
(  n  the  oth«  hand,  what  had  for  the  time  been  accomplished 
by  custom  m  New  York  and  Connecticut  was  l.ro.,«ht  Zut  hv 
aw  m  Cahforma  in  1910  11.    California  had  long  Sem^^  from 
the  evils  of  the  old  system  an.l  had  l,e,.ome  restive.    l!  r^  y  u," 
.lor  the  inspiration  of  Profes,sor  I'lehn,  of  the  Tniver  i Um  f  ('a 

thoToV*^'  T'"  ''"  .'•«'"'»'-'""  recommen.Icl  the  ad ^^t  cm    f 
tho  pohcy  of  separation  in  its  reports  of  11)05  and  lOOfi      Ut 
an  unsuccess  ul  attempt  in  1908,  the  plan  was  fina  Iv  a    horim 

h^TaT  rri9,rT'™T '" ''''  ^"^^  '^"»  in\o  "ort 

ne  statute  of  1911.     According  to  the  new  California  system 
.•state  now  taxes  all  corporate  franchi.ses.>  all  hanks  exc(,    on 

tl-r.valestate),jxn.lallso-,.alledpuhlicutiliticss  ?!;,?,;,; 
xpn-ss,  telegraph,  telephone,  gas  and  electric  .-om  an  e     il  e 

.^Tttat  o?"Th"'  '"  T"^'^-*^  '"^'^-^''^  -^  wit ,K'i;";:from 

a   t  xat,on.    These  new  taxes,  tog.th.T  with  the  inheritance 

t.ix  .  nd  the  poll  tax  were  designe.l  to  meet  all  the  state  expenses 

n     o  ren,,     p      ,.    ,,,.  ^  ^,  ^,,^,  ^^,^^^  genl^^;?: ^ 

.rt>  tax.    This  result  was  actually  accomplisj,,.,!  in  HUl  am  ,1 

K.'n..-al  satisfaction  on  the  part  of  the  localities  as  ^".I1  as  ofTlle 

•  A,  ,o  the  m-anniK  <>f  •■fraiKhls..s"  s,.,.  supra,  p.  226. 
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state  government.'  It  is  lioiied  that  this  will  continue  to  be 
the  case  in  the  future.  Whether  this  hoi>e  will  be  realized  re- 
mains to  be  seen.  Judfjing,  however,  from  the  experience  of 
New  York  and  Connecticut,  there  is  grave  danger  that,  unless 
the  system  is  rounded  t)Ut  by  some  method  designed  to  .secure 
elasticity,  separation  will  not  have  been  permanently  achieved. 
At  all  events,  the  examph-  of  ( "alifornia  is  important  as  indicat- 
ing the  trend  of  public  opinion  in  the  United  States. 

V.  The  Outcome 

There  remains  a  word  to  be  said  about  the  ultimate  outcome 
of  the  process  of  which  the  separation  of  state  and  local  revenue 
is  only  the  firs'  tep.  To  discuss  this  as  it  deserves  to  be 
discussed  would  need  a  sepamte  chapter.  All  that  I  shall  here 
attempt  is  to  give  a  faint  indication  of  the  probable  develop- 
ment. 

In  a  primiti\-i'  democratic  community,  the  simplest  way  to 
r(<;ich  the  taxaliU'  al)ility  of  the  individual  is,  as  we  have  seen,' 
t  hrougli  his  property.  The  general  property  tax  is  a  satisfactory 
index  of  relative  taxable  faculty  because  the  property  is  homoge- 
neous. To  tax  the  individual  and  to  tax  the  property  of  tlic 
individual  is  virtually  the  same  thing.  But  in  mod-rn  times 
proi)erty  is  no  longer  homogeneous.  With  the  development 
of  commerce  and  industry  on  a  vast  scale,  property  splits  up 
into  all  sorts  of  forms  and  the  old  homogeneity  disappears. 
It  becomes  practically  impossible  to  reach  all  forms  of  properly 
equally.  But  as  soon  as  it  becomes  in  practice,  as  is  the  ca-e 
everywhere,  an  uneven  tax,  the  social  consequences  of  taxation 
make  themselves  felt.  The  taxation  of  certain  kinds  of  prop- 
erty is  no  long<T  the  taxation  of  the  incfividual  who  owns  tlie 
pniperty.  1I(>  may  pay  the  tax,  but  he  no  long(>r  bears  the  tax. 
The  vast  economic  forces  which  affect  the  property  relations  of 
class  to  class  make  themselves  felt.  Some  taxes  are  sliifteil 
onward  to  other  classes,  and  are,  p<Thaps,  ultimately  ditbi-cd 
throughout  the  conununity.  Some  taxes  are  shiftt'd  backward 
to  the  original  owner  and  through  the  process  of  capitalization 
are  discounted  by  the  new  purchaser  of  the  property.  Thus, 
while  some  taxes  remain  on  the  owner,  others  finally  disa])pt  ir 

I  rr  the  Sjun'dl  Hi  i>orl  on  Taxalum  Hhmfinq  I hr  first  flffirts  of  Sriuiniliim 
on  sill: .  Coiuilij  mill  Municiixil  l{i:vcHac  and  Taxation.    Sacramento,  I'.Ul. 
-  Siiiiro,  cliap.  ii. 
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rr  tin>ly  !i«  a  burden  through  a  process  of  diffusion  or  absorp- 
tion.   A  tux  on  mortgages,  as  is  now  well  understood,  does  not 
remain  on  the  lender  of  the  n.oney,  but  is  shifted  to  the  borrower 
and  wlu-re  the  borrower  is  a  building  operator,  it  affeets  the 
<lwellmgs  and  uit.mat,.|y  the  rentals  with  various  incidental 
eons..qu..nees  all  tl».  way  along.     A  tax  on  city  lands  is  not 
borne  i,y  the  man  who  has  purchased  the  land  after  the  tax  is 
Hnpos.>d,  because  he  makes  allowance  for  the  tax  in  the  purchase 
pr.ce  of  the  land.     The  same  is  true  of  the  purchaser  of  cor- 
porate or  government  b,mds.     A  tax  on  th,-  stock-in-tra<le  of 
a  merchant  or  factory-owner,  if  predictable  and  applie.l  to  all 
the  menibers  of  a  cla.ss,  results  in  an  incr,>ased  price  of  that 
commodity  to  tlu>  consumer.     No  constitutional  provisi.m  can 
!>.'  of  avail  against  the  overpowering  force  of  economic  pres- 
sure.   \\e  may,  hke  (  nut,  order  the  waves  to  recede,  but  they 
W.1    not  recede.     The  constitutional  provision  in  m^st  of  ou^ 
.;^ates,  that  all  property  should  be  taxed  alike,  has  outlived 
Its  usefulness.    \Ve  cannot  tax  all  property  alike,  because  it  is 
inimanly   impo.ssible   under  modcTn   conditions   to   reach   all 
im.perty  ahke;  and   if  we  do  reach  all   property  alike,   the 
mo.lern  .socal  effects  of  taxation  are  such  that  we  should  not 
l>c  putting  an  e(,ual  burden  upon  the  property  owners  because 
wc  should  then   be  hitting  the  wrong  man.     Until  we  rec- 
ognize the  fact  that  under  modern  conditions  to  tax  the  pron- 
Hty  IS  not,  in  many  cases,  to  reach  the  owner  of  the  property, 
no  solution  of  the  problem  can  be  attained 

The  s(.parati(.n  of  state  and  local  rc>venue  is,  therefore,  of 
unportance  because  it  will  allow  every  community  to  ap- 
proach the  problem  in  an  unbia.sed  wav,  and  will  enable  it 
nscl.Tt  those  classes  of  property  which  could  profitably  be 
<  "iquished.  It  means  practically  that  those  communities 
which  choose  to  aband.m  the  personal  metho<ls  of  taxation 
;m<Uo  substitute  an  impersonal  taxation  may  be  permitted  to 

I-'rom  this  point  of  view  it  is  thf-n^fore  quite  c.,rr(>ct  to  sav 
that  the  importance  of  separation  lies,  .s„  far  as  local  commif- 
nitics  are  concTned,  in  the  fn-edom  of  exemption  rather  than 
"1  the  freedom  of  taxation.  The  ,,aramount  probl,.,„  „f  Ameri- 
••a"  I.ubl.c  hnan...  at  r.rcsent  is  the  taxation  of  jiersonal  prop- 
I'rty,  and  all  can-ful  think.Ts  are  agreed  that  personaitv  cannot 
iH.  successfully  reach.>d  by  th,"  localities.  Whatever  the  future 
way  have  in  store  as  to  the  ijossibility  of  reaching  per.soiualtv 
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through  exclusive  state  taxes  or  by  substitutes  for  the  per- 
sonal property  tax  or  by  federal  taxes,  the  line  of  least  resist- 
ance in  the  effort  to  get  rid  of  the  obnoxious  tax  on  personalty 
is  through  the  freedom  that  may  be  granted  to  certain  local- 
ities to  make  experiments  in  this  direction.  The  mere  fact 
that  freedom  of  exemption  may  go  farther  than  this  antl  possibly 
lead  to  the  exemption  of  improvements  as  well,  or  the  so-called 
local  single  tax,  ought  not  to  terrify  us.  As  we  have  seen  else- 
where ^  the  exemption  of  improvements  in  local  taxation  is  on 
the  whole  undesirable.  But  that  is  after  all  a  matter  of  rela- 
tively minor  importance  compared  with  the  iniquity  of  the 
present  methods  of  the  general  property  tax.  The  extent  to 
which  exemption  ought  to  go,  moreover,  may  well  be  regulattd 
by  state  law,  and  thus  the  dangers  of  complete  local  option 
be  avoided.-  But  there  is  surely  no  reason  why  certain  local- 
ities should  not,  if  they  so  choose,  experiment  with  the  exemj)- 
tion  of  personal  property.  Where  the  general  property  t:ix 
is  utilized  only  for  local  purposes,  it  will  be  far  easier  to  ac- 
complish the  result  than  where  it  is  used  also  for  state  revenues. 
This  conclusion  is  confirmed  by  the  history  of  the  reform  in 
England.  Had  the  local  rates  also  been  utilized  for  general 
state  purposes  it  is  not  likely  that  personal  property  would 
have  been  so  readily  exempted  in  1840.  Separation  of  state 
and  local  revenue  would  put  us  in  the  position  which  has  been 
attained  by  England  for  almost  three-quarters  of  a  century 

But  if  the  separation  of  state  and  local  revenues  should  lead 
to  the  local  exemption  of  personal  property,  two  questions 
that  will  naturally  i^resent  themselves  are:  first,  how  will 
great  wealth  be  made  to  bear  its  share;  ;..nd  second,  how  is 
the  burden  on  the  farmer  to  be  lightened. 

As  to  the  first  point,  it  may  perhaps  be  queried  whether  a 
better  way  of  reaching  great  wealth  is  not  by  curtailing  tlie 
special  privileges  which  so  often  make  great  wealth  possililc. 
Without,  however,  developing  this  point  here,  it  may  be  affirmed 
that  if  we  desire  to  reacli  the  results  rather  than  the  sources 
of  great  wealth,  a  method  stands  ready  at  hand.  By  di<velopinH 
th(;  inheritance  tax  we  shall  accomplish  the  advantages  of  a 
personal  taxation  without  its  drawbacks.    A  state  income  tax 

'  Siiimi,  pp.  0:5-05. 

'  So  in  Germany,  under  the  laws  of  1H03-5  the  local  communities  have  a 
rather  wide  latituile,  witiiin  broad  lin(>s  laiil  down  by  state  law,  us  in  the 
choice  of  local  revenues.    Cf.  infra,  p.  xvii,  .sec.  iv. 
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would,  under  actual  conditions  in  most  of  the  states,  probably 
not  work  much  better  than  the  discredited  personal  proj^rty  tax 
Its  preferable  utilization,  at  all  events,  would  be  undefthe  sgis 
of  the  national  government.  With  the  corporation  tax,  the  in- 
heritance tax  and  the  income  tixx  wo  shall  go  far  toward  reaching 
the  main  elements  of  modern  fortunes.  The  difficulties  here 
mceed,  arising  from  the  conflicts  of  state  jurisdiction  are  great' 
but  not  insuperable.  They  will  be  overcome  either  by  th; 
development  of  a  system  of  interstate  comity,  or  perhaps  by  a 
ur  her  development  of  the  principle  of  division  of  vield,  whereby 
he  taxes  will  be  assessed  in  first  instance  on  a  uniform  bj, 
by  the  federal  government  and  then  apix)rtioned  according  to 
constitutional  methods  among  the  states  ' 

The  second  problem  is  that  of  the  farmer.    If  the  local  tax 
IS  primarily  on  real  estate,  and  if,  as  frequently  happens,  the 
condition^  of  production  are  such  that  the  farmer  is  unable  to 
shift  the  burden  of  th(>  tax  to  the  consumer,  what  can  be  done' 
Here  a  double  avenue  of  escape  is  open.     In  the  first  place 
many  of  the  expenditures  of  local  communities  ought  to  be 
delrayed  by  the  state  government.    Even  now,  in  several  of  our 
commonwealths,  state  roads  are  being  constructed  throughout 
the  bed  divisions  because  transportation  is  being  recognized 
as  afiFecting  the  interests  of  the  whole  state.     But  if  certain 
roads  ought  to  be  state  roads,  and  constructed  at  state  expense 
why  should  not  certain  schools  be  state  schools  and  conducted 
at  state  expense.^    Education,  like  transportation,  is  more  than 
a  merely  local  matter. 

In  the  second  plac(>,  while  the  expenditure  side  may  be  cut 
(loxv-n  in  this  way,  the  revenue  side  may  be  augmented  by  an 
apphcation  of  tne  principle  of  the  division  of  yield  wherebv 
the  overplus  of  certain  taxes  like  the  state  excise  tax  or  the 
corporation  tax  or  the  inheritance  tax  or  e-en  the  possible 
federal  income  tax  of  the  future  is  distributed  among  the 
localities  Thus  the  burden  on  the  local  real  estate  will  be 
Jcreased  mther  than  augmented,  riuh.r  the  present  system 
he  farmer  pays  not  only  his  own  taxes,  but  in  large  part  the 
taxes  of  the  rich  men  of  the  rest  of  the  state.  Under  the  new 
system  of  separation  of  state  and  local  revenue,  carried  to  its 
...ica  conclusion  the  farmer  will  pay  le.s  and  get  more;  and 
vMiat  is  true  of  the  farmer  is  true  of  other  classes.     The  tax 
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'  Cf.  Lnfrn,  chap.  xii. 
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burden  will  be  shifted  from  the  individual  to  the  economic 
phenomena  themselves. 

The  problems  of  taxation  in  the  United  States  are  becoming 
every  .  ■  ar  more  complex.  Ir  order  to  solve  them  we  must 
keep  in  mind  the  ultimate  goal,  and  be  prepared  to  take  the 
first  step.  The  ultimate  goal  is  the  accommodation  of  fiscal 
methods  to  our  changed  economic  conditions.  One  of  the 
first  steps,  at  least,  is  the  separation  of  state  and  local  revenues. 


CHAPTER  XII 

THK    HELATIONS   OF   STATE   AND    FEDERAL    FINANCE' 

The  oxistoncoof  several  concurrent  or  overlapping  tax  juris- 
(lictions  has  always  been  a  source  of  more  or  less  difficultv  It 
IS  oKpenally,  however,  in  federal  states  that  the  problem  as- 
sumes its  most  acute  form,  and  it  is  primarily  in  recent  years 
that  the  complications  have  been  vastly  increased  by  the  new 
developments  of  economic  life.  The  problem  is  not  peculiar 
to  the  Lmted  States,  for  the  re'ations  of  local  and  imperial 
finance  hav(>  long  agitat<>d  the  minds  and  taxed  tlu-  abilities  of 
British  statesmen;  while  in  fe.leral  states  like  (l.-rmanv,  Swit- 

States,    he  three-fold  complications  of  local,  state  and  federal 
fiscal  adjastments.    The  problems  are,  with  slight  variations, 
everywhere  analogous. 
In  the  United  States  it  is  only  of  late  that  the  difficulties 

wl'  r^'T^l  ^^T"'^'-''  ^"  ^""  ^'''''-  L"c-al  expenditures 
were  at  first  of  slight  importance;  state  revenues  were  derived 
from  tacking  on  an  addition  to  the  well-nigh  sole  source  of 
local  revenue-the  general  property  tax;  federal  revenues 
wre  by  constitutional  arrangement  and  well-settled  custom 
H'stncted  as  a  rule  to  import  duties  and  to  a  few  categories  of 
internal-revenue  taxation. 

Of  late  years,  however,  a  three-fold  change  has  occurred.    In 
the  first  place,  the  growing  inad.>quacy  of  state  and  local  rev- 

^^hlch  were  also  oc-casionally  utilized  by  the  federal  govern- 

V  ;stnlT    •'■•  *  T  "'''1  "■'T"'''''  ^•'"•"^''^'  ^^-^''^'h  have  broken 

'         T       T  •''"'  """''^  •"''"^'^'■>'  "''*'«"^''  have  disclose.1  to  a 

Kr..a degree  the  .nher.>nt  weaknesses  of  eertain  forms  of  ^tate 

fixation,  and  have  led  to  the  demand  for  .some  method  of  na- 

n..l  .siipervLsion  or  regulation  in  order  to  secure  uniformity. 

I-  the  third  pla.-e,  the  well-nigh  complete  failure  of  the  g.n'  ral 

''"^"'"■'  '^"^  ^""'""^''o'"''  I"-'  Afnocintwu, Volmnbns  l<»lb 
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property  tax  in  state  ami  local  finance  antl  the  growing  belief 
that  large  fortunes  are  evading  their  share  of  the  public  burdens 
have  engendered  a  widespread  tlemand  for  some  more  effect- 
ive method  of  reaching  the  wealthier  classes  of  the  community. 
These  three  causes  have  conspired  to  bring  the  suoject  of  th(> 
relations  of  state  and  federal  finance  to  a  focus,  so  that  it  is 
now  in  the  forefront  of  popular  inter(>st. 

It  behooves  us,  therefore,  to  give  careful  attention  to  this 
topic,  and  to  endeavor  to  ascertain  whether  there  do  not  exist 
some  underlying  principles  of  widespread  application  which 
may  serve  as  a  guide  to  the  legislator  and  the  administrator. 

Looking  at  the  subject  in  its  largest  aspect,  it  may  be  stated 
that  there  are  at  least  three  general  considerations  which  must 
be  borne  in  mind,  in  the  attempt  to  make  a  permanent  choice  of 
revenues  for  each  of  the  competing  tax  jurisdictions.  These  are 
respectively  the  considerations  of  efficiency,  of  suitability  and  of 
adequacy.    Let  us  take  these  up  in  turn. 

L  The  Principles  of  Efficiency  and  Suitability 

Tlic  problem  of  efficiency  in  taxation  is  naturally  of  vital  im- 
portance. No  matter  how  well-intentioned  a  scheme  may  !)e, 
or  how  completely  it  may  harmonize  with  the  abstract  principles 
of  justice,  if  the  tax  does  not  work  administratively,  it  is  doomed 
to  failure.  It  is  clear  that  the  effectiveness  of  different  taxes 
depends  upon  the  nature  of  the  tax,  as  well  as  upon  the  character 
of  the  administration.  A  tax  on  land,  for  instance,  is  apt  to  he 
best  administered  by  local  authorities;  for  it  is,  after  all,  the 
local  assessors  who  may  be  presumed  to  possess  the  most  exact 
knowledge  of  the  local  conditions  upon  wliich  the  value  of  the 
land  depends.  State  supervision  may,  indeed,  be  desirable  fi)r 
certain  purposes,  but  into  that  question  we  do  not  propose  here 
to  enter.  In  the  main,  a  locally  administered  land  tax  will  he 
relatively  eflScient. 

Other  taxes  are  less  obviously  local  in  character  or  are  less 
well  fitted  for  local  assessment  because  of  administrative  diffi- 
culties. A  good  example,  for  instance,  is  to  be  found  in  tlic 
liquor-license  tax  known  in  New  York  as  the  Excise  Tax.  AVlu  n 
'  ho  assessment  of  the  tax  was  transferred  a  few  years  ago  fnun 
k)cal  to  state  officials,  the  effectiveness  of  the  administratimi 
was  so  enh.anced  as  vastly  to  increase  the  revenue.  The  ad- 
iniiiistration  was  removed  from  local  politics,  but  was  not 
pl'.i!ig(-(l  into  state  politics.     Centralization  of  administration 
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here,  as  in  many  other  domains  of  political  life,  has  been  found 
to  approve  itself  to  the  popular  mind. 

Just  as  the  state  administered  revenues  have  been  found  in 
some  eases  to  be  superior  to  locally  administered  revenues  it 
may  be  expected  that  federally  administered  revenues  will'  in 
some  cases  be  superior  to  state  administered  revenues.  For 
not  only  is  the  federal  administration  in  some  respects  sui)eri()r 
in  efficiency  to  that  of  the  state,  but  the  very  character  of  the 
tax  may  render  effective  supervision  far  easier  in  the  on<-  case 
than  in  th(>  other.  The  administration  of  the  income  tax  for 
instance,  would  undoubtedly  be  far  more  effective  in  the  hands 
of  the  federal  government  than  in  those  of  the  .state  Rovernmcnt 
because  of  the  difficulty,  as  we  shall  see,  of  localizing  and  ade- 
quately controlling  incomes.  Other  instances  of  this  distinction 
between  administrative  efficiency  and  inefficiency  might  readilv 
be  multiplied.  "^ 

The  s(.cond  consideratioa  is  that  of  suitability.     Are  ther" 
any  sources  of  revenue  which  are  naturallv  more  suitable  for 
utilization  by  one  tax  jurisdiction  rather  th.m  another'^     This 
is  really  a  problem  as  to  the  basis  of  taxation.    Is  the  basis  of  a 
given  tax  wide  or  narrow?    Obviously,  in  proportion  as  the  basis 
ot  a  tax  is  more  and  more  extended,  the  argument  in  favor  of  its 
utilization  by  the  broader  tax  jurisdiction  becomes  correspond- 
ingly strong.    Thus,  one  of  the  principal  reasons,  in  addition  to 
tliat  previously  mentioned,  why  the  tax  on  real  estate  is  not 
employed  by  the  central  government,  is  because  the  basis  is  so 
narrow  a  one.     It  is  chiefly  because  the  tax  on  real  estate  is 
unsuitable  for  the  general  revenue  sy.stem  that  it  is  everywhere 
iKToming  more  and  more  relegated  to  the  local  jurisdictions 
lius  tendency  is  universal  throughout  the  civilized  world,  and 
the  seeming  counter  tendencies  which  are  illustrated  by  some 
of  the  profjosals  in  the  new  Rritish  budget  could  easilv  be 
explained  away  for  entirely  different  reasons.    So  far  as  the  re- 
iMtions  between  state  and  federal  finance,  at  all  events,  are  con- 
cerned, there  is  no  doubt  that  a  tax  on  real  estate  is  obviou-lv 
unhtted  for  the  fe.leral  government.     We  in  the  United  States 
liMve  had  but  three  instances  of  such  a  tax,  of  an  entirely 
epiiemeral  nature,  and  in  the  main  so  unsuccessful  that  its 
repetition  is  exceedingly  doubtful. 

While  real  estate,  with  its  narrow  basis,  stands  at  one  extreme 
of  the  scale,  we  find  at  the  other  extreme,  with  a  verv  wide  basis, 
ariiclcs  of  general  consumption.     The  widest  possible  basis  is 


•ii* 

'i    '. 

:?• 

n 

i5? 

II 

a 


"■'♦4.1 1  • 


«      :.  t , 


v\ 


'11 


380 


ESSAYS  IN  TAXATION 


afforilcd  by  commodities  of  so-called  mass  consumption,  like 
tobacco  and  spirituous  beverages;  and  we  accordingly  find  that 
in  the  United  States,  as  everywhere  else,  taxes  on  these  com- 
modities arc  reserved  for  the  use  of  the  broadest  tax  jurisdiction. 
Almost  without  exception  the  American  states  have  voluntarily 
refrained  from  utilizing  this  source  of  revenue  because  of  the 
obvious  unsuitableness  of  taxes  on  consumption  for  state  pur- 
poses. The  same  is  irue  to  a  still  greater  extent  of  customs 
duties,  which  are  almost  everywhere  kept  for  national  or  fi'dcrni 
use.  So  strongly  were  thes(!  conditions  of  suitability  present 
in  the  minds  of  our  forefathers,  that  the  American  Constitution 
not  only  expressly  reserves  the  employment  of  import  duties  to 
the  federal  government,  but  jiroviiles  in  effect  that  the  indirect 
taxes  should  be  uniform  throughout  the  country.  It  is  clear  that 
this  desirable  uniformity  would  be  completely  lost  if  the  sei)a- 
rate  states  were  to  arrogate  to  themselves  this  imiwrtunt  source 
of  revenue. 

The  problem  of  suitability,  however,  with  its  con.siderations 
of  wide  (r/-.v7(.s  narrow  basis,  has  become  of  special  imiwrtamc 
to  us  in  connection  with  three  great  classes  of  revenue, — the 
corporation  tax,  the  inheritance  tax  and  the  income  tax.  In 
each  of  thc.-;e  cases  various  reasons,  as  we  shall  see,  have  con- 
spired to  put  them  forward  as  desirable  constituents  of  a  federal 
tax  system;  but  it  is  beyond  (juestion  that  one  of  the  controliiiig 
factors  in  this  demand  is  the  j)roven  unsuitability,  from  sonic 
essential  jwints  of  view  at  least,  of  these  taxes  for  state  i)urj)ose>. 
This  is  due,  above  all,  to  the  existence  of  interstate  complica- 
tions and  to  the  fact  that  the  economic  basis  of  each  of  these 
three  taxes  is  a  wide  one,  while  the  state  administrative  basis  i- 
a  narrow  one. 

With  reference  to  corporations,  this  statement  scarcely  needs 
any  further  proof.  There  are,  indeed,  still  to  be  found  many 
small  businesses  in  corporate  form  sui)i)lying  primarily  loc.il 
n'^eds.  But  the  striking  characteristic  of  moilern  business  life  is 
the  existence  of  corporations  whose  products  are  (ionsunuii 
throughout  the  country  and  whose  very  location,  as  in  the  case  (if 
the  transportation  companies,  is  interstate  in  character.  Fnnn 
the  economic  point  of  view,  interstate  lines  have  b(>en  cdni- 
pletely  broken  down,  and  the  attempt  to  elaborate  a  succcs>ful 
system  of  state  taxes  on  corponitions  has  been  frustrated  in 
large  measure  by  the  existence  of  these  interstate  complications. 
It  is  well  known,  for  instance,  that  the  national  tax  on  t<ii- 
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to  socur..  :,a  luloquatc  and  u.,iforn,  ad.ni„istrativ,.  ..iporvhion 
of  .■onH.rat.ons.    As  a  purely  fis.-al  nu-asun.,  the  ,unv  tax  is  opon 
to  almost   ,.v..ry  co.u-oivahlo  oLjc-ction.      I.    is,    for   instance 
repugnant  to  the  prineir.les  of  aec-ounting,  h.-eause  it  .ieducts 
axes  Lofore  arnvmg  at  taxable  n."t  earnings,  a  proeeedine  is 
l.tt  e  just.  ial.lo  as  woul<l  he  a  state  tax  o.> 'orpon^ns  "SiS 
de.lu.-ted  from  the  taxable  basis  the  locally  assessable  taxes 
or  nre  verm      It  ,s  repugnant  to  the  principles  of  justice  in' 
faxatKm  m  that  it  provi.les  for  the  dedu,.tion  of  sum;  payable 
J^  m  er,.st  on  bonded  .ndebtedness.     This  pra.-tically  n  eans 
hat    he  tax  is  a  tax  only  on  the  sto.khold.T  and  not  on  the 
bondhoder      Why  the  „.,n  who  invests  SIO,(KK)  in  railroad 
stock  should  pay  taxes,  and  anotlu-r,  who  invests  S10,(X)0  in 
l.on.ls,  shoul.l  go  scot-free,  has  n.-ver  y..t  bee.i  shorn,.    The  o 
argument  that  the  bond  represents  indebtedness,  while  the  stock 
represents  property,  ,s,  as  we  know,'  of  little  e,.onomic  weight 
it  ■>  a  legal  and  not  an  •■•■onomic  consideration.     If  the  real  in- 
".t  of  the  ta.x  was  to  n.u  I.  th,>  people  who  owned  the  property 
there  woul.l  be  no  justifi.'ation    in   taxing  only  the  class  of 
properly  owners  knoNni  as  stockholders 

i'mally  thinlly,  even  if  the  int.-nt  is  to  reach  onlv  the  .stoek- 
l.ol<lers,  the  .•or,H>rat.on  tax  is  re,,ugnant  to  soun.l  principles  of 
finan,.e     I-or,  as  ,s  familiar  to  all  students,  a  spe<  ial  t.nx  on 
particular  class  of  c-apital  invested  in  corporations  will  lead  to 
sjM'alled  amort..at,on  of  the  tax;  th.at  is,  the  tnarket  value  c 
tlu«  corporate  shares  will  fall  by  an  a.nount  ec.uivalent  to  the 
ap, tahzed  vah.e  of  the  tax.  so  that  the  future  pun-haser  of  co  ! 
.urate  shares  wl   have  bought  th,M„  fr..,>  of  the  tax,  disc-ount  ng 
futuro  taxes  m  the  lower  purchase  price  of  the  security.    Thus 
he  burden  o  the  corporation  tax  will  be  borne  by  present  stock- 
Jiol<lers,  leaving  future  stockhold.Ts  free. 

IVum  all  these  points  of  view,  therefore,  the  federal  corpora- 

-m   ax  mtgh    be  ckvlared  to  be  violative  of  sound  economic  and 

s.;a    pruu..ples.     Nevertheless,  all  these  objections  are  beside 

tlu  mark,  because  the  r,..!  mtent  of  the  tax  is  not  fiscal,  but 

sunal  or  regulative.    It  was  because  of  the  failure  of  the  states 

•'-"•■quately  to  regulate  interst.ite  corj.orations  that  this  tax  was 

•••■y.s.Hl.    As  a  revenue  producer,  or  even  as  a  fiscal  measure,  it 

must  be  pronounced  madeciuate;  but  as  a  regulative  measure 

It   1.S   pregnant   of   the   m..t    far-r.-aching,    beneficiai    results. 

^  Supra,  pp.  l()(i-107. 
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Whether  ii  satisfactory  si-liom*'  of  roguhiting  lur;;e  conwrations 
can  l)e  attained  throuRh  a  purely  fiscal  measure  may  well  i)e 
doubted.  But  since  taxation  can  i)e,  and  often  has  Iwen,  utilized 
for  social  and  renulative  purposes,  it  may  1h>  expected  that  the 
regulative  side  of  the  corjMjration  tax  will  serve  as  an  enterinK- 
wedp;e  to  a  more  effective  system.  Thus  the  national  cor- 
poration tax  is  a  natural,  and  in  jirinciple  on  the  whole  a  not 
undesiral)le,  consetjuence  of  existiiiK  interstate  comi)licatioiis. 

In  the  same  way  the  demand  for  a  federal  inheritance  tax  is 
in  large  measure  the  result  of  interstate  conflicts  of  tax  juris- 
diction. Anyone  who  has  taken  the  trouble  to  follow  with  care 
the  working  of  the  inheritance  tax  in  our  foremost  common- 
wealths will  realize  that,  as  a  reveime  producer,  it  would  be  far 
more  successful  were  it  not  subject  to  the  difficulties  of  inter- 
state conflicts  of  tax  jurisdiction.  The  fact  that  the  Knglish 
inheritance  tax  in  1000  yielded  about  twenty  times  as  much  .'.s 
the  New  York  inheritance  tax  cannot  be  explained  simply  l)y  ihe 
difference  in  population  or  in  the  tax  rate.  It  is  in  large  measure 
due  to  the  fact  that  the  Englishman  cannot  evade  the  tax  as 
can  the  New  Yorker  by  transferring  himself  or  his  property  to 
ailjacent  states,  where  no  such  tax  exists.  On  the  other  hand, 
there  have  been  in  America  frequent  instances  of  double  taxa- 
tion, as  in  the  well-known  case  of  the  estate  of  a  man  wIiom' 
property  happens  to  be  situated  in  another  state  being  taxed 
i)y  each  state  in  turn.  Thus  the  state  assessment  of  inheritances 
means  now  undertaxation  and  now  overtaxation — the  net 
result  being  glaring  ine(iuality.  From  this  point  of  view  a 
federal  inheritance  tax  would  be  as  superior  to  a  state  inherit- 
ance tax  as  the  latter  would  be  to  i<  local  inheritance  tax. 

The  same  considerations,  but  in  an  intensified  form,  apply  to 
the  income  tax.  If  there  is  anvthing  that  may  be  considered  a 
well-settled  induction  from  experience,  it  is  that  an  income  tax 
is  more  and  more  unsuccessful  as  the  basis  of  the  tax  becomes 
narrower.  In  former  times  a  local  income  tax  was  fairly  work- 
able because  incomes  were  chiefly  local  in  their  nature.  In 
modern  times,  however,  the  income  of  the  ta.xpayer,  and  es- 
pecially the  income  of  the  large  taxpayer,  has  very  little  to  do 
with  tlie  locality  in  which  he  happens  to  live.  Nay,  more,  in- 
comes nowadays,  through  the  working  out  of  economic  forces, 
have  become  national  and  international  in  character,  and  at  all 
events  have  far  transcended  states  lines.  A  man  may  live  in  one 
state  and  may  secure  his  income  partly  from  real  estate  holi  lings 
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mtuate  in  another  .st.ite  and  partly  from  inv..Htn,..nts  in  «e.u 
r  t.cHuf  ..or,>orat.on.s  whose  earn.nKs  are  ,lerive.l  in    mny  o  h 
.states.        ou-  u  U  possil.lo  f„r  any  loc-al  or  state  admi      tra     , 
successfully  ,o  ascertam  or  adequately  to  control  su,- 1,      „ 
of  . ts  rcMdent  ctuens?    Mast  of  tl...  state  ineo„„.  f  x es    n  tTe 
U.te.1  States  are  lar^.|y  ^,r  that  reason  the  ver  es,    a    ,  "  < ,  d 
umlcr  present  ecu,H,nne  conditions  are  n.n  likely  ever       I  e^  m 
thor.,UKhly  succ-sstul.    If  we  are  to  have  an  income    •  x    I    t   s 
m  co„s..nanee  with  approved  fis.-al  principles,  it         t  ob^  o^  ly 
Im-  a  fcleral  meon.e  tax  rather  than  a  stat,.  in,„mo  "ax     For 
.n  no  other  practical.le  way  shall  we  he  cnahled        aJoi.l    he 
numlKTless  compilations  of  interstate  doul.le  tax  ti.n  wh    1 
w^always  make  .t  difficult  to  introduce  a  successful  ".^eh' 

It  will  U>  seen,  therefore,  that  so  far  as  concerns  the  ,,ues- 
t.on  of  su.tab.hty,  resting  on  tl xistence  of  co,.Hi,-ts  of  tax 

E;:;^r'..^ir'^''""r^  "•  ''^t  "  '-"'■''  '■••^^^^'- 

TTi  T  *'"""  •"'•'  •'*  <'""'^i<l^'ral.l.'  weidit      It 

ntmg,  for  there  s..  l  rernams  the  thinl  ,H,int.  ...  |   „, 

.l)ove,  without  a  careful  consLh-ration  of  which  no  ,u 
elusion  can  he  reached.     We  come,   in  other  wo   1      to 
principle  of  ade(,uacy  in  taxation.  ' 

II.  The  Principle  of  Adet/uacy 
If  we  look  at  revenue  measures  from  the  {wint  of  view  of 
acUHjuacy   .t  will  he  .seen  that  the  prohlcm  as.iu.nes  a  ,1  W 
form.    Let  us  apply  it  first  to  the  income  tax 

ho  far  as  con.siderati,ms  of  revenu.>  an-  concerned    it   can 
earcey  be  contested  that  the  iiu-ome  tax  is  not  needed 
edoral  purposes.'    Federal  revenues  in  the  past  have  in.    ,n 
^nes  been  derive,!  almost  entirely  from  I.istoms    I     i        " 
■nternal  indirect  taxes.     There  is  no  rea.son  whv  thes    ^u  c 
^  ould  not  suffice  for  the  future.     Without  ...iterin^  here  u  o, 
the  general  question  of  the  protec-tive  tariff,  it  niav  be  con 
h-lcntly  asserte,!  that  we  ,.an  continue  to  secure  a  h  ge  '^lul 
KnnvmK  revenue   from   import   rh.ties,  whether   the  pHnci 
,.ro  e.^n  be  upheld  in  its  integrity  or  not.    Either  a'!;:" 
tanfl  u,th   incidental   rTotc^tion,  or  a  protective  tariff   with 

'  lor  .a  fiiHi^r  tpi... ».....«.   -f  (I.:  .  I      •    t 
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iiiculfntiil  revMiUf  can  Ik-  niaiU-  to  yidd  tlio  (Icsiml  income. 
Aiul  when  \\v  consider  tin'  iinuien.M'  iHtpulatlim  i»  the  United 
States,  it  is  In-yond  all  tuiestion  that  even  a  simple  system  of 
indirect  taxes  will  suffice  to  raise  the  remainder  of  the  needed 
revenue.  The  internal  revenue,  exclusive  of  the  income  tax, 
yielded  at  the  close  of  the  Civil  War  almost  $:M)0,(J(K),(K)0  ;i  year, 
and  if  we  take  into  account  the  prcKliKious  increiusts  in  wealth  and 
ilk  c»)nsuinption  during  the  forty  years  that  have  elai)sed,  it 
will  lie  apparent  that  the  internal  revemie  system  of  the  I'nited 
States  minht  In-  made  to  yield  to-day  many  hundred  millions 
of  dollars  more  than  it  actually  d<K«s,  without  even  ap|)roachinK 
the  numlK-r  of  taxes  or  the  rate  of  taxation  that  e.xisted  during 
the  Civil  War.  It  is  (luite  safe  to  .say  that,  .so  far  as  we  can  l<M)k 
into  the  tuture,  the  prosiM'ctive  exixMuliture  of  the  I'nited  States 
may  be  readily  and  easily  supplied  hy  imiK)rt  duties,  toj?'  'her 
with  a  well-chosen  system  of  linht  internal  revenue  tuxes. 

A  national  income  tax,  therefore,  is  not  needed  for  revc  .ic 
punM)ses.  Nor  is  the  demand  for  a  national  income  tax  based 
upon  such  rea.sons.  The  argument  in  its  favor,  however,  is 
none  the  less  exceedingly  strong.  If  not  inde<'d  for  revenue, 
it  is  neevled  for  justice.  This  i.s  due  to  the  complete  breakdown 
of  the  general  proi)erty  tax  in  state  ami  local  finance.  I'ndcr 
the  existing  state  and  l(»cal  .systems  there  is  no  doubt  that  wc 
are  unable  to  reach  the  [assessors  of  large  fortunes.  The 
wealthy  man  stands  from  under,  not  necetssarily  becau.se  he 
commits  jM-rjury,  but  becavise  the  l(K)i>-holes  in  the  general 
property  tax  have  become  so  numerous  that  any  adroit  indi- 
vidual can  avail  him.self  of  them.  .\  federal  income  tax  i- 
justifiable  on  the  score  of  e(iuity  under  i)revalent  American 
conditions. 

I  would  here,  however,  sound  a  note  of  warning.  It  must 
not  be  inuigineci  that  a  federal  income  tax  would  at  once  work 
well.  The  exjK-rience  of  Germany  and  even  of  England  must 
not  lead  us  astray.  We  have  neither  the  administrative  ma- 
chinery -)f  Pr\issia  nor  the  metho  s  of  doing  business  wi;i(  h 
are  found  in  (Ireat  Britain.  The  lumj>sum  income  tax  of 
Prussia  would  be  liopeless  in  this  country;  the  scheduled  in- 
come tax  v;f  (Ireat  Britain  would  meet  with  great  difficuitiis 
in  its  application  here.  It  has  taken  Englantl  half  a  century 
to  work  out  the  problem  of  its  income  ts-.x  and  to  make  it  fairly 
successful;  it  wo\ild  take  us,  perhaps,  almost  as  long  to  make 
even  a  federal  income  tax  an  administrative  success.      1  has 
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fl...H..  Who  h„,M.  for  a  (i.s,.al  „r  a  .onnl  „,u,a.,.,t  in  tl,..  f.-l.-rU 
m.nm..    ax  an-  Unnul  U>  U-  w.n.fully  .l.sap,.,i„,...l.     M..   >    • . 
.f  .Mtr.H  uml  .„to  ,his  ...„„.,ry,  it   ruuM   W  fra,„..,|  wi        | /. 

;;r;i.;?:;;;r;s:;i^ "'••"' ^f-nn....„trro.nu.«.:i 

On.'  final  mlvanfaK,.  of  tl„.  f..,l,.ral  irirom..  tax  uhi.h  must 
not  1...  .,v..rU.„k,..l  ..s  that  it  uoul.l  n.n.l.r  fa,  ..a.si..r  tl...  strZi.' 
tlu.t  IS  Ko.„K  „.,  „.  our  various  states  f.  anu-r,.!  c.r  t.,  al».li.|,  ,1„. 
.""imtous  jK-rsonal  property  tax.     Tin.  tn.-ation  of  iutauRl  | . 

P'il.lu-  lif...      \li  ..fTort.s  to  r..f..nn  the  systr.n  .,f  tli..  uoncnl 
property  tax  l.avo  thus  far  shatton-.l  aRaiust  th.-  ro.-k  of  iM.pul' 
-onvMum  that  su.h  wealth  as  .-ousists  of  personal  p'ro  „ 
onght  not  to  I,.,  allow,.,!  to  ..s,.ap,..     If,  „ow.  L  uvr,-  to  h'    ,  '^ 
f.-<I.Tal  >„,.om,.  tax,  l„m,.v..r  unsu,...,.ssful  it  iniKht  1...  at  fir^t 
I    w<.ul.     ak,.  t  u.  wuul  out  of  th,.  sails  of  th..s,.  ohj,.,,ors-     ,,  i 
...  woul, l-l...  n.forn„.rs  of  tlu-  syst,.,„  of  lo..ai  au.l  stat.-  '..xatiou 

u,,.i  ,i  n,,  l,,nK,.r  I.,.  r,,..t  l.y  th,.  ,..,nt,.nti,m  that  p,.rs,,,,al  p.  .p,.rtv 
•nust  I,..  |,s  ..,1  for  taxation.  For  p,.rsonal  prop,.rtv  woul.l  th.n 
I..'  n;acu.,l  through  th,-  f.Ml.Tal  i,...o,„,.  tax.  It  is  significant  tlr . 
m  hnKlan.l  ,>,Tsonal  ,,rop,.rty  was  ,.ntir,.|y  ..x,.nu.t,.,l  fro„,  all 
...al  ta.xat.on  m  tlu-  v..ry  samo  ,l,.,.a,l,.  that  tl...  ..xistin^  national 
niionu'  tax  was  impos,..|.  '^  ".'iionai 

Our  com-lusion  w-,ul,l  th..n  Im-  that,  so  far  as  th,.  in.-on.,.  tax 
s  .•ot„.,.rn..,l,  ,.v,.n  thouKh  it  I,,-  not  n,.c..l..,|  for  purpos..s  ..f 

...   T;      r  "•■^■'TI'"''*'"  ^'•■•^i'-"''l<'  '"'J">"'t  to  our  s,.|...n.,.  of 

'  .  ral  ta.xat.on.    It  g,,,.s,  of  .-ours,,  without  saying,  that.  ..v..n 

rt  from  th.s  „u,.st,on.  tl.,.  proj,...t,.,l  constitutional  n.ov,- 

"■nf,  l,.KalizmK  th,-  mcom,.  tax,  ought  to  ,.r,.vail.     For  ..v,.n  if 

i<-  m,.,,ni,.  tax  wvr..  not  to  .-onstitut,.  a  part  of  our  normal  r..v,.- 

""-■  sys  ,.m,  It  woul.l  1„.  ,l,.,,loral,l,.  in  th,.  ,.xtr,.m,.  if  a  mishtv 

'■-npir,.  hkr  the  I  nit...l  States  w..r,-  unal,!..  to  us,,  this  ..o,,.,^ 

tHKUic  of  n.vcnue  in  t  im,.  of  n,.,.,l. 

Wh,.n.  how,.v,.r,  w,.  com,,  to  .•onsi.i,.r  th,.  inlu-ritan,-,.  tax  ami 
t  '<■  -'orporafon  tax,  w,-  fin.l  that  tl...  argurru-nt  from  th,.  prinripl,. 
"  .•Hl,.<,ua,.y  ,s  som,.what  ,liff,.r,.nt.  '  ,,.  in-ume  tax  is  not 
Ji  !.n.s..nt  n,.,.,l,.,l  for  stat,.  or  lo..al  r.v  .m..s.  hut  th,.  situation 
nu>    H.forc  long  iM.t-om..  th,-  sam,.  as  in  th,.  cas,-  of  th,.  inh.-it- 

th  t  ,.  r,.,.,.nt  .l,.v,.lopm,.nts  of  tax  r,.form  in  th,.  Am,.ri,.an 
st.t..>  knows  that  th,.  t,.n,l,.n,.v  i.  ,.!.,,r.  Th<.n.  j.  .  mo-emmt 
t'>«ani  lh,.s,.par..tion  of  stat,.  and  lo,.al  r,.v,.nu,.s,  with  a  rescrva- 
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tion  of  the  real  estate  tax  to  the  locaUties.  On  the  reasons  for 
this  world-wide  movement  it  is  not  necessary  or  proper  here 
to  enter/  but  it  is  pertinent  to  call  attention  to  the  fact  that  the 
general  property  tiix  is  coming  more  and  more  to  be  restricted 
to  the  localities,  and  that  the  state  governments  have  in  conse- 
quence been  compelled  to  reach  out  for  new  and  independent 
sources  of  revenue.  These  new  sources  of  revenue  have  consisted 
I)rimari!y  of  the  corporation  tax  ind  the  inheritance  t:ix,  sujjple- 
niented  in  a  few  cases  like  New  York  by  some  other  forms  of 
taxation.  In  some  states  this  process  has  been  entirely  com- 
pleted, and  the  g(meral  property  tax  is  no  longer  eipiployed  for 
state  purposes,  to  the  great  advantage  of  all  concerned.  If,  now, 
the  federai  government  would  seize  upon  either,  or,  still  worse, 
l)oth  tiie  inheritance  tax  and  corporation  tax,  this  entire  salutary 
movement  v.ould  have  to  be  reversed.  The  assumption  by  tlic 
federal  government  of  what  it  does  not  need  for  fiscal  purpose^ 
and  of  what  is  seriously  neede<l  by  the  state  government  would 
be  a  calamity  of  the  first  magnitude — a  calamity  tlie  full  signif- 
icance of  which  can  only  be  appnu-iated  by  those  who,  duriiin 
the  past  few  decades,  have  patiently  watched  and  labored  to 
help  in  bringing  about  the  beginning  of  the  great  reform  wliicli 
is  now  apparent.  The  abandonment  by  the  states  of  reliance 
on  the  aid  afforded  by  the  corporation  tax  and  the  inheritance 
tax  is  something  that  cannot  be  contemplated  for  a  moment. 

On  the  other  hand,  as  we  have  seen,  lx)th  the  inheritance  tax 
and  the  corporation  tax,  Uke  the  income  tax,  are  really  more 
fitted  for  federal  administratijn.  How,  then,  are  we  to  escape 
these  two  horns  of  th<'  dilemma?  According  to  the  princii)l(' 
i)i  suitability,  the  inheritimce,  the  corporation  ant:  the  income 
taxes  should  be  federal  taxes,  according  to  the  principle  of  adc- 
(|uacy,  the  first  two  should  be  in  whole  and  the  third  perhaps  in 
ill  i)art  state  taxes. 


ft 


III.  The  Apportionment  of  Federal  Revenues 

It  is  iiermissible,  however,  to  suggest  a  method  which  will 
prevent  us  from  being  impaled  on  either  of  the  two  horns  of  the 
dilemma,  and  which  may  extricate  us  from  the  diff  culty.  W  li> 
is  it  not  possible  to  secure  all  the  ends  of  suitability  l)y  havinjr 
the  taxes  admiiiistenxi  by  the  federal  government  under  gent  lal 
federal  laws    and  why  's  it  not  possiblt;  to  secure  all  the  ends 

'  Cf.  supra,  chap.  xii. 
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of  adequacy  by  having  the  proceeds  ajjportioned  in  whole  or  in 
part  to  the  various  state.?  This  is  my  solution  of  the  difficulty  • 
let  the  federal  govi-rnment  assess  the  taxes,  and  let  the  state 
governments  ,)rofit  by  th"  tax(>s. 

This  is  h>  no  means  so  i..nv  or  revolutionary  a  suggestion  as 
It  may  appear.    It  is  found  in  some  form  or  other  in  many  eoun- 
nes   and  m  not  a  few  of  the  American  commonwealths      In 
Lugiand,  for  mstanc(>,  the  iniuritance  tax  is  assessed  by  the 
central  government,  but  a  part  of  the  proceeds  is  allotted  +0  the 
i..ca    government.     The  same  is  true  of  .som."  other  taxes  ir 
hngland     In  C.ermany  the  proce(-ds  of  certain  indirect  tax(-s  are 
divided  between  the  federal  and  the  slate  governments,  and  one 
of  the  important  features  in  the  nrent  budgetary  schem(>  of 
(  hancellor  von  Bulow  was  to  have  a  f.-derally  administered 
inheritance  tax,  a  part  of  the  proc-'eds  to  go  to  the  state.    This 
sci.eme  has  only  temporarily  been  abandoned.    In  C  anada  it  is 
wll  known  that  a  large  part  of  the  provincial  revenues  is  derived 
h-om  the  procee,Is  of  taxes  that  an  h-vi,.!  by  the  federal  govern- 
ment.     Other  instances  might  readily  b<>  multiplied.     In  the 
I  nited  btates  also  many  of  our  separate  commonwealths  raise 
revenues  which  are  apportioned  to  tlu-  local  administrati<  ns' 
f  IT     r  /m''*''"^'  gov.-rnment,  as  in  the  one  famous  instance 
of    lie  distribution  of  the  surplus  in  183(i.  apportioned  to  the 
states  the  proceeds  of  fc-derally  assessed  taxes.     The  question 
of  the  constitutionality  of  the  scheme  her:  suggested  ma '•  be  Ic-ft 
to  he  lawyers.  My  own  opinion,  expressed  with  all  <lue  diffidence 
IS  that  a  constitutional  method  can  be  de/ise        H„t  mv  -Midi' 
tio.ial  opmion,  expressed  without  any  difr,den<T,  is  that  if  consti- 
tutional methods  cannot  be  devised,  the  soon.T  a  constitutionnl 
amendment  is  procured  the  bett.T  it  will  b,..    I  can  see  no  other 
Mvcnue  of  escape  from  the  difficulties  that  are  looming  up  on  all 

It  may,  indeed,  be  claimed  that  the  difficulties  connected  with 
tlie  conflicts  of  state  jurisdiction  can  1.,-  overcome  in  another 
^>ay,-name!y.  by  interstate  agreements  based  on  consid,.rations 
"t  .ntei^tato  comity,  whereby  each  state  will  obligate  itself  to 
Mram  from  li^ying  more  than  its  c.mab.e  ami  proper  share 
''I  tlie  tax.  While  this  consummation  would  be  exc.rdinelv 
"■sirable,  ,t  may  well  be  doubt.-d  whether  it  is  at  all  fea.ibi; 
American  'xperienc'  has,  unfortunately,  ,lriven  home  th<.  les.son 
'"■■tt  the  separate  commoivvoalths  cannot   be  ilejiended  uixni 
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ally  be  omployod  in  the  struRplo  of  local  and  sectional  interests 
for  economic  advantage.  Even  if  the  majority  of  the  states 
could  be  induced  to  enter  into  such  a  compact,  the  defection 
or  refusal  of  a  few  states  would  be  suflicient  to  defeat  the  whole 
scheme.  In  other  federal  states,  like  (Jermany,  e.g.  it  has  Iwen 
found  necessary  to  achieve  the  desirable  uniformity  by  imposing 
it  upon  th»^  states  througli  national  rcj^uJation.  It  is  clear,  how- 
ever, that  the  American  commonwealths  would  not  brook  such 
national  interference,  and  that  the  accomplishment  of  the  de- 
sired end  would  refjuire  a  constituti')nal  amendment  which  it 
would  be  well-nif>;h  impossiI)l(>  to  secure. 

Moreover,  even  if  such  interstate  "  iformity  could  be  reached 
in  this  way.  it  would  at  best  apply  .  i!y  to  the  inheritance  tax. 
It  was  becaus(>  of  its  hope  of  effectinR  some  such  reform  tlwit 
many  have  expressed  their  strong  ]ireference  for  a  state  inherit- 
ance tax.  But  even  the  thoroughgoing  acce[)tance  of  the  princi- 
ple of  interstate  comity  woidd  still  fail  to  meet  the  problem  in- 
volved in  the  corporation  tax-  the  problem,  viz.,  of  reachiui; 
the  corporate  ( arnings  derived  exclusively  or  in  large  measure 
from  interstate  business.  When  even  the  eccmomic  apportion- 
ment to  each  state  of  its  ]iroi)er  share  of  revenue  from  such  coii;- 
plex  sources  is  .so  difficult  a  matter  to  accomplish,  the  problem  of 
the  fiscal  adjustment  of  interstate  difficulties  by  jHirely  state  ad- 
ministrative methods  may  be  declared  to  be  well-nigh  insolubh  . 

rnl(>ss  therefore  all  the  states  carry  out  in  good  faith  tlic 
principle  of  interstate  comity  as  applied  to  the  inheritance  t.ix. 
through  which  alone  a  .«\>tem  of  state  inheritance  taxes  cni 
justify  itself,  we  are  forced  back  to  the  scheme  suggested  alxivi- 
as  the  sole  practicable  alternative. 

This  method  of  federal  administration  >'■  •{  state  .ipportidii- 
ment  will  accomplish  everything  that  is  needed.  It  will  ('(^nforin 
to  the  princil)les  of  efficiency  and  of  suitability,  because  the  tnxi- 
in  (|uestion  can  best  be  administered  by  the  federal  governnunt 
and  because  in  that  way  alone  the  gross  ineciualities  of  the  pu  — 
cut  system  can  be  overcome;  while  on  the  other  hand  the  sijia- 
rsite  .states  will  secure  the  revenue  which  they  need,  and  will  !'c 
able  to  continue  in  the  ])ath  of  tax  reform  which  has  been  ~i> 
auspiciously  entered  uiH)n. 

Thus  we  reiich  the  conclusion  that,  of  the  three  great  t:ixt'< 
about  which  the  controversy  has  now  become  so  acute,  the  in- 
come tax  ought  to  be  levied  by  the  federal  govenmient  and  it- 
proceeds  utilized  to  diminish  the  burden  of  the  national  imliri  it 
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tax..s,  with  (1„.  p„ssil,ility  of  tl...  s(.f..s  tm'kinK  on  .-ulditiouH 
or  thnr  own  purpo^.s  <,r  f(,r  loc-al  n..o.Is;  that  the  corporatic.n 
tax  should  1„.  lrvi<.(l  us  a  i.ati.mal  tax  l,y  tho  f^i.-ral  govern- 
mont,  but  unchT  a  ch.ar  ui..l<.rstan,linK  with  the  s.-parate 
states  that  the  pn^ccods  sliould  he  distrilnitcd,  in  whole  or 
m  greater  part  to  them;  and  that  th..  same  metho.l  should 
l)e  apphed  to  the  inheritanee  tax,  unless  the  states  see  fit  'o 
adopt  m  essence,  the  i)rineii)le  of  interstate  comity.  To  deter- 
nnne  the  exact  m.'thods  of  repartition  would  b,.  comi.arativelv 
e^.sy.     for  that  would  b,.  a  matter  of  .l.-tail,  not  of  ,,rinciple. 

Th..  imrx.rtant  iKmit  IS  that  some  a.ljustm,.nt  b,.  reache,l  whereby 
the  legitimate  <lemands  of  e,,uality  and  of  uniformity  mav  1,; 
rompher  with  without  those  of  efficiency  an,l  ade,,uacv  bVing 
>acr.fic,.(.  The  inten.sts  of  tl...  states  nn,st  at  all  ,.osts  W 
safeguarderl,  but  the  difficulties  inherent  in  a  state  administra- 
tion o  wnat  has  b,.co„„.  national  in  chara.'ter  must  be  avoided 
1  he  plan  outhm'd  above  will  accomplish  this  end.  In  this  wav 
•in.!  .n  this  way  alone  can  w<"  <..,  justice  to  the  umlerlving  i.rinci- 
pl.s  of  fiscal  ;nd  socal  reform.  In  this  way  an.l  in  this  way  alone 
.an  the  r.-latio  s  of  state  and  fed,.ral  finance  be  put  on  anVmlui- 
ing  and  a  completely  satisfactory  l)asis. 
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CIIAITER  XIII 

THE    IMPORTANCE   OF    PKECI.SION    IN    ASSESSMENTS  ' 

I.  Dnnocracy  and  Adminidmlion 

EvEH  sinct>  till'  (iiiys  of  Adam  Hniitli,  tlic  dcmiind  for  cortainty 
has  boon  om-  of  the  cardinal  rules  in  taxation.  Adam  Smith 
borrowed  his  rule  f-'»m  one  of  tlie  French  writers.  The  arlii- 
trariness  of  the  Fr.i  'b  .system  of  taxation  in  the  eighteenth 
century  had  a.ssumcd  such  proportions  as  already  to  pass  beyond 
lieiief,  and  it  is  no  wonder  that  the  would-be  fiscal  reformers 
raised  a  loud  note  of  iirotest  against  the  utter  lack  of  certainty 
and  precision  in  the  French  system. 

It  was  not  until  the  French  Revolution  that  the  worst  eviN 
of  the  system  were  swejjt  away;  but  so  fresh  has  been  the  recul- 
Ic;  tion  of  these  i)articular  evils  that  from  that  day  down  to  the 
very  present,  the  whole  .system  of  French  taxation  has  be«'n  so 
framed  as  to  s'^cure,  ev(>n  at  the  cost  of  certain  other  advantages, 
the  ends  of  certainty  and  i)recision  in  assessment. 

The  danger  of  arbitrariness  in  asses.sment  can  be  well  illu— 
trated  in  almost  any  absolute  government.  History  is  reph  tc 
with  examples  that  may  be  taken  from  any  Oriental  monarciiy. 
and  from  iin{)erial  Rome.  Many  instances  of  the  most  shockinc 
character  might  easily  be  taken  from  the  existing  absolute  g(A- 
ernments  of  the  present.  But  absolutism  is,  unfortunately,  ihi 
the  only  home  of  arbitrariness  in  taxation.  Strange  to  say. 
democracy  no  less  than  absolutism  is  almost  equally  exjiosed  tn 
this  danger.  The  danger,  indc'd,  assumes  a  slightly  difTcn  nt 
form.  In  ab.solutism  there  is  a  lack  of  law  and  of  constitutidiia! 
restrictions;  in  u  democracy,  like  that  of  the  United  States.  fiT 
example,  whiia  is  the  classic  home  of  constitutional  hmitatiin-, 
the  danger  lurks  not  in  the  law.  but  in  the  administration  nt  ihe 
law;  or  rather,  tlu-  law,  which  on  its  face  seems  to  providr  .il 
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'  This  cliiiptcT  was  oripinally  published  in  the  Addrcsxex  mid  Prorn'i'.if! 
of  lliv  Sicoiiil  Confirincc  (if  llie  I iiliTiiiiliiindl    Tax  ('(infeniict ,  Oiiuilit'  .^, 
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tl...  ••.m.stit.itiot.al  Kuarant....  „f  fairn...ss  an.l  .-qualitv  break, 
down  more  cjr  less  completely  when  expos..,!  to  the  testoif  pr-icti'- 
eal  application  under  conditions  for  which  it  x.as  not  originallv 
framed.  ^        ■^ 

It  is  well  known  that  in  a  democracy  the  .lifficulti.s  cjf  eovern- 
ment  are  j.rimarily  administrative  rather  than  constitutional 
Our  constitutional  F)rol,lem.s  have  (.e,.n,  in  very  large  part  s-ais- 
fact.jnly  solved;  our  administrativ  i.rot.lems  have  scarcely  bec-n 
aftacke.1.  1  h(.  weakness  of  democratic  administrati.,n  is  pro- 
verl,ial,-and  this  is  esiK-cially  true  in  the  case  of  fiscal  adniinis- 
tration. 

Our  tax  officials  are  almost  uniformly  elective  officials  and  it 
i>  a  notorious  fact  that  elective  officers  are  \.m  slightly  immune 
irom  the  gusts  and  passions  of  jM.pular  ap,,roval  (,r  prejudice 
-Nothing  comes  closer  to  the  mod.Tn  citizen  than  the  amount 
ot  <a.Tific..  which  he  is  call,.,l  ujxin  to  make  in  th.-  way  of  <-on- 
tnhutions  to  th..  ,,ul,lic  sui)r.ort,  and  nowhere  is  there  to  he 
lound  a  greater  pres.sure.  whether  of  individuals  or  of  classes 
lijxm  the  governm  nt  official  than  in  il,..  .-as,,  of  assessments'  for 
taxation.  The  abus.-s  which  in  absolutisms  are  due  to  the 
un,h....k<.d  will  of  the  absolute  ruler  are  found  duplicated  in 
'  -mocracies,  owing  to  the  dependence  of  the  official  upon  the 
electorate. 

This  shortcoming  of  democratic  administration  is  intensifi,.,! 
!■>•  the  inherent  difficulties  of  modern  economic  life.     In  the 
'implex  industrial   society   of  the  present   with   its  d,.li,.ate 
nia.  uner>-  and  its  subth-  interr..|ations  of  all  kinds,  there  is 
■"■Mied  a  far  fin.-r  instrument  of  assessment  than  in  former 
iim.s.     \\  hat  IS  perfectly  adequate  for  a  primitive  communitv 
'T  .-,  simple  agricultural  state,  be<-omes  glaringlv  insufficient  in 
-■'■  m.xlern  imlustrial  environment.     Not  only  are  th<.  things 
■<  tnselves  to  be  taxed  increasingly  difficult  of  location  and 
.^X'raisement.  but  the  persons  upon  whom  the  assessment  is 
■'    "d  become,  under  modem  economic  .•onditions.  nion-  and 
!!'-n.  ehisive.    And  yet,  just  at  a  time  when  a  more  delicate  and 
!>'TMCt  machincTy  of  assessment  is  require.l.  a  modern  democ- 
r:->   contents  itself  with  a  clumsy  and  outlived  mechanism, 
•'■  .M'h  IS  bound  to  give  dissatisfaction. 

H.  re  in  tlie  new  world  we  sufTer  from  an  accumulation  ■  " 
7---  -Not  only  IS  this  the  home  of  the  great. 'st  experiment  in 
;""""Tacy  tha'  has  ever  been  .•.tf.mpted.  but  it  is  aNo  f.^t 
rooming  the  home  of  the  greatest   indn>tnal  di!T..re!!ti;!tio!s 
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and  complexity  of  six-ial  and  oconomic  organization.  Either 
cause  alone  would  suffice  to  create  difficulties  in  tax  assessments; 
coinbined,  they  form  an  almost  insui)eral)le  barrier  to  success. 
Mankind  has  yet  to  learn  tlie  lesson  of  comhininn,  in  fiscal  mat- 
ters at  least,  the  great  principles  of  liberty  and  efficiency.  It  is 
given  to  but  a  few  countries  to  attain  the  administrative  effi- 
ciency which  is  found,  for  instance,  in  the  Prussian  government. 
Hut  that  i'.dministrative  efficiency  is  [)urchased  at  a  cost  of  inter- 
ference with  individual  liberty,  which  would,  in  this  country  at 
least,  be  considered  entirely  intolerable.  Bureaucracy  is  not 
democracy.  If,  therefore,  we  eliminate  the  bureaucratic  admin- 
istration as  inai)plicable  to  American  ccmditions,  we  are  still 
confronted  by  this  <|Uest<on:  Which  is  better,  the  attempt  to 
pos't  an  ideal  in  taxation  which  shall  seek  to  realize  the  princi])le 
of  equal  justice,  even  though  we  know  that  the  endeavor  to 
realize  this  ideal  in  practice  will  inevitably  be  marred  by  arbitra- 
riness in  administration;  or,  on  the  other  hand,  the  readiness  to 
frame  a  less  ideal  scheme  with  tin-  knowledge  that  in  practice 
it  would  be  attended  with  greater  precision  and  certainty  of 
operation? 

Put  in  this  way,  the  answer  can  scarcely  be  doubtful.  Whr.i 
statesmanship  is  trying  to  accomplish  is  not  to  pose  abstract 
principles,  but  to  accomplish  advantageous  results.  And  while 
the  province  of  the  .scientist  is  indeed  in  part  to  eluci<lafc 
fundam(>ntal  principles,  the  publicist  who  is  not  to  rema'..i  a 
mere  closet  philosopher  nm.st  always  narrowly  watch  ih(>  work- 
ing out  of  his  ab.stra(;t  princii)les  amid  the  hard  facts  of  d.-iily 
life.  Prspecially  true  is  this  of  the  science  of  finance,  where 
the  border  line  between  finance  and  administration  is  scarce  Iv 
distinguishable.  An  ideal  principle  which  is  administratively 
unworkable  is  not  for  an  instant  to  be  compared  with  a  K -> 
el(>vat(>d  ideal  which  can  be  actually  carried  out  in  practice. 
The  chief  trouble  with  our  American  democracy  in  matters  of 
taxation  has  been  that  the  people  have  blindly  clung  to  an  idi  :ii 
which  has  become  administratively  impracticable;  and  tlmt 
they  continue  to  hope  against  hope  in  exi)eeting  the  impos^il'll' 
to  Iiapiien.  Our  administrative  methods  are  indeed  slowly 
improving,  but  it  will  be  a  long  time  before  that  point  of  ad- 
ministrative excellence  has  been  reached  which  will  rdi'iir 
possible  the  realization  of  the  fiscal  ideal.  In  the  meantiinc 
the  disparity  between  the  ideal  and  the  practice  is  such  a>  'n 
create  in  our  modern  democracv  some  of  t!it>  verv  worst  ■.  vii- 
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ilx  td.:nn;r  ^■''''■' "''-  ••'"""'"" '"  '"-^-■^  -^'-^  any 

I  do  not  hesitate  fo  assert  tint  .it  ff.,.  ^^        *  *•         •       , 
rnite.i  States   the  ehief  .X  in'^wl* ^^C ^  n;.  ;^.;^ 
pnmanly  ,n  that  laek  of  certainty  an.l  pr.-eision    vh  i.  we 
so  vehemently  c.mphasize,!  l,y  Adam  Smith  a  e.-nturv  U      , 
ha  f  aKo.     In  fa.-t,    f  wc-  tak,-  a  hroa.i  view  of  the   n  dem  l 
veiopment  o    taxation,  we  shall  fin.l  that  one,  at  lea.    "f    1," 
reasons  for  th,.  great  extension  of  indirect  taxation  thr  ,.^ho 
ti.e  world  ,s  to  be  found  in  the  fact  that  here,  a    1      t     „  ^ 
unproved  mo,l,.rn  systems,  we  are  al.le  to  attain        ".i,. 
and  a  defin.teness  which  is  lacking  in  the  other  ,  lov  i     ol 
puhhc  revenu,..     The  problem  is  on  a  large  scale      h-      tie 
eho,ce  between  ad  ralornn  and  specific  .lutiesl  on  a  sm        ,• 
t  om  the  pomt  of  view  of  abstra.-t  justi...  there  is  no  d,  nl  t      •  t 
"'/  rnlorev,  dut.es  are  in  th,.  main  more  c>c,uitable,  an     v  t    n 
.•xper,ence  has  taught  many  a  modern  nation  th  U    I  e      is 
"'   './or...  duties  su,.h  an  inh.-rent  .ianger  of  arbitra  i  e's 
julmm.s  ra  ,on  that  they  have,  perforce,  tak..n  refuge,  t       ve  v 
arge  extent   ,n  a  system  of  specific  duties,  which  is  a  Iministra: 

^^::^t^sl^''''  ^"""^"^ ""''--'  ^"--^-  «^  -- 

II.  American  Conditions 
The  chief  examples  of  the  evils  of  arbitrarv  assessments 
n  the  In.ted  States  at  present  are  foun.l  in  three  dashes  of 
axaf^n    the  tax  on  real  estate,  the  tax  on  persona!  p  o,  ^ty 
..n  1  the  tax  on  c<,rporatu,ns.     Let  us  say  a  word  as  to  ea 

In  t\o  cas,.  of  real  e.tate,  the  evil,  are  comparativelv  inl 
Mfi.'ant  owmg  to  tlu-  fact  that  real  estate  is  visible  and  tandll? 
-d  that  the  nnpcliments  upon  the  transf,.  of  rea  ?.stln  Tc  ^o 

"fr     ,      1^'  '"'''/'"  '''"■"'"■■''  '"•"'"''•'>■    -^'atnrallv  where 

-  I-  fr,H,uently  occur,  tlu-  selUng  value  becomc>s  a  matter  either 
'If  record  or  of  common  knowledg.- 

Notwithstanding  tlr^-  fact,  experience  has  shown-,  .peci'dlv 
n  "ur  larger  c.t.es-that  the  assessment  of  real  estate  Nv- 
lar....|y  arbitrary  in  charac-ter.     In  som.  cases  th..   and  is     c  1 

-  l->^  leases  and  sales  are  infrequent.     In  otlu.  ca";  a  ^'1 
ur,  base  p„ce  ,s  put  m  the  deed,  an.I  in  still  other  cases  there 

:".:,  ^";'''r  f''-'"^-^'  '■•*»»''•  »P  -^  do.n.  in  the  value  of  Z 
■■■-■  v.Taa',  due-  lu  more  or  less  unpredictable  changes  in  l>u-<i- 
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nrss  prosperity,  in  tin-  opcniiiK  up  of  new  nn'iins  of  conirminic.'i- 
tioM  or  in  the  tides  of  fasliion.  As  a  eonsHiuence  the  true  value 
of  real  estate  iweonies  a  matter  of  very  exin-rt  knowledni  : 
and  as  our  tax  departments  are  notoriously  unal)le  to  secure 
tlie  services  of  liinh-paid  experts,  tlie  assessment  is  very  largely 
left  in  tlie  liands  of  more  or  less  incompetent  umlerlinns.  The 
result  has  heen  a  system  of  haphazard  assessment,  wiiich  even 
with  the  best  intentions,  and  with  all  absence  of  corrupt  motive, 
has  meant  a  decided  me()uality  .as  between  individuals.  Where, 
as  fre(iuently  occurs,  separate  parcels  within  the  same  cily  ur 
ward  are  assessed  at  all  the  way  from  sixty  to  ninety  jM-r  e(  nt 
of  their  real  value,  we  caiuiot  speak  of  precision  or  e<iuality  in 
;ussessment. 

A  way  out  of  this  difficulty  has  been  indicateil  by  the  ado|)- 
ticm,  in  part  at  least,  of  certain  mathematical  rules  to  guide  tiir 
assessor.  Such  schemes  have  been  applied  by  Mr.  Somers,  for- 
merly of  St.  Paul  and  by  the  Hoard  of  Taxes  and  Assessments  in 
New  York  C'ity.  Without  going  into  the  details  here,  it  may  be 
sai<l  that  the  system  consists  in  api)lying  known,  instead  of  un- 
known, factors  to  the  problem,  a.nd  in  seeking  to  remove,  as  far  ;i- 
jjossible,  the  arbitrary  guess  of  the  assessor.  Of  course  it  niu-t 
not  be  fo-gotten  that  the  oi)portunity  for  tlu-  introduction  <il 
mathematical  rules  in  the  assessment  of  real  estate  is  only  a 
limited  one,  for  at  the  bottom  the  basic  values  which  are  to  \>v 
multii)lied  by  this  mathematical  factor  must  largely  remain  a 
matter  of  individual  judgment.  In  the  last  instance  we  cannot 
get  away  from  the  expert  decision  as  to  fundamental  valuation-: 
l)Ut  to  the  extent  that  known  are  substituted  for  tnikr.own 
factors,  a  decided  improvement  is  po.isible,  even  in  the  cax  d 
real  estate. 

It  is,  liowever,  in  the  case  of  personal  iiroi)erty  that  the  evil- 
of  discretionary  opinion  become  far  more  flagrant.  Tlit  rr 
is  no  need  to  rejieat  here  the  familar  story  of  the  breakdown 
of  the  general  property  tax:  of  the  failure  to  ascertain  the  e\i-t- 
ence  of  many  kinds  of  property,  and  of  the  shocking  inequalitv 
of  assessment,  -  :en  where  certain  kinds  of  property  ari>  'li- 
covered.  The  a.ioption  of  mathematical  rules  of  assessment  "  i  i. 
of  course,  not  help  a  whit  in  those  cases  where  it  is  impossibli  i' 
discover  anything  to  be  ass(>ssed.  But  in  those  instances  «!;■  !■ 
certain  kinds  of  projx'rty  are  on  the  assessor's  hooks  tin n  - 
room  fo;  considerable  improvement  by  t!ie  adoption  of  iiv  i' 
precise  ;!nd  definite  rules. 
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pl«'  ot  What  I  m.-an  hy  lliis  statctn.-nt  fikc 
the  ..as.,  of  ,h..  rnor.KaK..  tax.  Tl...  ass.ssmont  of  rnortgafi,!  . 
••'  part  o  th,  K,.,„.r:,l  pro„..rty  tax  has  .■vrvwlHT..  Z-.  „  . 
not.>no,Hv  ,n..fr..,-„v,..  TI...  r..,...„t  a.loptio,.  of  tl...  n.  |  " 
mort«:.K,.  tax,  a>  ,n  ,1...  Mat-  of  X,..-  York,  wIht.  all  n.ort^.  ^-t 
ar.-.  M>  to  >ay,  a„to„.at„.ally  suhjc-t,-.!  to  taxati.,,,  at  tlu  mo' 
'".■...of  ,h,.r  ..n.ation.  I,as  Lrou^ht  aLont.  a,non«  ma,       „      ■ 

••<ll\  iiKTcaxd  rcv.MiK'  to  the  tna<iiry 

Of  a  ,-hara..t,.r  nmilar  to  this  is  th.  snl.>titu,ioM  in  so,,,.,  of 
the  (  a„a.|,a,.   .-.ta.s  of  th.-  so-,.all,.,|    l.„si,u.s.   tax   or   r.„,al' 
fax,  or  th,.  r,.,.,.,,t  a.loptioM  in  on,,  of  tl...  Australian  stat.-'of 
I-  so-.a.|..,l  ••al.,l,t,..s  •  tax,  in  li,.,,  of  „.,.  ,„,.„„,,  Jl 

.i-x      1  ho  ,mpos,t,on  of  a  ,!,.finit,.  p..n...ntaK..  up.,n  ,1,'  know,, 
n.ntals  affonls  a  s.mpi,.  an.i  pr-.-is,.  n...tho.|  of  n.a..|.in«  prop,.rt 
wha^h  otn.rw,s..  .oul,!  v.-ry  larK..|y  ..s..ap,.  „oti....  alto,,'    ,!,' 

Those  who  an.  famil.ar  with  th,.  Fr,.,,,.!.  svs...,,.  of  taxation 
u-i  I  n.m,.ml.,.r  that  ,t  i.  l.uilt  .p  ..,.,ir„,y  on  ,1...  i,i...  o)  mh" 
-titufinK  known  for  unknown  fa,.tor>,  an.i  that  whil,-  the  system 
h|^  ;-.-rta.n  ,l,sa,K-antaK..s  of  its  own,  i-.  so  far  as  it  .lo^s  n^ 
a  ta  n  th,.  i,l,.al  of  pr,.,.,s,.  approximation  to  th,.  ,.xa,.t  ..omlitions 
'.t  th,.  m.!,v.,h,al    ,t  ,K.ss,.ss,.s  at  all  ..y.-nts  tl...  a.iyantaf-,.  of 
.ivoi.hnK  th,.  hai.hazanl  r.u.ssos  an,l  arbitrary  ,.stimat,-s  whi,.|. 
.ir,.  almost  ms,.paral,l,.  from  any  ,ifnio(.rati,.'a,!ministration  of 
r»rs,jnal  or  m,liyi,i„al  yaluation<. 

It  is,  how,.y,.r.  in  tl„.  .as,.  ,jf  th,-  (...rporation  tax  that   th,- 
pn.  .l.m  has  l„.,.om,-  most  ariitc  in  this  countrv.     Th,.  wcJI- 
..iC h   „n>y,.rsal  system  of  taxing  (•or,,oratio,..s   is^  thron«h   th,. 
m"l.um   of   th,    nss,.ssm,.nt    of   th..   ....rporat,.   ,,rop,.rty       In 

-lu,.  stat,.s    as  ,.y,.n  m  th..  nw.iX  stat..  of  X-w  V.,rk.  for  ,.x- 
^"npl'-.  tl„.  lo,.aI  tax  of  corjx.ration.s  whirh.  as  alm,3st  .■y,.ry- 
■w..r,..^,s  th,.  om-  of  m,.st  imix.rtan,-,..  is  l,as,.,|  „,,on  th,.  valwa- 
n.  :     ,.  tt„>  corporate  proi),.rty  l.y  local  officials,     rn.jcr  this 
-.-rvm  th,-  most  al.sol.it,.  arbitrary  -liscriminations  ar,.  ma.ic 
■;  i.Kw,.,.n  th,.  yanous  lo.aliti.'s,  an.i  it  is  a  notorious  fa,-t  that 
•--.■  -•orporat.ons  wh,.r,.  it  is  physi,.alh  possil.j,.  to  ,lo  so  will 
■•■  -n  traa<t,-r  their  ost,.nsil,le  chi,.f  .office  from  im..  pla,.,.  to 
anurher.  m  or,l,.r  to  s,.cure  a  mor..  complaisant  asMssor      In 
"  .:-r  stat,.s,   ,.sp,M.ially   f.)r   certain   ,.|a.s,.s   of  public  seryi,-,. 
; -rporations,  the  yaluation  has  b,.,.n  put  into  han.ls  of  a  state 
-•■anl.    which   oln-iates   in.l.-,.,!   tlfs,.  Klarini:  ,liscr,.,.ancies   ... 
' •"  """'''t»'^  init  which  ,lo..s  not  jiiye  any  in,-reas,.,I  as- 


h: 


^H\ 


:J',. 


3<)() 


KSSAYS  l\    TAXATIOX 


I  ^ 


•  I 


surancc  of  exact m-ss  (ir  |)n'ii>ioii.  Kvcn  in  such  civscs  the 
aluist's  arc  trc(|iicnt.  And  what  is  worst  of  all,  the  secrecy  ol)- 
served  liv  tlie  state  lH)anl  of  assessors  renders  it  utterly  ini- 
{M)ssil)le  for  cither  the  victim  or  the  scientific  observer  to  point 
out  the  error  in  the  procedure.  Ks|M'cially  true  is  this  in  all 
those  cases  where  it  has  become  customary  to  assess  the  value 
of  the  franchises  of  corporations,  a  system  which  is  obviously 
peculiar  to  our  country,  and  from  which  all  the  European 
states  which  base  the  assessment  on  income,  rather  than  proj)- 
erty  value,  are  entirely  exem|)t.  Valuations  of  our  state  boar<l> 
of  taxation  are  so  notoriously  inathniuate  that  in  the  case  ul 
one  class  of  corporations,  namely,  railroads,  the  cry  has  now 
gone  forth  for  an  official  national  valuation.  Without  goin^ 
into  the  arguments  for  and  against  this  scheme,  it  need  only 
be  pointed  out  that  the  successful  prosecution  of  this  idea  will 
not  only  cost  tens  of  millions  of  dollars,  but  will  take  a  very 
long  time  to  effect;  and  that  the  attempt  to  apply  this  sann^ 
method  of  national  official  valuation  to  all  corporations  thai 
are  subject  to  taxation  would  not  only  be  hopelessly  expensive, 
but  would,  for  obvious  reasons,  be  entirely  impracticablr. 
In  the  great  mass  of  cases,  if  we  are  to  have  any  valuation  nf 
property  at  all,  we  shall  have  to  content  ourselves  with  tin' 
perpetuation  of  the  pr  nt  most  unsatisfactory  method-. 
The  experiences  that  we  nave  had,  even  with  tin-  so-callti! 
official  valuations  of  railways  in  Michigan  and  Wisconsin,  :irc 
not  such  as  to  warrant  the  confident  expectation  that  they  arc 
satisfactory  for  tax  purposes,  and  that  they  avoici  the  evils 
of  arbitrary  as.sessment.' 

How  much  better  it  is  to  take  some  external  criterion,  as  i- 
now  the  practice  in  a  few  of  our  advanced  states.  In  the  i  i-c 
of  i)ublic  service  cor|M)rations  a  definite  percentage  of  receipts 
is  an  obviously  simple  method.  This  is  not  the  place  to  dixu-s 
the  pros  and  the  contras  of  a  tax  on  gross  receipts  versus  a  tax 
on  net  receipts;  but  it  may  be  pointed  out  that  so  far  as  rail- 
roads, at  all  events,  are  concerned,  under  the  new  system  "t 
accounting  which  has  been  enforced  by  federal  law,  the  din  i 
objection  formerly  urged  against  the  tax  on  net  receipts  In-.s 
much  of  its  potency.  But  w'hether  we  have  a  tax  on  m  t 
receipts  or  a  tax  on  gross  receipts,  it  is  undeniable  that  tin 
tax  is  precise  and  definite;  that  there  is  no  room  for  sccrny 
or  arbitrary  action,  and  that  e<iuality  as  between  classr-  «it 
=  Cf.  au,v,<i,  pp.  230,  231. 
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•n  individuals  in  a  .lass,  n.av  I,,-  s.rur,.,! 
♦I         »     .  .■     ■'''■*'■"''■'•'"''"''''''•■■>'  rules  uliirl,  vvill  ,.,„w,. 

..f.vaination  ...u  I  ...ink  ♦,.' ,  .^  ::i:!vzz  ^7::':: 

....rnon  ,s  ...injost  unanimous  in  ,l.is  c.ountrvVl"ft       i    „ 
St  .)  I,,ckwar,|  and  m.t  a  st,.p  fonvard-  and' tir     ■.!     I.  i 

tol>  sj»t,™  .,f  „r„p,.rl,v  v,,l„»li„„,  ,v|„.,|„.r  i,  |„.  „,'.'';' 
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-ttors,  and  if  the  history  of  oth.T  ..ountr ts       d     tme'S 
>i'n.lar  condit.ons  is  to  ho  of  any  aid  to  us,  i,  mav  !.■  't'  tn  w  i 

'nn  i>  to  I),,  sought  ratiuT  in  tl...  progrossivp  ..x,rll,.n<vof 
-  '"Hustratn-e  methods  than  in  th,.  .lahor^ion  of  m^  J 

:;"""l'nK  .'l<'als.     The  i.leals  „,ay  !,..  th..  >ame  for  all  ...l,;.';!.. 
•--   ^^umiui.sirative  methods  must  ditTer  acer.r.linR  to  t"he'pe- 


•  •• 

I 

h 


*i 


^1 


•'I 

I' 


1  i 


'I' 


•i-l 


tiu 


i  >- 


hi    .■ 


3»8 


HSSAYS   l\    TAXATIOS 


ciiliaritifn  of  I'luh.  In  «nir  Aiinricim  lullnTctu-o  t«i  an  uhMtract 
idiiil  \vv  have  failc*!  to  li't  our  adiiiiiiislrativi'  mcth«Ml.H  kt'ti» 
pace  with  tin-  attt'ni|>li'<l  nalizatioii  of  tin-  idoal.  Iti  (»ur  (ii- 
tliavor  to  sccurt-  tin-  taxation  of  all  |)ro|Mrty,  wt-  have  not  oiilv 
attfinptiHl  till'  iniiK).«sil>lf,  Imt  wv  have  oiM'ncd  wiilc  tin-  dunr 
to  a!'  the  abuses  of  pratliral  iiu'(|uality  of  unintentional  iii- 
jus*       and  tif  widespread  arbitrariness. 

()t  all  the  methods  that  cry  out  most  loudly  for  reloim. 
that  of  property  valuation  is  the  most  im|M)rtant.  The  urcit 
need  of  the  day  is  to  replace  arbitrariness  by  certainty,  nnd  \<> 
secure  practical  (H|uality  in  taxation  by  hubstituting,  as  f;ir  a- 
possible,  definite  and  fixed  ruh-s  of  assessment  for  the  hodp  - 
podge  .ind  capricious  system,  or  luck  of  system,  which  is  well 
nigh  universal  to-day. 
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I.   The  I  rimarij  Cla.ssification 

From  the  standpoint  of  t!u'  individual  all  contr  I  utinns  t. 
Rovcrnmcnt  arc  citluT  gratuitous,  contrac'tual  or  ■  iir  ul-oiy. 
Every  governmental  revenue  must  fall  within  o:  i  t\u->'- 
three  great  elasses.  Individuals  may  make  the  p,,/v(  .•hih- i 
a  free  gift,  they  may  agree  or  eontraet  to  pay,  or  they  may  Im- 
compelled  to  pay.  The  first  method  of  seeuring  revenue  \v;i> 
at  one  time  irn;'!>rtant,  hut  its  influence  to-<lay  is  slight.  TIh' 
second  and  third  methods  correspond  to  the  widely  a(ioi)t((l 
classification  suggested  Ijy  Adam  Smith,'  who  tells  us  that: 

"The  revenue  which  must  defray  .  .  .  the  necessary  cxjxniMs  of 
g()V(  ■.iiueiit  may  he  drawn  cither,  first,  f'-oiu  some  fund  wliicli  |ic- 
culiady  beloiisrs  to  tli<  ■-ovcrcign  or  eommonwcaltli,  and  which  is  in- 
dependent of  tlie  revenue  of  the  people,  or,  secondly,  from  the  revciuic 
of  the  ix'ople." 

That  is,  the  government  may  in  the  first  place  .ict  like  a 
private  indiviihial,  possessing  lands  or  other  revenue-yielding 
l)roi)erty,  and  engaging  in  mercantile,  financial  or  industrial 
pursuits.  As  Petty,  the  author  of  the  first  systemati;-  Engli-h 
treatise  on  taxation,  put  it  in  tl\-  s(>venteenth  century,  the 
state  is  in  some  i)laces  the  common  cashier,  the  common  usurer, 
tile  common  insurer  or  the  common  beggar.-'  This  is  what  the 
French  call  in  the  widest  sense  the  revenue  from  the  priv;ite 
and  industrial  cUmiain  of  the  state,  and  what  the  (Jerniiuis 
term  the  private-economic  income.  A  better  term,  perlu  "is, 
is  c(mtractual  income;  since  the  government  here  puts  itself 
in  the  position  of  a  ])rivate  person  making  a  contract  with  an- 
other i:"rson.  Such  payments  all  rest  on  an  agreement  betwicn 
the  two  contracting  jjarties,  in  sharp  contrast  to  the  payindits 
which  the  government  demantls  by  virtue  of  the  soverdfin 
powers  delegated  to  it. 

We  often  hear  of  the  distinction  between  voluntary  and  rdin- 
pulsory  contributions,  meaning  by  the  former  the  free  uitts 
of  the  citizens.  This  distinction,  however,  is  not  pertictly 
accurate;  for  contractual  c  tntributions  are  also  vohint:iry, 
without  being  gifts.     In  the  ease  of  a  contract,  the  governin.iit 

ices  to  do  some  particular  thing  in  return  for  a  paynn  nt. 


Wnillh  of  .V(((i()».v,  hook  v.,  chap.  ii. 

V'   '!■  nil  I'ctI y,  .1   Trcntise  of  Taxes  mid  ContrihiUioiiK,  London.  U\u, 
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Tlic  power  to  adjudge  fines  jind  peiiullies,  liowcver,  while 
often  quite  iin|)ortaiit  as  a  source  of  revetuie,  l^eloiigs  rather 
to  |)enology  and  administration  tlian  to  the  science  of  finance; 
for  the  private  property  is  heri'  taken,  not  in  accordance  with 
tlie  needs  of  tiie  state  or  witli  any  i)rincii)ies  of  eciuaiity  or 
uniformity  or  fx-ncfits  or  compensation,  hut  soh'ly  as  a  puii- 
islmient  infiicti'd  on  the  individual.  The  only  hmit  to  its  i'.scal 
significance  in  free  countries  is  tlie  vague  provision,  as  in  the 
constitution  of  tiie  United  States,  tliat  excessive  fin<>s  sliall  not 
he  imposed  or  cruel  and  unusual  jjunishments  inflicted.  Fines 
and  pen.'dties  thus  form  by  theins(>lves  a  class  of  eomijulsorx 
revenues  levied  according  to  definite  hut  non-fiscal  princii)les. 
It  is  obviously  wrong  to  class  them  with  fees,  as  do  some  writer^, 
or  to  ignore  them  entirely,  as  do  others. 

The  third  sovereign  iH)wer  of  th(>  state  is  the  police  ])ower,  or 
the  power  of  regulation.  This  has  played  a  great  role  in  Ameri- 
can jurisjjrudence.  Yet  it  may  l)e  confidently  stated  that  lioin 
the  standpoint  cf  the  science  of  finance  the  distinction  drawn 
between  the  police  power  and  the  taxing  ]H)wer  is  to  a  grc;it 
extent  a  fiction,  referable  to  certain  difliculties  in  .\mcrican  con- 
stitutional law  and  to  a  lack  of  economic  analysis  on  the  part  of 
the  judges.    Let  us  study  this  point  more  in  detail. 

II.  The  Police  Power  versiia  the  Taxing  Power 

The  commonly  accepted  distinction  between  these  power~ 
is  that  the  former  is  ft)r  regulation  and  the  latter  for  rexcnu' . 
One  argiunent  in  support  of  this  view  is  that  advanced  hy 
authors  like  Mr.  David  A.  Wells,  who  contend  that  a  -h- 
called  tax  whieli  looks  to  anything  besides  the  securing  <>\ 
reveime  is  not  a  tax,  but  an  unconstitutional  exercise  of  thr 
taxing  power.  But  even  adherents  to  the  distinction  bctucc  a 
the  ])oliee  power  and  the  taxing  ])ower,  like  .ludge  ('oolcv. 
cont'ess  "that,  in  the  ap|wrtionment  of  ttixes,  other  consitlmi- 
tions  tlian  those  wliich  regard  the  i)roduction  of  a  revenue  iirc 
admissible,  and  that  the  right  of  any  sovereignty  to  'ook  Ix- 
yond  the  immediate  purjuwe  to  the  general  effect  cannot  he 
disputed."  '  The  position  of  Mr.  Wells  is  the  exact  o|)i)o~itc 
of  that  of  Professor  Wagn(>r,  who  includes  in  the  very  definition 
of  a  tax  the  "socio-poiitical"  element  or  tlie  duty  of  reguLiiiiii; 
and  ci>rrecting  the  distribution  and  use  of  ])rivate  projierty.- 

'  Coolcy,  Taidtion,  'Jil  edition,  p.  ^>^7. 

2  \Viij?niT,  FiiKiicici.-iKciiKclKifl,  ii.  (_M  cililiDii.  ISOO),  p.  210. 
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roict  jn  are  taxes     lint  supjx.se,  as  has  often  oeeurred   th'.t 

notes,   imposed  avovvedl.-   to  destroy  the  st.t,    l      i  o 

th,.  <h.,„    r.r  V  r  '"'oui  taxes  on  spirituous  liquors  in 
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>t  n.,.on.tru,-t    he  scienee  of  finance  and  remove  fn^'t  ' 

»  ol  taxes  whole  categories  of  impositions  to  whieh  no  one 
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Te  confusion  in  the  American  law  is  at  onc-e  ••omplimentarv 

and  i]ncorni)lim(>ntarv  to  the  iudifinrv     Tf  ; .  "l'""Hnrarj 

thf  sons.,  th.tt  <i      -J      i"t  jU(iKiar>.    It  is  compliim>ntary  n 

'    ^  HM     hat  the  judges,  when  brought  fa.-e  to  fa.-e  with  th,> 

y-hmon  (or  what  ,s  known  in  legal  parlanc.  as  pul,lic 


i 


I 

c3, 


fP                               1 

*. 


'^■'■i 


.(ll'jM 


re--. 


!hi>  ihcy  have  been  ai)ie  to  do, 


i! 
\\ 

\\ 

i  8 


'•? 


404 


f;.S'N.l}-,S   /.V    TAXATIOX 


however,  only  tliroiiuli  U'Hiil  fictions  and  diverRent  decisions. 
Anyone  wlio  lias  studied  tiii'  American  law  of  taxation  as  a  whole 
must  have  heconie  painfully  conscious  of  the  lioi)eless  contradic- 
tions amonp;  the  laws  of  the  several  states  on  many  important 
points.  This  condition  is  due  in  (treat  measure  to  the  tact  that 
the  constitution  or  laws  of  one  state  hy  implication  forbid  what 
the  constitution  or  laws  of  another  st.-ite  expressly  permit.  In 
order  to  take  an  actual  cas(\  which  is  perhaps  in  line  with  puhlic 
])olicy,  out  of  tile  range  of  the  Irftai  inhihilion,  the  courts  of  the 
first  state  are  forced  to  .adopt  an  interpretati(m  wholly  unneco- 
sary  in  the  second.  Thus  the  continuity  of  social  develojiment 
is  preserved,  even  at  the  sacrifice  of  legal  consistency  or  uni- 
formity. For  instance,  in  New  York  street-ear  licenses  are  held 
to  fall  under  the  taxing  iM)wer,  wliile  in  Pennsylvania  they  are 
put  under  the  ])olice  power,  simply  because,  under  the  i)articu]:ir 
conditions,  it  seemed  to  he  a  matter  of  ('(piity,  in  the  one  ca-( 
to  uphold,  and  in  the  other  to  object  to,  such  a  charge.'  The 
payment  in  the  two  instances  was  the  same,  both  in  amount  .ind 
in  principle;  but  tlie  attempt  to  make  the  same  laws  conforiii  I.. 
a  pui)lic  ])olicy  which  difTeis  in  the  different  states  has  broujihi 
al)out  a  contradiction.  So,  too,  the  whole  sy.stem  of  higli  li- 
cense or  liquor  taxes  is  in  son)e  itates  brought  under  the  t;ixiii<r 
power;  but  in  others,  because  of  certain  constitutional  <lifficul- 
ties,  it  is  jnit  under  the  police  power.'-  To  this  extent  the  piili(  c 
power  has  been  a  legal  fiction  to  enable  the  courts  to  ui)hold  what 
could  not  well  be  brought  under  the  taxing  power;  althougii  in 
another  leading  case  ''  the  liquor  tax  was  upheld  under  the  taxins; 
power  because  there  was  a  constitutional  obstacle  to  its  bcinsz 
put  under  the  licensing  or  police  power.  The  police  power  i-  <'t 
great  and  growing  legal  importance  in  the  United  States,  lari:.  !v 
because  of  the  jieeuliar  principles  of  .Vmerican  governnn  n!.!l 
relations,  whereby  local  luxlies  are  deemed  to  have  only  tii"-t 
powers  expressly  delegated  to  them,  in  contradistinction  to  'In 
European  method  according  to  which  local  bodies  posse><.  a 
certain  res])ects,  all  ])owers  not  expressly  withheld  from  tli'  i;i.' 
Many  of  our  cities  and  towns  have  no  taxing  power;  and  >  \.  n 

'  Cf.  2(1  Avcniir  H;iilroa(l  C;i.s<>s,  32  N.  Y.  2tn,  witli  Railroiid  ("(Hiii  ;  •  v 
fs.  I'hiladi'lpliia.  .■)S  Pa.  110.  What  was  licld  ■'reasonable  "  in  one  ca.-i  .^i- 
(li'clart'il   'iinrcu^oiiablc  "  in  tlic  other. 

-  liun'h  f.--.  Savannah,  12  ( !a.  .")(«).    Cf.  rA)  T<'xa.s,  SO. 

'  Vonnji'olood  r.s.  Srston,  'Vl  Midi.  lOti. 

'  ( ioodnow,  "  Powi'i.^  '  '  Mil-     .paUtics  rcspcptinji  Piihiii'  Work-;.''  /' 
0  •'/•>/;.-.  iif  till-  .Xiiiirwjni   Ei:iniiii:iir  Anxoriation.  ii..   1)1).  72-7i).     I'ni'    -  ! 
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Whili',th('n,it  may  \)v  .  xpcdicnt  I'roin  tlic  Icfinl  point  of  view  to 
distinguish  betwcon  tlic  jjolicc  pow  t  and  tlif  taxing  power,  rul- 
ing that  the  oni>  is  for  regulation  and  the  otiier  for  revenue, 
and  while  the  constitutional  iniportanee  of  the  jjoliee  power, 
espoeially  in  the  I'nited  States,  is  in  inanj-  resp"<'ts  eonsideral)le, 
the  distinction  from  the  economic  and  fiscal  standpoint  is,  never- 
theless, wholly  unnecessary.  A  tax  is  no  less  a  tax  because  its 
purpose  is  regulation  or  destruction;  and  a  fee  or  payment  for 
regulation  brings  in  just  as  much  revenue  as  a  precisely  iih  nti(;il 
fee  impos(Mj  primarily  for  revenue.  Krom  the  stan(l])oint  dl 
finance  the  test  is  not  whether  the  paj'nient  is  for  regulation, 
l)ut,  as  we  shall  see  later,  whethiT  it  is  primarily  for  special  bene- 
fit or  i)rimarily  for  common  benefit;  that  is,  it  is  a  distinctidii 
not  between  police  power  and  taxing  power,  but  between  I(t> 
and  taxes.  In  other  words,  jiayments  that  an-  legally  i)ut  under 
the  iiolice  power  ought  scientifically  to  be  classed  under  llic 
taxing  power. 

III.  Fees 

We  come  finally  to  what  is  from  the  fiscal  standjwiint  tlic 
chief  sovereign  power  of  the  state — the  power  of  taxation. 
Expropriation  is  not  fiscally  important,  the  significance  of  fines 
and  penalties  does  not  lie  in  the  financial  domain,  and  the  i)orue 
j)o\ver,  as  we  have  just  seen,  is  of  no  ct^nscfiuence  from  the  stand- 
l)oint  of  revenue;  but  the  taxing  power  is  of  an  entirely  difi'erciit 
nature. 

The  taxing  power  may  manifest  itself  in  three  difTerent  forms, 
known  respectively  as  special  assessments,  fees  and  taxes,  'riic^c 
three  forms  are  all  species  of  taxation  in  the  wider  s(>nse,  so  tiir 
as  they  differ  on  the  one  hand  from  contractual  revenue  er 
7Urt.s('-private  income,  and  on  the  other  hand  from  the  remainiii;.^ 
divisions  of  com{)ul.s()ry  revenue,  like  expropriation  and  fim -. 
What  is  common  to  all  three  is  that  they  are  compulsory  coniri- 
bvitions  levied  for  the  support  of  government  or  to  defray  tlie 
expenses  incurred  for  public  purposes.  That  is  the  esseiicr  u{ 
the  taxing  power.  But,  although  they  are  all  forms  of  taxation 
in  this  wider  sense,  the  differences  between  fees  and  spcrijl 
Jissessments  on  the  one  hand,  and  taxes  in  the  narrower  si n^e 
(m  the  other,  are  so  marked  that  they  must  be  put  into  sepnritc 
categories.  Let  us  study  their  cliaracteristics,  taking  up  'i;-' 
those  payments,  like  fees,  tolls,  costs  and  charges,  whicii  in.i\ 
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1.0  surrnn^l  up  ,„,.l<.r  tl...  ^.nvv.\  h,,,d  of  foes  (th,.  Clorman 

(Mren,  the  Ircncl.  t„x,s,  the  Italian  /«,wj  " 

Iho  tlKstmction  I,Hw,.,„  f,...s  ai..l  lax.s,  although  sometimos 

ascnhed  t.  Rau,  ,s  n-ally  nuH-h  .l.l.r.     A.la.u  Smi,       L-™  ^ 

.sp-aks  o   n-rtau.  ..x„,.ns,..s  "whioh  ar,.  lai.l  „ut  f„r  ^hlu^A 

he  whole  .so,.u.lv.  '     ''It  is  n-asonal-l,,  thorvfon,"   h     ad, 

that  th,.y  should  bo  defrayed  l.y  the  Koneral  ..on  ril    (ion     f 

the  whol,.  soo.ety    all  the  diflVn.nt   rnen.lHTs  eontrihutir  hs 

1  .u'so,  as  ho  afterward  explains,  are  tax.vs.  ( )„  ,|„>  ^ther  hand 
lu-  speaks  ot  eortam  outlays,  as  for  justieo,  for  "persons  wh^vo 
Hrasum  to  tins  expense,"  and  "who  are  most  in>mo  liaU  • 
'.■ndUod  by  tins  ..xpenso."  The  expen.li,ur..s.  thorX  ho 
tinnks.  "may  very  properly  be  <lefraved  bv  the  part ieul  r  r'on 

tnbpons  of  these  pers..ns,"  that  isj.y  u,,.s  of  eou  r  L     L;  t 
.  n,ls  th,s  pnne.ple  to  tolls  of  roads  and  various  other  expons  .  • 

11.0     partieular  ..ontn hut.ons"  of  A.lan,  Smith,  in  dis  inet  on 

tmm  taxes     1  he  same  d.stmet.on  is  found  several  deoades  before 
A.iam  bm,  h  „,  the  work  ..f  Justi.    H..,  however,  like    he    1 1,  r 
.ermansof  h.s  tune,  looked  upon  the  liajali.,  or  luerativo  p  e 
ro«at,vos,  as  a  separate  elass;and  hene,>  elassifie.l  public  roven  es 
"";>  H)  domains.  (2)  regalia,  Ci)  taxes,  an.l  (4)  oLua  IrovVnu  . 
-Iw.hng  p„c.o.s  and  paym,.nts  for  speeial  privileges.'      at  r"  n 
Kau  gave  these  latter  payments  the  name  of  Ovlv/,n       r   ;  "'• 
b      the  ossenoe  of  the  d.stin<.tion  is  to  be  found  in  Ja^ti   and' 
still  more  dearly  in  Adam  Smith.  ' 

V  fee,  then,  is  a  manifestation  of  the  taxing  power     It  is  •, 
-mpulsory  contribution  for  a  service  in  which  the  elomcn    ,.' 
public  purpose  must  bo  pre.s.-nt;  but  i,   differs  from  a    ax 
-^overal  imix.rtant  jx.ints.  "^ 

First   a  tax  is  levi(>d  as  a  part  of  a  common  burden-  a  fee  is 
.i»essed  as  a  payment  for  a  special  privilege.    The  basi<  of  f.,v.,' 
-n  .s  the  ability  or  the  faculty  of  the  t. 'payc.;  the  Uls  S'a 
7  'V    '  ;^l'."^'''''   :'''>'^f't  accruing  to  the  individual.    I„  the  case 
'  ;',?r     X        '*'■'  '*  .''  ^'■"'''  "'">■  '^^'  '-"""'■"ml  to  a  certain 
b  i  !  ,    -In       "'''^'."■♦'.'"'^''■^  "'•  privilege's  or  benefits  rocrivod. 
^"t  the  di  lorenco  is  th,.  test.    In  the  ,'aso  of  a  foe,  th,-  b,-ncfi 
'^  ."..asurabl,.;  m  th..  .-as,-  of  a  tax,  the  benefit  is  noi  su"c!^tiNo 
■  ir-'M<(/-.V«/„,„.,  l,,„,k  v;,  ,lu.p.  i.,  par.  iv.  (vol.  ii.,  p.  402.  of  Tlu.n.l.l 
"    ' '.".  -  1 1- iiii.iii,  i  (•>s,  ii.,  J)]).  >i.'i,  4(j()_-iji) 
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of  direct  nicastircinci.  .  In  the  (-isc  of  ;i  fc  ■,  the  particular 
advantage  is  tiie  very  reason  of  the  payment ;  in  ttie  case  of  a  tax, 
the  particular  advantaRe,  if  it  exists  at  all,  is  siini)ly  an  incidental 
result  of  tlie  state  action. 

The  question  of  spe<ial  ixnefit  was  originally  of  minor  impor- 
tance; the  me(lia>val  monarch  exacted  in  the  shape  of  fees  and 
charKes  about  what  he  chose,  disguising  exactions  under  the 
mask  of  payments  for  specitd  jjriviN'ges.  l']ven  there,  however, 
it  may  he  said,  not  that  tlie  ide.a  of  benefit  was  .alisent,  hut  that 
the  monarch  made  himself  the  judge  of  the  amount  of  benefit. 
That  his  despotic  estimate  often  resulted  in  hardship  does  not 
alter  th»>  theory.  (Iradually.  however,  the  idea  of  actual  benefit 
came  to  the  foreground,  until  it  has  finally  become  the  control- 
ling factor. 

A  second  distinction  between  fees  and  ta.xes  is  that  a  fee  does 
not  normally  exceed  the  cost  of  the  i)articul;ir  .service  to  the 
individual.  This,  however,  although  commonly  made  nnich  of, 
is  of  subordinate  importance.  In  the  first  i)lace,  it  can  obviously 
apply  only  to  those  fees  paid  in  return  for  some  positive  work 
done  by  government.  The  government,  indeed,  must  always  giv(> 
something  in  return  for  a  fee;  but  in  many  cases  it  may  give  only 
a  permission  to  do  sometliing--a  permission  which  costs  almost 
nothing,  and  for  which  a  considerable  fee  may  be  exacted.  Tiic 
controlling  consideration  here  is  not  cost,  but  measurable  spr- 
cial  benefit.  Historically,  we  know  that  these  .special  cliargt  > 
were  mftde  entirely  irresi)ective  of  cost.'  But  even  in  the  c,i~c 
of  a  positive  action  by  the  government,  cost  is  simp  anoth(r 
method  of  measuring  special  benefit.-  This  has  been  oV(  rlooki  d, 
but  is  none  the  less  true.  In  all  competitive  private  ent(  rpri-r< 
the  benefit  to  the  individual  is  the  cost.  That  is.  the  :U!;(Miiit 
which  the  individual  is  willing  to  ]iay— and  he  is  the  best  jiiiIl'c 
of  the  benefit  to  be  derived — is  the  price;  and  the  ]irice  is  tixnl 
ultimately  at  the  cost  of  production.  The  whole  modern  tin  <irv 
of  marginal  utility  as  the  regulator  of  price  is  simply  a  way  ..f 
stating  til!'  degree  of  special  benefit  to  the  individual;  and  tiic 
true  theorj-  of  ])rice  confes.ses  that  marginal  utility  in  compel  it  i-c 
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'  lV()fcs.-,(ii-  Hrrntiino  rallr*  iiltcnlion  to  this  hi.^toricu!  fiict.  Cf.  V.i 
l)i(  l.rlslchmiij  ili.s  Aijmrsrliidzcs  in  K'lijliinit,  p.  "'.S.  Hotli  fail  to  m 
till'  piiiiit.-*  made  in  tlic  trxt. 

-■fhc  cost  Ihtc  referred  to  is  at  once  the  cost  to  tiic  indiv  idii.il  and 
cost  to  the  tjovernineiit.  Tliey  are  synonymous,  because  under  the  ; 
{rj:ri;  iui;  the  ^o\  eilili.eat  ;;!■.  c:i  it:;  services  f.ir  COKI. 
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' '";  '"■"'•'"  "•  ""•  ""1'vi'lu.l.  tlH.n  Ion.,  is  ,h..  cost.  '  A.  J, ,    "^ 
-  »';!v:^r.nv:.t..  monopoly,  houvvr.  ,h..  l,..„,.fit  „,  tl„,  i„,,i ';; . 
u.-.l  ,|,m.n,.l,..s  „,  proportio,.  ,o  ,l„.  suTifi,...  h.  i,  -on,  Z       , 
n.ak,.  n,  p,.,y,nK  n.or,.  tlu.n  ,l„.  ,•..  ,  of  pro.lur.ion;  ..,,,.1  ,  „  ' 'x  .1 
of  pn,-..  ov.T  tlH.  normal  i,..n,.fi,  , ,,.  uu.^ua.l  l.v  .o>, ,        r  ■'  ..f 

J!"iviZnTl"  "^  ^"^■""""•■"•"'  -"""•     "  '-y,  .n.l  offn 
ofit  J        ^«"y..^,n.,.nt  ,.  no,  ...tw.f,.,!  l,y  n.o.iv,.  of 

P  ofit.  Imt,  Ik.,  a  pnvat..  .-on.i.HHor.  >,.||s  its  s-rvir...  for  ...nt 
>IHnal  b..n,.f,t  to  tl...  in.liv.luni  and  .-oM  ,o  tl...  ^ovrnm...      ro 
h^n  synonymous    !iu,  if  th.  .ov.TnnH.n,  s....k ',o  n,2     „  o 
r  .  K.ly  profit  ,„Hl  ..har....  n.or..  ,l„..n  .oM,  ,!,..„  as  l.,.fon.  ,Ih        !- 

;'''';'■''•■♦'' ^:' '''•' '"'f'V'.lu.l  n,ay  1...  s.i.l  n.lativ.lv  to  .liHMni.l. 

..•.•.Mr,esnw...s,..  until  finally  tlH.,.xaHionl.;.,.^ 
'  ...t  tlH.  sp  .,.,al  |,„„,.,.t  N  nw.rK,.,|  in  tl,,.  .p,.,.ial  l.nnl,.n  ,.,n,l  th. 
|har^.  l.,..om..s  not  a  <-ounp.rpayn...nt.  hut  a  sp..Hal  t  x  O^ 
tl-  oth.T  h...n.l,  ,h,.  frov,.r,un..nt  n.ay  ,|,...i,|,.  to  ..har...  I...-,  tinn 
'■"^t.  or  ,.v,.n  to  o(T..r  iu  .-rvU-,.  Kratuitonsly.  in  ul.i,.},  .-as..'  i  " 
S-.al  h..n..f„  to  tl...  in.livi.lual  may  i>ra,luallv  l„.  suallou,  ,|  up 

n  ,,   ,>  that  m,  sp,.,.,,..|  h,.„,,f,t  ,,^,,t,,  „,  „,^,j  -^ 

nn,l..ntally  fron.  ,..n..ral  stat,.  a.tion.    Thus  w  s,...  that  sp  .      i 

w,.U    oth...n,,ivi.,ua.is...,rr..|a,iv,.with 
n-nr.    if  ,1,    ,  ,,,.j,,.  ,,  j,,^,  ^,^^,^  ^,,^^^    ^j^^_  ^  ^^  ^ .  ^^  ^^^  ^^ 

l""';  '•'>"7"''l  -"to  a  ..on.mon  l,..n..fit,  until  finallv  th,.ro  is 
no  .hars...  I.....aus..  n.,  s,,,.,  iai  l,..n.ii,.    If  th..  ..har,..  is  mor..  than 

'-r  th..  sp,.,.,..,!  „.„,.ht  ,s  ,,ro  taulo  ..o„v..rt,.,l  into  ,•,  M„.,.ial 
'-nl.  n.  unt,l  hnally  1 1,.  .-harp.^  is  all  tax,  hocaus..  it  is  all  h,  r.l,! 

:!i'l  n.)  -pc,.!..,!  li(.n,.ht. 

''l^I-ift  of  vi.w  helps  us  out  of  a  .liffi,.ulty  as  to  th,.  lin,.  of 
;-  ^..S^•  Mu..,.n   ..,.s  an,l  tax..s.    Thus,  if  a  .harjr..  is  ma,l,.  for 

•  "-t  of  j,,,|„.,al  pro,.,..s.  th..  p..iym,nt  is  ..,  f,.,..  h,.,.auso  of  the 
-;;'^'l  I'-ht  to  tl...  Ii,.,ant.     If  no  ,.har,..  i>  ma.l...  th,.  .Ls 
'    "<•  pnHvssmust  I„.,i,.fray,.,l  l,y  jr.'n,.ral  taxation;  an.l  th,.|iti- 

-  ..t  pays  Ins  shar..  ,n  «,  ,...ral  lax....     If  th,.  ,.harK,.  is  so  arranRod 

-  o  l.nnp  m  a  ,..ms„l..ral,I,.  m-t  r..v..nu,.  to  th,.  pov.  rnm,  nt 
h^  paym..nt  hy  th.  Ii,i«ant  is  a  tax-not  a  ^.u.n.^  tax  'm  ali 

t  X!.a.\..rs,  hut  a  .p,.,.,al  t.ix  on  litigants,  lik,.  th..  tax  on  lawsuit. 
.•;  -nu.ot  o,ir  .^o„th,  rn  r,,mm..inv..alths.  Th,M'hara,-t,.r..f  f,... 
■■  -  .pp.^ars  ,jnly  s..,-,„i,l;iri!y  h.-.-aus,.  th,.  princinlf.  of  ,.,wt  is  ,l-.. 
■      "I  i'um,  out  pnrnanly  h,.,au.,.  th,.  sp,.,.ial  honefit  to  th,-  liti- 
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Rixnt  is  convfTtfd  in  llic  lii>t  r;iM'  iiiin  a  coninioii  iHiicfit  Nliarcd 
with  tlic  rest  of  the  coinmunily,  and  in  tiic  second  case  into  a 
spcciid  i>iird«'n.  Tlic  failure  to  urasj)  the  hasisof  this  distinction, 
which  is  e(|ually  tnie  of  (»ther  fees,  lias  confused  many  writers. 

A  third  distinction  hetween  fees  and  <  \es  may  he  found  in  the 
conchtioiis  attaciied  to  the  service  w  ,li  the  K<>veriiment  per- 
forms. It  in.iy  he  said  that  in  tiie  (  a.^e  of  a  fee  the  noverninenf 
does  some  partic  iihir  thiiiK  in  return,  while  in  the  case  of  a  t;i\ 
it  nive-  no  >pe(  iai  service.  The  particular  tiling  done  liy  the 
government  in  n  turn  for  a  fee  may  he  either  the  display  of  some 
positive  energy,  as  in  furnishing  a  water  sui)j)ly,  or  it  may  he  .i 
simple  [XTinission  to  do  somet  l.in>j.  The  government  may  create 
direct  utilities,  or  it  may  permit  the  individual  to  create  utilities; 
but  in  each  case  it  demands  a  return  for  the  privilege.  In  the 
case  of  a  tax,  on  the  other  hand  the  government  simply  refrains 
from  doing;  or,  if  it  does  anytl'iiig  at  :dl,  does  it  only  as  a  geiKTal 
governmental  action.  This  distinction  api)lies  to  so-called  sped.il 
taxes,  as  well  as  to  general  taxes;  for  even  in  the  case  of  a  si)eci,il 
tax,  the  government  does  not  pledge  itself  to  do  any  special  t  liiii}; 
for  the  individual  as  an  individual.  It  agrees  to  do  some  speci.il 
thing  for  the  coniiminity  or  for  the  particular  class  involved,  hiit 
it  is  wholly  i-nmateria'  to  the  government  whether  the  individ- 
ual avails  himself  of  the  incidental  advantage  accruing  to  the 
class  as  a  whole.  Even  in  the  case  of  special  taxes  we  are  nm 
confronted  with  tiie  princii)le  of  give  and  take,  or  qiiiil  pm  <iiii>. 
as  regards  individuals. 

.V  further  distinction  th;d  has  been  very  fruitful  of  confu- 
sion is  that  l)et\ve(-n  the  business  licenses  or  fees,  and  l)U>in(  -s 
ta.xes.  The  legal  terms  applied  to  such  payments  must  not  l(  .id 
US  astray.  Kor  instance,  a  given  charge  levied  on  certain  rei:iil 
businesses  is  called  in  various  .\merican  states  a  fee,  a  licen>.  ,i 
license  fee,  ,i  licens,'  tax,  a  special  tax,  a  specific  tax,  a  priviKt'c 
tax  and  an  occup-.-ition  tax.'  A  certain  payment  exacted  fnun 
insurance  comp.inies  is  called  indiiTerently  an  insurance  h  r. 
an  insurance  iici  nse.  an  insurance  license  f(>e,  an  insurance  tax 
and  an  insurance  license  tax.  A  certain  i)ayment  impose.!  on 
some  corjxirations  is  called  varicuisly  a  charter  fee,  a  hoiui>  nn 
ch.'irters.  a  license-  tax,  a  tax  on  certificates,  an  orgaiiizatinii 
tax.  a  corjwration  tax  and  even  a  corporate  franchi.se  tax. 

'  ('ciini)an'  my  iiionoKraph  on  Finance  Stalistic.i  of  the  AmiTicnii  r,,i,i. 
tiiiinir'vllhs.  IS8!»,  1)1).  SS  -<M). 
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.X  .>  that  th..  M,.n-pay,„,.„t  of  a  li,..,,..  .harp.  ....nnallv  n  n.l.r. 
.us,H..s  fax  ,|o..s  n..t  ,v,.,l..r  i,  i||,.«,|.     .M..r,.  i,,,  a.llv  Iv 

a  l.i>n,..  ,.,,,.  ,  ,,,,„|,„„„  ,„  .^  ,„„„i,i..„  .„  ,,||,  ,„|,.,      ,,,„ 
V    .....„>,.,.,..„,,.    |,„n...v..r,   nm-  1...  ..i,!..,-  a   li-.n..    .        ,. 
'    ''•;•"-  tax:'.. n.l.Munl.., oasn.rtaiMuM^^^^ 

.>.MM.us.., Mo  ,..,v,.r,l,,.  ,...,. .fn.Kulati.,„  or  f..  ,.,....,  ,1,,., 
...■urr...l  lor  son.,,  nnprov,.,,,,.,.,   of  sp..,.ial  a-lvantaf.,.  ,        ,  . 

-■'.t  IVoM,,!..  pnvil..«,.    a  .p.,,i,,  , ,,,,,,, ^ 
.>t.      Ih.  ..l.arK,.  uoul.i  tlH.n,  as  in  fl...  .-onnnon  ras..  of  ,1. 

-ns..s.  l„.  ...    ....      \\l...n,  l.ou..v,.r,tlH... harp,  forth.,  li," 

t-..MrTyonal.usnu.ss,  u|,i,.hl...f.,r..th..im,...M,ion..f  .: 

>tM,t.N..  law  was  ..p,.„  to  .„yon,.,  is  pMr,.os..|v  .„  hi^h  ■,<    o 

l'nn,M,n..l.st„H.,  n,.,  r..v..nu..,..th..K..v..r;nn..ntalu.v      ,..,.,  ' 
-.1  n Kulat,..n,  w..  .an  n..  lo„,..r  prop..riy  s,„,k  .,,■  ,„„,i,|       ,     , 

'"  th,.    „...ns,..,  sn.....  th<.  sp..,.iai  h.n.fit   is  ....n -..rt,..!  i    .    ., 

■;P....alhur,i..n;th....har,,.isth..nn..l..nK..raIi....ns.:f,. 

l".  "s,.    ax.      1  h,s  ,s  th..  .as,,  with  son,.,  of  th-  so-,.alh..|    i,.,.  . 
;;-•  pnv.l,.s,.  ta.x,.s  in  th..  S..nth,.rn  .•onHnonw,.alths.-'      •    .     v 
i    l.<'Paym,.nt  .s  n  .t  ......litional  up.m  taking  out  a  li..,.ns,..  It' 

.^ .  ss,.ss,.,l  on  <.,Ttan,  ,.|,.,n,.nts  of  t  h..  l,usin,.ss.  s,.,.h  as  pnr..has.  s 
s.los.  ,ap.tah  ,./r.,  as  n.  ,h..  Fr-n-h  „«ln>U.,  th,.  (I.'rn.an  //,: 
'nh,s(nur,  an,!  sorn,.  .,f  th..  An.,.ri,an  pavnuTits,  th,.n  w,.  I.  '.. 
7  .uvns,.  taxos,  hut  l.usin..ss  tax,.s.  h,.,.au;,.  th.. .......M,  .     i  ';  , 

.n-.'.ion  .   but   sul,s,.,iu,.nt.     Th,.  .lis,in,.tion   l.,.tw,.,.n   li...    1. 

;ix  and  husmoss  tax  is  on,,  of  ,.o„,|i,i„„  ,.f  p,vn„.nt :  th,.  ,lis. 

--rt,on  b,.tw«.n  lu.,.nse  f..,.  an.l  li..,.ns,.  tax  is  on.,  of  h,.n,.fit  ^n.l 

TlH-n.  is,  th,.r,.for,.,  s.,nio  truth  at  th..  basis  of  th,.  ,listi.u.tion 
'  llMs  ,hst,„.-l,„n  is  ■,v,.rl.H,k..l  l.y  il,,.  A.n.ri,:,,,  I,.,;.,!  writ.rs      Tl„w 

>\»''-\Uv  impr.)V(.m..,it.     In  il„.  l.„„.r  .......  ,.,  ,     '"I"  "-■'"";'  '<"•  -»>> 

"'■•  l-rr-'.lv  valid,  as  ,i,.,.i,|,.,i  i„  l|„s..  r..  ( ilovrr'nil  V.  S '  l^'jij.   '"    '"  "     ' 
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tli:i\Mi  liy  file  Aincrir.in  jmlnis  IhImii  ii  tlir  pnliir  |)owtr  .'inil  tln' 
taxiiin  powci  ,  l>iit  il  i>  It)  lie  iiii<l('r^'iHi<|  ill  a  MiiNf  i|iiit<'  ilitlVn  III 
friiiii  tliat   iisiiiilly  iitlupliil.     'I'lic    ii>tihi'ti<iii  >lioiilil  nallx    h, 
drawn  littwctn  a  li<'tiisc  fee  and  .■:  lifciiM'  l;ix  <im  llir  one  haml. 
and  l)cl\V(cn  a  license  tax  and  ;i  liiisiiicss  tax  un  the  utiicr.    'I'hc 
tli>lin<ti()n  lictuccri  |M)lici'  power  and  laxinn  |M>wer  is  not  valul. 
liecaiise  I'roni  the  liroad  xientilic  point  of  view  a  tVe  niav  !.■ 
e(|iially  an  exen  ise  of  the  taxing  [Kiwer,  while  a  lax  i-  none  ih, 
less  a  lax  liecawse  it  is  rennlative.     When  the  American  .indyi- 
hold  that  a  license  fee  must  "not  exceed  the  nece-.-ar>(>r  prohal  !c 
expense  of  issniiiK  the  license  and  of  inspect  inn  ;ind  reniiliitini; 
the  l>ii>iness,"  '  they  are  drawinn  the  line  between  license  In - 
an<l    license   taxes,   although    lej;al   i'omplicat ions   may   conii  1 1 
them  to  assert  that  it  is  a  distinction  hetween  the  police  poui  r 
!inii   the  taxinfi;  power.     For  instance,   the  decision  that    hmli 
licpior  licenses  are  not  taxes—  a  decision  (piite  imtenahle  frmii 
the  standpoint  of  piililic  tinance-  is  due  simply  to  certain  ciii- 
stitulional  limitations,  .and  to  the  policy  of  upholdinn  such  |i.!\  - 
nients.     I,i(|u<)r  licenses,  if  hijrh  enou>i;li,  are  no  less  taxe-  ihni 
the  Southern   license  or  |)rivileKe  tax<'s;  and   tlie  attempt    t.i 
call  them  license  fees,  in  order  to  uphold  them  under  the  pulm 
power,  is  the  result  of  a  praiseworthy  hut  palpable  lejjal  (idhn. 
To  say,  as  ( 'o()ley  does,  that  a  IiIkIi  iiciuor  license  is  only  a  lici  hm 
fee  covering  the  cost  of  rejiulation.  hecause  "it  is  reason.ilii 
to  take  into  account  all  the  incidental  conse(|Uences  tlitit  m  i\ 
he  likely  to  subject  the  pul>lic  to  cost  "  (such  iis  prevention  'i' 
resulting  crime  and  disorder),  is  a  considerable  stretching  ot  ih, 
term.      It   seems  imjjossible  to  state  lunv  much  of  pauperi-m 
and  crimi'  is  due  to  drink  and  how  much  to  other  causes. 

'i'he  truth  which  tlie  judfies  have  vaKUely  seen,  and  whiih 
they  have  attempted  to  re.-ilize  in  their  decision^,  tlnii  i- 
simply  this:  ;i  fee  is  a  payment  for  a  service  or  privilejre  !!•  !n 
which  a  special  measurable  1,.  iietit  is  derived,  ;m<l  noriii:ii!y 
does  not  exceed  t he  cost  ol  t he  servic":  a  tax  is  a  i)ayment  \\  1  ■  rr 
the  special  benefit  i>  merged  in  the  coimnon  benefit,  or  i-  in- 
verted into  a  burden.  .\  fee  remains  a  fee,  whether  levied  mi  '.■  r 
the  taxing  ])ower  or  the  police  power;  and  ;i  tax  is  no  lo-  :■■  ■  \ 
when  classified  under  tlie  police  power  than  when  put  undi  r  Ma 
taxing  power. 

It    seem-,    then,   that    writers   like    Professor   Basf;ible.      ho 
desire  to  discard  fees  ;i>  a  source  of  rexcnue  ('(Mirdinati    •  .■!• 


taxes,  arc  fakini'  a  >i,.i,  LnL...,,  i      ,,  i  ,        ,     . 
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No  American  who  treats  of  puhlie  finance  as  a  whole  can 
fail  to  be  struck  with  tiie  ini)H)rtance  of  special  assessments 
in  actual  i)ractice.  To  take  only  two  examples:  in  New  York 
city,  in  1891,  special  assessments  yielded  over  .?2,4()0,(MK);  while 
in  Chicago,  in  1890,  they  yielded  $8,790,443— a  sum  actually 
larger  than  that  raised  by  taxes.  The  courts  have  been  filled 
with  litigation  respecting  special  as.sessments,  and  certain  val- 
uable principles  have  been  slowly  evolved.  Yet  no  one  has 
attempted  to  construct  a  theory  of  special  assessments,  or  >,. 
assign  (hem  to  their  proper  place  in  the  list  of  public  revenues. 
Tims  the  theory  of  special  assessments  has  not  been  worked  out 
in  Europ<>,  because  the  facts  were  not  deemed  sufficiently  im- 
portant; and  it  has  not  been  workt>d  out  in  America,  because 
there  have  been  almo.st  no  American  theorists  in  public  finance.' 

A  sp(>cial  assessment  may  be  defined  as  a  compulsory  con- 
tribution, levied  in  proportion  to  the  special  benefits  derived, 
to  defray  'he  co.sts  of  a  specific  improv(>ment  to  projierty  un- 
dertaken in  the  public  interest.  When  a  new  .4reet  is  opened, 
for  instanc(>,  it  is  deemed  equitable  that  the  expense  should 
not  be  entirely  borne  by  the  whole  community,  but  that  it 
should  be  defrayed  in  i)art  or  in  whole  by  the  owners  of  abuttiiiK 
real  estat(\  whose  property  receives  an  undeniable  benefit  in 
the  immediate  enhancement  of  value.  The  advantages  of  tlie 
particular  govenunent  services  accrue  in  great  part  to  the  ]n-(i])- 
erty  owners;  ai.d  it  is  therefore  right  that  they  should  bear  the 
!)urden  in  proporti(m  to  the  advantages  receiveti.  Witlumt 
going  into  the  history  of  the  system,  we  may  say  that,  beginniiii; 
ill  New  York  in  the  .seventeenth  century,  it  has  been  well-nifili 
universally  adopted  in  the  United  States.  Its  operation  extends 
to  imi)rovements  like  the  following:  opening,  laying  out,  grading, 
paving  and  repaving,  planking  and  curbing  the  streets;  sprin- 
kling them  with  water,  illuminating  them  with  gas  and  elcciric 
light,  and  even  ornamenting  them  with  shade-trees;  constructine 
drains,  sewers,  levees  and  embankments;  laying  wire  conduit- 
and  water  pipes;  bettering  waterways  and  dredging  rivir.-; 
laying  out  and  developing  public  parks,  squares  and  drives.    In 

'Shortly  after  the  above  words  wpro  oriRinaliy  I)U^)li^■h((l.  F)r.  Kh'nr 
Ho.scwaler,  now  editor  of  the  Oifialm  Bn\  romplctcd  his  inonotrr.ipli  "ii 
SiMCinl  Axsiii.iiiH  iit.t:  ./  Stwlj/  ill  MiinirijHd  Fiiinrtrr,  which  appcanii  ih 
vol.  ii.,  no.  ;{  of  the  C-'ohimbia  I'nivcrsity  Stmlici  in  llixtnry,  Eciiiuimn  ■  '  ■( 
/'«'■'((■  /.(/(/•,  2d  cd  ,  IS'.I.S.  Thi.s  monof{ra|)h  conlains  a  coniprfhcnsivc  if  ii- 
m.  .  of  the  whole  siilijee;  historical,  len.'il,  statistical  ami  theoretical,  uid 
is  novv  t  lie  cliief  aui  horit  v  on  I  he  fonic. 
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all  those  cases  the  entire  ,.x,,ens,.,  ov  a  certain  portion  of  it  is  met 
not  by  general  taxes,  l,„t  hy  special  as^.^sments  VW  "  , 
here  to  consider  the  theory  of  special  assessments  " 

made  to  ^n^y  th.™  t!^  ^:^ X::ZTZ'-  ""^ 
under  the  police  ,..er;  hut  in  ^l^^^^J!^ 
swept  away  all  these  refinements,  and   dedded   that  tp e      1 
;  ss,.ssments  were  a  ,.onstit,.ti,.„al  exercise  of  the  taxing  .^  ,' 
lu"  n^'asonmg  of  Judge  IJugg],.  in  .(.at  case  is    o  eoSv  n    n« 

n  t^T^U  "r^i^'lif  "■■  ''■^""'••■'  T'  ^'"'  ^^«'^  'J-C^om 
In  ...         I  '""■''  '"•"*'<'''<1<-'1  on  the  line  he  lai,l  down 

In  a  special  assessm.-nt  the  element  of  public  purpo     mu"t" 
always  be  present;  for  if  levied  solely  for  private  pZ" 
would  be  an  act  of  confiscation,  not  an  .>xe  cise  of  the'    4  ' 
power.    Again,  a  special  assessment  must  be  capab  e    ?  •  n  n 
tioument:  there  must  be  an  assessment  district     n  dtl     T 
jncnt  must  not  b..  arbitrary.    The  countll!;'"  i.^^:  .  !  ;:^;;:;: 
these  points  show,  in  short,  that  special  assessmen         ke     ■  s 
are  an  exerei.se  of  the  taxing  power  '  '"''^  **  *  •^• 

Special  a.sse.ssm<-nts,  like  fe.>s,  are  not,  however   taxes  in  the 
ordinary  or  narrower  .sen.s<..    '\\xxv^  .^^     '  knou    .r .  ^ 

contributions  levie<l  to  defray  S:^  :^^Z^nZ  l^X^' 

^  that  It  imposes  a  common  burden :  the  prin""Ss   ^^  ^  ,t    u 
First.  In 
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(liscuspum  (!f  tilt"  relation  iH'twccn  a  Kciicnil  tax  ami  a  special 
tax  Itelon^f^  to  the  (inestioii  of  tlie  suh-ilassitieation  of  taxes 
in  i)a;-ti<'ular,  and  would  lead  us  too  far  astray  here.  Hut  we 
ean  say  at  all  events  this:  a  general  tax,  like  the  ordinary  state 
or  loeal  tax  in  Anieriea,  is  not  levietl  for  any  definite,  particular 
expenditure,  but  is  assessed  for  p;en(>ral  governmental  purposes: 
a  special  tax,  like  the  Knglish  local  rates  or  the  k)cal  taxes  in 
some  American  states,  like  New  .lersey,  is  assessed  for  the 
accomplishment  of  soTne  special  task  to  which  the  government 
is  pledged,  and  is  levied  on  a  definite  section  of  the  jK)pulati()n.' 
The  poliee  rate,  the  sewer  rate,  tiie  poor  rate,  the  lighting  rale, 
are  each  levied  for  tlie  special  puriH)se  and  on  the  definite  class 
of  tuxables subject  to  the  rate.  But  this  sjHMial  tax  is  none  tiie 
less  a  veritable  tax;  it  is  t(>vied  for  a  public  purpose,  it  is  assessed 
on  what  isdcrmed  to  be  tlie  faculty  or  "means"  of  the  taxpayer: 
and  there  are  no  particular  benefits  accruing  to  him  as  an  indi- 
vidual. Even  if  he  does  pi>rchance  derive  a  bem^fit,  it  is  not  a 
special,  measurable,  individual  benefit  ajiart  from  the  connnon 
benefit  that  the  other  members  of  the  class  derive;  it  is  simply  an 
inci(h>ntal  result  of  his  share  in  the  common  benefit.  In  the 
s])ecial  assessment,  on  the  other  hand,  the  special  individual 
benefit  is  distinctly  measurable  and  forms  the  ba.sis  of  the  asst — 
ment.  The  English  local  rates,  for  instance,  might  set-m  to  lie 
in  no  wise  distinguishable  from  the  American  assessments.  It  i~ 
a  clear  principle  of  the  English  s\'stem  of  loeal  rates,  howivi  r. 
that  "the  exact  measure  of  the  benefit  is  not  the  measure  of  the 
liability  to  be  taxed,"  while  the  reverse  is  true  in  the  American 
system  of  special  assessments.  In  other  words,  the  test  of  the 
s])ecial  assessm(>nt  is  measurable  special  benefit:  the  test  of  the 
sjiecial  tax  is  special  taxable  capacity  or  faculty,  just  as  tlir 
test  of  the  general  tax  is  general  taxable  capacity  or  faculty. 
The  distinction  is  quite  clear;  y<'t  the  few  writers  who  iiivc 
spoken  of  sp(>cial  taxes  at  all  have  almost  universally  confiiMil 
them  with  sjMH'ial  asses.>^ments. 

Secondly.  Tax(>s  may  be  proportional  to  jiroperty,  or  t<i  in- 
come, or  to  exi)enso.  or  to  any  other  test  of  faculty,  or  they  in,i\ 
be  |)rogre>sive  rather  than  proportional;  spt-cial  assessim  nt- 
can  never  be  progressive,  but  must  always  be  pro[)ortioii:i! 
benefits.     This  is  the  recognized  principle  in  American  jn 

'  These  taxes  must  of  iimrso  not  1)0  confoiinilcd  witli  tlic  so-Ciilli'! 
ciul  taxes"  in  soiix'  iif  the  SoulliiTn  ('(iimnDnwcalths,  \vlii<'li  an'  kii"  •' 
lici'iisc  or  privilrjic  or  Imsiiicss  taxes  In  I  he  oilier  eoiiini(mw<  altlis. 


to 
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prudenci;;  and  the  only  difficulty  now 


is  to  decide  what  is  to  be 


regardecl  as  the  most  e(,uitahi,.  .standard  for  the  measurement 
of  beneht.  Acreage,  frontage,  value,  superficial  area  of  the  prop- 
erty-all these  have  been  uphel.l  as  proper  guides  to  apportion- 
ment, and  as  coastitutional  tests  of  presumjjtive  special  bene- 
ht. ^ot  only  are  sjx.cial  assessments  void  when  there  is  no 
sjX'cial  beneht;  they  an,-  also  voi(lal>le  when  the  charge  exceeds 
the  special  benefit; '  for  to  charge  more  than  the  exact  benefit 
would  be  equivalent  to  taking  r)rivate  property  without  due  com- 
pensation In  the  sjM-cial  assessment  there  must  be  compensa- 
tion; in  the  tax  there  is  no  question  of  compensation.  The  only 
matter  in  dispute  in  the  American  courts  is  whether  the  special 
beneht  nml  be  actual  or  may  be  iiresumptive;  the  general  tend- 
ency of  the  decisions  is  to  make  the  legislative  and  administra- 
tive discretion  rather  wide.- 

Thirdly.  Special  assessments  are  confined  to  specific  local 
mip.ovements,  while  the  si)here  within  which  taxes  operate  ^s 
ill  this  respect  unlimited. 

Fourthly.  For  a  sp.-cial  assessment  the  governm<-nt  performs 
a  defimte,  particular  act  in  return;  it  is  an  instance  of  service 
and  counter-service,  of  give  and  take.  For  a  tax  the  government 
dus  not  pledge  itself  to  do  a  particular  thing  for  the  particular 
individual  in  return.  The  n-asoning  her.-  is  prt'cisely  the  same 
as  that  adduced  above  in  discussing  the  distinction  between 
taxes  and  fees.  A  special  assessment  is  here  on  exactlv  the  same 
tootmg  as  a  fee. 

Fifthly.  Taxation  is  resorted  to  in  order  to  defray  the  running 
-xpenses  of  government,  and  to  effect  in  time  tlu-  amortization 
of  the  debt;  whil..  tli*'  object  of  s|x>cial  assessments  is  in  the  main 
to  provide  for  th<>  capital  account— to  increase,  as  it  were  the 
permanent  plant  of  the  community.'' 

The  distinction  between  .special  as.sessments  and  taxes  has 
iH'CP  ttn(lely  recognized  in  American  jurisprudeiuv;  and  the 
•'.listitutional  limitations  appli(.d   to  taxation  luive  generallv 

' »/l«'clared  inapplical)le  to  special  assessments.     As  Cooley 

puts  It,  "The  overwhelming  weight  of  authoritv  is  in  favor  of 
'li''  position  that  all  such  provisions  for  ecjualitv  antl  uniformity 

V  '  7i  'I'f/';''''''-^*'-*'  AfJcns  oius<.s  in  Xrw  .Jersey.     State  ts.  Newark,  37 
■^    1.  L.  41.);Uoe(rt  cv.  KlizMheth.'ir  X  J  F(i  ms 
=  '•/.  Matter  of  Chureh,  <)2  X.  Y.  ti;  .Mien  ,.,.  Drew,  44  Vt.  174,  and 

'■'ti.r  ea.ses  eite<l  in  Hosew.aler,  .S'/x.fVi/  .l.v,v,..v.s7„f„,(,s. 

I'nly  very  rarely  is  tliere  a  departur,   fr.,ni  this  rule,  a.s,  e.  g.  where  the 
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in  taxation  by  valur  liavc  no  application  to  special  assossmcnts." 
Kxenijitions  from  taxation,  moreover,  do  not  imply  exemption- 
frtmi  special  assessments.  Special  as-^essnieuts  are  none  the  less 
a  distinct  class  because  in  some  laws  they  are  called  taxes.  In 
some  cases,  in  th.-ir  anxiety  to  uphold  the  tlistinction,  tht;  same 
courts  interpret  the  word  "assessment"  in  the  phnuse  "uniform 
rate  of  assessment  and  taxation"  sometimes  in  one  way,  some- 
times in  the  other.  That  is,  when  special  a.s.sessments  must  be 
put  under  the  taxing  |M)wer  in  order  to  Im-  uphehl,  " a.sses.sment  " 
is  held  to  be  used  in  the  general  .sen.se,  and  to  mean  tiixation: 
when  in  other  ca.ses  special  assessments  can  be  upheld  only  by 
being  distinguished  from  taxes.  " a.s.-(>sment "  is  helil  to  be  used 
in  the  technical  sense,  and  to  niean  something  different  from 
taxation.  All  the  ingenuity  of  the  ^;neriean  judges  has  })een 
needed  to  attain  tlie  n'sult  now  achieved — the  marked  distinc- 
tion between  special  assessments  and  taxes;'  but  their  etTort< 
have  been  sensible,  and  th(>  result  is  in  accord  with  the  teaching 
of  the  science  of  fii\ance. 

Special  as.sessments  hence  are  not  taxes.  They  differ  from 
taxes  in  the  same  way  that  fees  differ  from  taxes,  since  both  fco 
and  special  as.sessments  re.st  on  the  doctrine  of  equivalents.  Fees, 
special  a.-sessments  and  taxes  have  jwints  in  common  in  that 
tlu-y  ape  all  manifestations  of  the  taxing  jxiwer.    Fees  antl  s))e(i:il 

'One  recent  Ciuse  is  esppcially  noteworthy  ii.s  illustrative  of  ingenious 
(listinetion.  The  ytiieral  trend  of  authority.  ;is  we  have  shown,  is  to  ii'iw  ,v 
wi(leilis<Tetion.  and  to  uphold  as,se.s.-.nienls  per  front  fiM)t  as  a  )J<k><1  presump- 
tive test  of  speeial  lieiielit.  Vet  in  the  celebrate*!  UUnois  ca.s<'  of  Chicaui'  '■-■ 
Lamed,  .'U  111.  '.'O;}  llstij),  the  court  held  that  the  provisions  of  the  eoih-iiiu- 
tion  as  to  uniformity  ami  etjiiality  of  taxation  were  uiuisually  striniient,  nwi 
were  a|iplical)le  also  to  siM^eial  ;i.s.s(ssinents.  The  court  w;ls  really  ini>tak'  ii 
here,  as  the  Illinois  constitution  ilid  not  ditTer  from  many  others  when-  ili>' 
conliarv  interpretation  w;us  .adopted.  Still,  :us  a  eonse<iuencc-  iif  their  \  i.  ,\. 
as.-iosmeiils  c<mld  he  made  on  each  lot  only  up  to  benetit  actually  pn.\"i, 
while  the  reniaiiilir  of  the  cost  would  have  to  be  defraviMl  by  general  t  .\'  - 
.Vsses.-^meiit  by  front  foot  was  l-.eld  to  be  invalid.  Vet  later  thi'  '■'  '::'- 
evaded  this  ca.se  by  a  very  line  distinction.  Tlie  constitution  of  IsTd  l jM' 
local  authorities  the  richt  to  levy  "special  taxi's  for  local  improveiinii; ; 
and  in  Whit.'  rs.  People.  ')\  111.  tilo.  the  court  held  that  as|H'<'ial  tax  w:i.-!i'>t 
a  ■'pi'cial  assessment,  and  that  a  s|)eeial  tax  misiht  exeeiil  th.e  actual  bcn-ti': 
to  the  particular  lot.  \n  a.s,s<'ssmeiit  by  front  foot  is  hetice  valid,  ais  1  ■';■• 
Hv^iem  ill  Uliitois  to-day  is  the  same  :i.s  in  other  stales.  ( )f  course  tin-  -:•■- 
cial  lax"  of  the  Illinois  constitution  is  -implv  Ihi'  "speeial  :i.s.sessmi  ! ; • '  ! 
other  --lates,  a:ii|  is  evi      known  by  the  latter  iianie  in  Illinois  iiseif.    1"'  ■  r" 

is.  as  we  ha\  c  s^'cn,  a  (list  met  ion  between  a  special  tax  and  a  special  a 

nil  lit ;  i.u'  i;  is  not  tr,r  di.-itiur-iie.:-,  dra'.vn  by  t!:f  Hiiiiow  Ouiirl. 
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assessments  have  additional  ,)«ints  in  conunon,  which  th,.x  ln>th 
po.ssess  m  dist.n,.t.on  from  taxes.    But,  finallj    f,..  an    speda 
assessments  d.ffcT  m  some  res,,e,-ts  from,  each  otiuT         e  h-m 
(hstrnguished   s„c.cial   assessments  from  taxes-   it  rern.ins 
distmguish  tliem  from  fees.  '        •^•^'"^'"•■^   <<> 

It  may,  indeed,  Ix-  claimc>d  that  there  is  no  distinction    •„.,! 
hat  special  assc-ssmc-nts  simply  constitute  a  suh-.-hiss  ;^'f!  ' 
t  .s  true,  as  has  just  l,e,.n  jx.inted  out,  that  what  character]/,: 
taxes  prop<.r  as  a^Must  the  other  n.anifestations  of  tfe  Hvi ' 
power  .s  general  benefit  as  against  n.easurahle  spe ci      1,  ^fif 
If  we  name  the  first  kin.l  t.axes,  we  might  in.lee.l  give  to 
ond  k.nd  some  geruTic  na.ne.    Special  a..sessnu>nts  w    .  ,1  t   ,  J 
be  .smiply  a  d,..t  nu-t  sulM-lass.    Hut  t  hey  are  so  extren  e      „  ,    r 
ant  and  sofar  overshadow  ail  the  oth..  cases  of  sp  "L      "      h 
taken  together,  that  it  seems  advisable  to  put  th.-n  int    a  sen 
rate  ca  egory.    Kspecially  i„  the  Unifd  Stites,  wlu-re   lelu  iL"  . 
re  just  beginnnig  to  wrestle  with  the  actual  problenJ      w  ,dd 

mr nt..  an.I  cab  iKvnses,  for  instanc<.,  int.,  th..  same  cate«orv 

\:2  ^ffi^'tm  t::  '^^"^ "" '" '-'-'  -^'"-  ^'--'  -  " 

.,Jl!.Y  ^T  •"'"'■'''  '''"'■'"'  •'^■•^--'"""♦^  are  levied   onlv  !.„■ 
■n     «     ,        ™P'-")'''""'"*^:  f*'*'-''  may  be  levi.-d  for  unv  service. 
Ihe  held  of  operafon  of  special  assessments  is  r,.strictcd        u' 
of  fees  IS  unrestricted.  ""-itu,  ui.ii 

Secondh-  special  assessments  are  paid  one-  and  for  all;  f,.-.  are 
pad  periodically,  accor.ling  to  each  successive  s.-rvic  ■  T  . 
only  quahfic-ations  to  this  statement  an-  that  spe.-ial  as-cs^rn, 

'H  pa.vable  by  regular  instalments;  -  while,  on  tl...  r„h.T  han.l 

.^•^  of  course  paid  only  once  if  the  service  is  den J^^^^^ 
"il>   once,  as  in  the  cas,.  of  a  marriage  f,.e.    That    howev,  r 
;..<notmvalidatethedis,i„c,ion.     In  the  special^!:";     ^■ 
t^;,..>...ent.scap.tali.edin:,lu,npMa„,pa>^^^^ 
In  I   '     '  "•■'■••'■^'•"';'"J-  ''^  "-tahnents;  „.  ,he  fee,  on  the  other 
"-i,_the  payment  is,  so  to  speak,  fragm.-ntarv  and  irrej,ular 
In  a  given  case  there  may  b,.  a  choi.-e  of  method.:.    For  insta!..'.; 

^<ss.r  ^^^^'f  ^'""  "^  '"P; '••'-"•  ^-2.  winch  provi,I,.s  ,ha.  if  ,1,.. 
<j^..  nt  ex,.  ^H  .  f,v,.  ,KTr.Tit  ..f  tl,,.  tax  vi,l„.,ti„r,  f„r  ,|,..  ,,r.-.,.li,iK  v.-.r 
'!"    7M<'.;,or  shall  ,i,v,.|,.  ,h..  .ss..s.,„,.„,   i,.,,.  „.,,  i„Mal  J„ts,   '"  'iln v 
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in  constructing  a  bridge,  the  cost  may  he  defrayed  either  by  levy- 
ing a  special  assessment  on  the  owners  of  the  abutting  property 
or  by  charging  tolls  on  those-  using  the  bridge,  who  are  presum- 
ably in  great  part  also  the  owners  of  abutting  prop<'rty  or  their 
friends  and  dependents.  If  tiie  benefits  redound  in  greater  part 
to  these  property  owners,  the  cost  should  be  paid  by  a  special 
assessment ;  if  the  benefits  redound  in  greater  i)art  to  individuals 
who  are  not  property  owners,  the  cost  should  be  paid  by  a  fee 
(toll);  if  the  benefits  are  so  wid(>-spread  that  the  whole  conunii- 
nity  is  almost  (Hiually  interested,  the  cost  should  be  paid  i)y 
neither  a  spt'cial  ass(>ssment  nor  a  fee,  but  by  a  general  tax. 

Thirdly,  a  fee  is  levied  on  an  individual  as  such:  a  special 
assessment  is  levied  on  an  individual  as  a  memlxT  of  a  cla.-^s. 
That  is,  in  the  case  of  special  assessments  there  must  always  i)i- 
an  assessment  area  over  which  the  whole  assessment  is  levied, 
to  be  then  further  distributed  according  to  a  definite  rule  of 
apportionment.  It  is,  for  instanc(>,  a  settled  rule  of  the  American 
law,  that  in  ii.s.sessing  Ix-nefits  th(>  assessors  cannot  restrict 
themselves  to  the  cost  of  the  improvement  in  front  of  a  partic- 
ular lot.'  In  the  case  of  a  fee,  on  the  other  hand,  the  govern- 
ment looks  not  to  a  class  or  to  an  area,  but  to  the  separate 
individual. 

Fourthly,  a  special  assessment  must  always  involve  a  benefit 
to  real  estate:  a  fee  is  jiaid  for  a  service  which  may  benefit  otlnr 
elements  than  real  estate,  such  as  personal  property,  or  other 
attributes  of  the  individual  without  any  reference  to  property. 

There  is  one  further  distinction,  which,  however,  is  nmrr 
miaginary  than  real.  It  might  be  maintained  that  spedal 
assessments  are  like  direct  taxes,  and  fees  like  imlirect  taxt>. 
in  the  sense  of  taxes  on  consumption  or  on  acts  and  communii  ;i- 
tion.  because  the  former  are  compulsory  and  the  latter  voluntarv . 
But  this  distinction  is  badly  expressed,  and  really  untenalili  : 
for,  notwithstanding  the  contrary  statement,  which  has  fn - 
queiitly  been  made,  indirect  taxes  are  not  a  whit  more  vohnit;iiv 
than  direct  taxes.  It  is  true  that  if  a  man  chooses  to  go  without 
tobacco  he  may  escape  the  tobacco  tax;  but  it  is  equally  tint 
that  if  a  man  chooses  to  go  without  certain  kinds  of  proixity 
or  income,  he  may  escape  to  that  extent  the  proiwrty  tax  it 
the  income  tax.  Indirect  as  well  as  direct  taxes  are  conipulM'iv, 
not  voluntary,  contrilnitions.  In  the  same  way,  there  is  no  truth 
in  the  statement  that  a  fee  is  voluntary  and  a  sp(>ci;il  assessim  nt 
'  Ax  /Mtrle  Mayor  of  Albany,  2'A  Wend.  277 
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(•ompuls<,ry  It  is  true  that  wo  ,1„  „„t  need  to  pay  a  pcdiller's 
license  f,y  ,f  we  ,|o  n„t  .-ar..  to  ped.lle;  l.ut.  on  tlu-  other  hand 
we  do  not  nee<l  to  pay  a  s,Mrial  a,s,s,.ssn.,.nt  if  we  .lo  not  eare  to 
own  the-  land,  f  nrthc-r,  when  the  ,,ay„H.nt  of  a  fee  is  connected 
with  necessary  ..very-<lay  transactions,  as  are  mortgaRe  regis- 
trations f,.es  or  nmrr.age  fe,.s,  th.-re  <an  he  no  <,uestion  of  the 
compulsory  nature  <,f  the  transaction.  Jiirth  ami  death  cannot 
we  I  l)e  termed  vohintary  actions;  yet  a  registration  IVe  for  a 
birth  or  d,.ath  c.Ttih.at,.  dcK-s  not  diff.T  in  character  from  any 
other  fe.".  Fees  and  s,,e,.ial  assessm.-nts.  indirect  and  dir..c't 
taxes,  are  all  comi)ulsory  contributions.' 

It  is  clear,  then,  that  there  is  a  line  of  distinction  between 
fees  an.   specia   assc.ssm.-nts,  although  not  so  sharp  as  between 
,;'  ""^'J^I'*''''"'  'i-^^t'^fmc-nts  on  the  one  hand  and-ta.xes  on  the 
otluT     There  is  no  dang.r  of  confusing  them  in  practice;  v,.t 
er>  little  has  been  .loiu-  to  differentiate  them  in  theory.    Ev,,, 
WagiHT,  though  .•ompelle.l  in  the  la.st  ..lition  of  his\v..rk  to 
recoginze  the  exi.stc.nce  of   -  lieltmg,;'   mentions  fu-m   in   a 
tew  lines  ii.s  merely  an  unimiM)rtant  addi-ndum  to  fees      Of 
<'Ourse,  It  would  be  easy  to  fc.liow  Professor  Bastable's  example 
=....1  deny  the  ...xisienc-  of  f..es  as  a  separate  class,  in  ord.T  to 
avoid  the     creation  of  a  distinct  group  of  state  re.eipts  co- 
ordinate with  that  derivHl  from  ta.vation."  -     But  even  he 
when   confront.:!   with   the  c..xistence  of  s,,ecial   a.ssessnients; 
«iii  have  to  revise  his  cla.ssification,  and  create  at  least  one 
'iistinct   group  co-cmlinate   with"   ta.ws.      And   if   this   ,„  , 
pn.up  IS  separated  from  taxes,  it  will  be  difficult  to  refuse  to 
•ut  off  another  group,  for  the  arguments  that  apply  in  the  one 
ca.<«.'  apply  equally  well  in  the  other.  ^ 

\.  Prices 

We  now  come  to  a  final  problem  which  has  given  rise  to 

<on>iderable  difficulty.     Wlu^e  sh  ,11   we  class  the  payments 

niade  for  services   r.-ndennl   by   certain  governmentar  enter- 

I'nses,  like  canals,   ,>ostoffice,  telegraph  and   railroads"'      Are 

tti.y  taxes,  are  th.y  f.-es,  are  th<.y  compulsory  ,)avments  at 

■Neumann,  who  is  ti.<"  only  writor  to  attempt  a  .listin.tion  i'mIw,,..!  f.H-s 

^n  i  >iM.c.al  a.s.s«^.ments.  make,  it  turn  on  a  very  .luhiou.s  ,li.s(i,u.|i.,„  1,..- 

A.yn^direct  and  in.l.reet  taxt^.    Die  Skiwr  und  da.  offmlliche  Int,res,r,  pp. 

'  Public  Finance,  p.  221. 

'Professor  Pldm.  lutrn.tuction  In  Pnhlic  Fimna.  \..,v  York  :{.!  ,.,!     !<»nQ 
,    >o  i,  prcliir,  to  .•ori.sul.T  siMviai  a.s,s,>ssment.s  as  a  cla-ss  of  fees.    On  the  other 
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all,  or  arc  tlicy  not  ratlwr  to  lie  called  prices,  and  cla.sst>d  with 
the  contractual  income  of  the  state? 

Some  writers  say  that  if  t  lie  noverntnent  goes  into  a  public  1ms- 
iness,  like  tlie  j)ost office,  the  charges  ar(>  compulsory;  but  that  if 
it  ROCS  into  a  private  business,  like  a  shoe  factor^'  or  a  coal  yani, 
the  revenue  belongs  to  the  industrial  domain.  This  se«'ms  to  be  a 
decided  mistake;  for  there  is  no  such  sharp  line  of  (h-marcatidii 
Ix'lweeii  a  naturally  public  and  a  naturally  private  business. 
Everything  deiMiids  on  the  view  taken  for  the  time  being  !is  \u 
the  |)olicy  of  goviTiimental  interference.  Tlie  i)ostof!ice  is  ever\ - 
where  in  the  hands  of  the  government,  simply  because  tiic 
ent(>rprise  arose  at  a  time  when  there  was  no  dispute  over  the 
policy.  The  telegraph,  the  teh^phone,  and  still  more  the  rail- 
road are  cimtroUed  by  the  government  in  some  countries,  aiui 
by  individuals  in  other  countries,  becau.se  these  industrii- 
developed  after  the  discussion  as  to  the  limits  of  governmental 
interference  arose.  Where  shall  we  jnit  the  gas  industry,  wliiili 
in  some  municipalities  is  a  public,  and  in  others  a  private, 
business?  Where  shall  we  put  the  wat«'r-supply  and  the  street- 
railway  business?  .Some  ct)untries  have  monopolies  of  tlir 
manufacture  of  salt  and  of  tobacco,  which  are  then  reganlid 
as  modes  of  taxing  tiie  people  who  use  salt  and  tobacco.  Woulil 
there  be  any  dilTerence  in  prin.iple  if  the  gov(>rnment  went 
into  the  coal  business  or  into  the  shoe  business,  in  order  td 
tax  the  people  using  coal  or  shoes?  It  might  indeed  be  very 
bad  iH)licy  for  the  government  to  extend  its  functions;  but 
there  is  no  natural  and  immutable  line  of  cleavage  betwcni 
a  public  and  a  private  Imsiness,  between  a  monopoly  of  tobai lo 
and  a  monojjoly  of  bread  or  of  iron.  The  limit  is  always  liMil  in 
accordance  with  temporary  public  feeling  as  to  the  pro])er  Micial 
l)olicy;  but  the  (luestion  as  to  how  far  vital  public  inten -t- 
are  at  stake  has  been  answered,  and  will  always  be  answered, 
differently  in  different  countries  anil  in  tlifferent  ages. 

The  distinction,  therefore,  is  not,  as  most  writers  have  a- 
sunied,  deptndent  on  the  nature  of  the  enterprise.'    As  a  niattrr 

hand,  my  (Miiitcntion  has  now  been  acccpti'ti  by  Lcroy-Heaulicu.   7    ■ 
ill-  In  M-iiitri  (li.t  Jinitiinx  s'mc<'  the  (itii  e<l.,  I.SIH),  vol.  i..  chui).  vii.;  aii.i  l'> 
Craziaiii,  l.sliticioiu  di  Sci<n:u  dillt  Findiizi.  2il  til..  1011,  p.  I'.t-'!:  a-  v..  II 

a-i  l)y  otlicr  writers  inclinrint:  NiclioLsoii,  I'nnriiiliK  of  f'ltlilii-nl  lu-ui ;. 

iil.,  'JS-.';  ami  II.  (".  .V'lain.-i,  I'lif  Sriina  iif  Finiincf.  ISOi),  p.  ■.'■_'". 

'  For  instance,  Wauncr  chus-u's  l(lct:rai)h  and  postal  ciiariics  ainonL'  ••'••^ 
railroad  '.'li:iri£»'s  anions  indii^^tri-d  r<'\'''Tniiw.  Scliall  limits  fees  to  *,!■'.  iii'^ 
for  •■essential  stati'  purposes'"  (iri.iiiillirhc  Stniil.-iziirckvni.    Compaii  ■■"■  !'•»- 
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in  a  second,  or  a  tax  in  a  third.    Tl 
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tion  of  the  difficulty  i.s  to  l„.  sought  in  an  .lahoratiou  of"  th," 
very  pnnc.ph-  which  has  just  l.een  ..m,,iove.i  t..  show  th,.  dif- 
f..rem-e  .etw.rn  special  assessments,  fees  and  tax<-s.  I„  other 
words,  tiie  controiiuiK  consideration  in  th<-  eiassitieation  of 
puhiic  revenues  ,s  n.,t  so  much  the  conditions  attendiuK  the 
actmn  of  Rovernment  or  the  l<iMds  of  business  .-ondu.-t..!  hv 
the  governm.-nt  as  the  ecno.nic  relations  existiriR  hclween  the 
UKhvidual  and  the  Kovernment. 

I-et  us  attempt  t..  make  this  dear  l.y  taking  up  in  turn  the 
various  cla.ss<'s  of  revenue. 

The  simplest    ca.se   arises   when   Kovernment    .hrides   to   -- 
'"t<.  a  purely  private  business.     The  Kovernmen.  -ees  private 
individuals   making   mon..y  out    of  certain   ...•••upations    and 
n.nsiders  why   it    ..dso  shoul.l    not    .lo   likewis...      It    therefore 
.•liters  uiK.n  th."  business,  and  .-onducts  it  in  precis,.|v  the  sam.' 
way  as  would  an  in.lividual.    Such  instaiu-...  were  v.-rv  common 
in  former  times,   when  Koverninents  c;,rried  on  alf  kinds  of 
private  occupati.ms.  sii.'h  as  manufa.luring  l^tterv,   lo.-.ning 
money    or  con.  ucting  conmuT.ial  ..nterpris,.>;  but  in  mo.lern 
times  this  has  become  less  usual.     Many  states,  neverthele.- 
s  ill  .,un  real  estat.N  either  r-'Uting  or  utilizing  it  and  ..elling 
he  produce  in  the  open  market;  some  .st.ates  still  carrv  on  •, 
hanking  bu.siness;  and  others  .leal  in  .•omn.o.lities,  lik..  Holland 
in  tobacco,  Chili  in  guano,  .an.!  In.lia  in  opium.     In  all  ^u.^h 
cases  the  chief  .-.msideration   with  tlu-  gov..rnm<-nt   is  fi.,-al- 
■iiKl  til.'  ."harges  are  im'.Ms.'ly  th.'  .sam.-  as  would  b..  nia.l.-  bv 
pruat..  mdividuaLs.     In   fixing  th.-  pri,-,.,   th.-  governm..nt   is 
actiiat.'d  by  the  .same  motiv.s  that  obtain  in  private  bu-in..ss 
wh.'th.T  the  busin..ss  be  comrietitiv.-  or  mono,M,li,Mic       It   is 
inmiat..rial  t..  th..  j.ur.-ha.s.T  wlu'tluT  1...  buvs  from  th<-  Mat.,  or 
troin  a  privat.'  person;  for  h.-  has  to  pay  the  ,sam..  in  ..a.-h  .-as,. 
111.'  .■.mimo.lity  <.r  .s.-rvi.-.-  sujiplies   his  own   j.rivate   wants' 
^I'l'l  there  is  nothing  publi,.  ab.Mit   the  transaction  .xc.Dt   th.' 
"■'•r..  .•.,..i<l,.nt  that  th..  s..||,.r  is  ...  publi,-  ag..nt  rath,.r  th.n  a  pri- 
vate person.     Ih..  charg..  mad.-  by  th..  gov,.rnm.nt  is  th.nlo-,- 
a  '/"".^'-private  price;  it  is  a  ],urely  .•,jiitn.,-tual  paynant.  r,  -tin^ 
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on  an  iiKr»>(>m»'nt  iM-twccn  tln'  Kovfrnincnt  ami  tlu>  piirtliascr. 
The  siM'cial  benefit  which  tlu-  individual  n-ccivcs  is  to  him  tiic 
(•ontrt)UinK  consideratiDn;  and  tiu-  niatt<>r  of  general  inten-st 
or  of  jiublie  purpose  is  only  an  incidental  matter. 

We  now  come  to  the  next  ease,  where  the  government  de- 
cides, for  spi'cial  reasons  i\ot  purely  fiscal,  to  enter  ujxm  certain 
enterprises  which  have  more  or  less  of  an  industrial  nature. 
It  is  foun<l  by  experience  that  the  retention  of  these  enterprises 
in  unregulated  private  hands  is  not  thoroughly  satisfactory. 
The  government,  therefore,  either  leaves  these  occupations  to 
private  initiative,  but  subject  to  careful  regulation,  or  takes 
such  business  into  its  own  hands.  The  reason  for  interference 
is  not  public  gain,  but  public  policy;  it  is  now  a  matter  of 
conunon  interest,  and  no  longer  purely  and  solely  of  private 
inten>st. 

The  familiar  examples  of  s,:(  h  enterprises  are  the  postoHice, 
the  telegraph,  the  telei)hone,  the  railway,  the  water,  gas  and 
electric-light  supply.  Thes(>  are  often  called  economic  monoj)- 
olies,  because  in  them  through  the  working  of  economic  forces 
comp<'tition  tends  to  become  entirely  ino{M'rative.  In  most 
cases,  too,  they  can  be  carried  on  only  in  virtue  of  some  priv- 
ilege or  franchise  conferred  by  the  government.  The  public 
interest  is  thi-refore  admittedly  strong;  and  whether  it  takes 
the  shaiM'  of  governmental  regulation  or  of  governmental  owner- 
ship is,  for  our  sjM'cial  purpose,  immat<>rial. 

IvCt  us  a.ssume  the  latter  ease.  The  problem  then  arises: 
What  is  the  nature  of  the  charge  made  by  the  government 
for  the  service  or  for  the  commodity  which  results  from  tlie 
operation  of  these  enterprises? 

The  chief  point  is  still  the  private  interest  of  the  in(livi<lu,il. 
He  buys  his  gas  or  his  telegraph  service  to  satisfy  his  priv:itf 
wants,  very  much  as  he  would  bviy  it  from  any  individiui!  it 
corporation.  Hut  a  new  element  has  entered, — the  elenu  nt 
of  public  interest,  the  satisfaction  of  the  wants  which  one  t'li  l- 
as  a  memlHT  of  tiie  community.  The  very  reason  why  tlioe 
enterprises  have  been  made  government  enterprises  is  iliat 
the  individuals  who  compose  the  community  feel  that  tiny 
have  a  common,  public  interest  in  th(>  a.ssumption  of  the  busin'  -< 
l)y  the  government.  They  believe  in  municipal  water-sujii'ly. 
for  instance,  because  they  are  convinced  for  various  naM.n- 
tlia.t  this  l)iisiness  oo^ht  not  to  be  left  in  private  hand^.  1  li<' 
government,  indeed,  nriy  make  a  charge,  which  is  undoubti  illy 
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a  r)ri(('  |)!ii<l  by  the  individual;  luit  it  difTcrs  from  |)rivatt'  prici-s 
In  tilt'  viw  of  til.'  private  hiisincs.*  the  nionoiN.lv  sri^ks  only 
th.'  Kfi'atcst  jMw^sil)!,.  profits;  in  the  .as.-  of  the  |)ul,ii,.  n>onorK)ly 
the  Kovcrnnicnt  s».<ks  tli.'  Knatcst  possiMc  public  „ti|itv 
Kvcn  when  tli<'  Kovcrnnicnt  makes  a  IiIkIi  cliarKc,  it  dcM-s  not 
aim  simply  at  the  maximum  m(mo|K)ly  profits;  for  the  public 
clcmrnt  always  modifies  (he  diaries  in  some  particular  If 
it  did  not  so  modify  the  charges,  or  at  all  events  give  lii'tter 
facilities  for  the  same  charge,  there  would  he  no  reason  for 
the  a.ssumpti(m  of  the  business  by  the  pul)lie. 

The  charRe  to  the  individual  is  thus  a  price;  but,  instead 
of  being  yw.sZ-private,  it  is  now  a  public  price.'  Th.-  relation 
of  the  government  to  the  individual  is  not  the  same  as  in  the 
precedinR  case.  The  special  be  nefit  to  the  individual,  although 
It  IS  still  preiM.nderant,  is  relatively  less;  the  public  purpo.se  has 
become  of  more  importance. 

AV<-  come  now  to  the  really  important  point :  The  feelings  of  the 
citiz(nsmay  undergoa  further  change,  and  the  government  may 
<■  .ndiide  to  manage  the  enterprise  in  a  ditfen'nt  way.  The  ele- 
ment of  private  interest  or  sp<'cial  benefit  may  diminish,  and  the 
f'clmg  of  public  interest  may  increase  so  as  to  become  the 
controlling  con.sid<.ration.  The  governnn-nt,  becau.se  of  the.se 
changed  conditions,  will  now  decid(>  no  longer  to  run  the  busi- 
11'  >s  on  the  principle  of  profits.  It  will  reduce  the  charges  .some- 
wliat,  so  as  perhaps  only  to  cover  the  cost  of  operation,  or  not 
<v(n  to  cover  this  Ci)st.  While  it  will  still  rougldv  endeavor 
to  ciiarge  each  individual  according  to  the  benefit  "he  deriv«'s, 
;t  will  still  further  modify  thes(>  charges  in  the  directi.m  of  the 
public  inter(>.st,  charging  le.ss  to  those  who  can  afTord  it  less.  In 
Dther  words,  sfjeeial  l)enefit  to  th.'  in.lividual  is  still  measurable 
and  charged  for;  but  since  the  common  interest  of  th.-  commu- 
nity is  n.Av  of  m.)re  importance,  the  charge  for  s|)..cial  benefit 
r  :  y  'ne  slightly  modified  by  other  c.msiderati.ms,  as  in  the  ca.se  of 
tiif  i)ostal  service,  where  newsjjapers  are  jjut  into  a  lower  class 

'  l'rof,-s,s<)r  PIchn  i)rcfers  the  term  "rates"  to  "priccH"  on  )lic  ground 
;h:it  we  ordmiirily  siH'ak  of  wutcr  rates,  telegraph  ratcn  and  llic  like  In- 
'r..i.,rh,,n  t„  I'uhlic  Finmav.  M  .m1.,  KHH),  pp.  SS  Si).  To  tliis,  however  tlicro 
i~  Mii)Uf)l(>ohjo<'lion-   "       • 
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"'.•aiisctliMi>aui  isl)v  no  means  iiniverNai— wit- 
n.v.  water  -rents,"  telep!.one  "tolN,"  railuav  "fares."  ,1c..  mm\  .seeonil  Ik- 
■  "I-.-  in  coiintnes  like  Knuiaixl  tliey  would  at  onee  he  confused  willi'lli.. 
I"  f  m"',-'  'T  '•"^''''■^  'I"'"'  'iiited  Stale<  Ceii.sus  Hureau's  C'lai-sifirii- 
!!■-  ::.  I'-.;!:.];,.  K',-.  raiics  .IS  i-,iit,ii-l„,i  ii,  ii„-  i,,i(iii.e  on  WinUh.  fj,hl  ai,ii 
I".:-::,,-.    (  Twelfth   Cen.sus,    I'.M)7 )   aer.ptn  tl ate^ory  of  puhlie  pricps. 
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than  lettrrN.    The  charge  to  flic  individual  liiw  now  Wronic  .i 
fiv. 

Finally,  anoflur  cliariKi'  may  nciur.  The  citizonHmay  Im-cimiu 
conviiici'd  that  lln  piiliii  |)iir|H>si'  has  iMciiru)'  the  cxclii^ivi 
(•((iisidcraliim,  .iiid  tliat  tlir  siMcial  inlrrrsi  of  tin-  individual  i-- 
s\vall(>\V(<l  up  in  linKtiarai  inlcnst.  'rianoviTninrnt  will  now 
cntirriy  abandon  tin-  principle  of  chaining  accorlinn  <o  spccjjil 
lu'iiclit  for  one  of  two  other  inetliod>;  it  will  cither  make  im 
charue  at  alt  to  the  individual  for  the  special  service;  or,  if  it 
still  makes  ,a  slight  charjri',  it  will  levy  this  not  according  to  tin 
j)rinciple  of  special  henelits,  hut  primarily  according  to  tiie 
principle  of  faculty  or  ahilify  to  p;iy.  The  exi)enditure  niii-t 
indeed  lie  defra\ed.  hut  it  will  now  he  met  hy  a  Rcneral  cliMr^i 
on  the  whole  community,  or  hy  a  charge  upon  that  section  ef 
the  community  which  avails  itself  of  the  service;  hut  evdi  la 
the  latter  case  it  will  not  measure  the  special  charge  to  the  imli- 
vidual  hy  the  h(iiefits  he  may  personally  receive.  In  otlnr 
words,  the  |)ayn''nt  is  now  a  tax— in  some  cases  genenil,  in 
others  sju'cial. 

Let  us  illustrate  this  i)roce«<s:  While  a  railway  is  in  iiriv.itr 
hands,  the  individual  travell(T  or  shipijcr  i)ays  a  private  piirc 
If  the  Kovernment  huys  up  the  railways  and  manages  them  in 
l)recisely  the  same  way,  the  payment  maile  hy  the  individual  i- 
.-tiil  a  pric(^  a  */M(i.v/-private  price,  because  demanddl  by  the 
government  acting  as  if  it  were  a  private  party.  Hut  the  povi m- 
meni,  although  it  still  seeks  to  make  a  profit,  is  likely  soon  to 
introduce  some  changes  in  the  jniblic  interest.  Hecause  of  the 
resultinR  chaiiped  relations  between  the  enterprise  and  the  pa- 
tron, the  payment  becomes  a  jjublic  price.  After  a  short  tiiiif 
the  government  may  reduce  its  charges  considerably,  banlv 
covering  the  cost,  and  may  modify  tlnm  still  further  in  refanl 
to  individuals  or  to  sections  of  the  country  by  consideration-  of 
public  policy.  The  payment  is  then  practically  a  fee  or  t"ll 
Finally,  the  demand  may  be  made  in  the  public  interest,  a-  m 
.\ustralia  to-<lay,  for  free  railway  travel.  The  payment  tl.ii 
made  by  the  conmiunity  to  defniy  the  gratuitous  lailw.ay  m  i  - 
ice  would  be  a  tax.  In  the  case  of  the  <'ommon  highway-  ai'l 
the  canals,  this  same  evolution  is  discernible;  and  the  final  -t:  l> 
of  free  travel  has  actuall .    been  reached. 

.\s  another  illustration  take  the  water-supi)Iy.     .\t  first  oi'tni 
in  the  hands  of  a  |)riv;itc  company,  it  m.ay  then  be  niaiiajivil  i  \ 
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in  proportion  to  his  coiiKuriiption,  l.til  pays  niorr  tliiiii  if  cost- 
Itf  city  to  supply  tin-  wat.r;  tlir  .-iittrprisc  is  riiaiiaK.d  on  ihr 
principli-  of  profits.    Then  comes  a  cIkmikc    TIi,.  ,ity,  >tiii  <liat>;- 
JnK  according  ((.(    Msiunptioii,  iiinitv  lis  charKcs  to  Cost.     'I'licu 
often  comes  allot  I.      cliauKe;  and  the  city,  while  still  trying  i-, 
make  In.th  ends  meet,  ..fiei,  .harnr-  .•••ich  individual  a  lump  sum 
hut  makes  the  r:  tier  c.nsiuner  |.ay  more  than  the  iMM)rer,  even 
thoUKJi  he  consumes  no  more.     Finally,   we  nach   ihe  staire 
already  attained  in  some  Kuroiwan  cities,  aiirl  also  demand.  ' 
for  Detroit  i)y  Mayor  I'inKree.  where  the  water  is  sui)pli.,i  t,, 
the  citizen.s  without  charRc,  and  where  the  ex|M'nse  of  watir- 
supply  is  put  in  the  same  cat.  gory  as  the  expense  of  sf  rc't  clean- 
ing.    The  <-harre  for  water-supply  has  thus  run  throuirh  the 
various  stages-  jirivate  i)rice,  7(/(;.s/-priviite  price.  pul)li(   price, 
fc.-,  and  tax.     Some  cities,  indeed,  may  have  jumped  over  the 
mterm.fli.ate  staRes,  may  have  started  with  the  final  stane,  or 
may  never  have  reached  this  stage.     In  fact,  although  this  i> 
unusu.d,  the  princii)h.  of  (hA.'lopment   niav  <-ven  he  revers.d 
the  pul.lic  interest  may  lag,  and  the  meth.Mlsof  i)rivate  manage- 
ment may  again  l.e  introduced.    The  principle  itself  is,  however, 
every wher.'  discernihie,  whether  it  works  forward,  as  it  usually 
dors,  or  backward,  as  in  some  exceptional  ca.ses. 

Again,  at  the  present  time  the  ch.arx'e  for  a  |M.sf;i!  sfami),  lil«- 
■1  '^uial  or  road  toll,  is  almost  «'Verywhere  a  fee;  '  vet  the  cliarge 
migiit  i»  ,so  high  that  the  .sjM'cial  iM.nefit  wouM  Le'come  a  sp.ri.il 
iHirden,  an.l  the  payments  would  l.ecome  taxes  on  communica- 
tion or  on  tninsportation.  This  was  very  common  in  former 
titiies.  Highways  were  at  first  in  priv.ate  hands,  and  the  charge 
\v:i-  an  extortion  levied  l.y  the  feudal  lonl.  Later  th<.  charge 
i>e.  ,meam(moiM)lytaxonfransport;ition;then  it  hecaniea  toil- 
until  t(Mlay  the  charges  have  gener.'illy  dis;ii)i)eared,  and  the 
liiuliways  are  managed  on  the  principle  of  gratuitous  .,,vice 
M!i<l  are  supportfnl  out  of  the  proceeds  of  a  general  tax. 

What  has  l),.en  said  of  the  railway  and  of  the  wjiter-supply. 
■  1  tlie  postal  and  of  the  highway  systems,  mav  he  repeated  i)f 
all  'It  her  governmental  ent<'rprise>-  th.'  canal,  the  t.'l.'graph,  the 
V-.'urlyius  17()".  Hcnjiiinin  IVanklin  pcnvi\,(l,  in  part  at  l,':ist.  ihclilTor- 
"■■  l..t'.v(rn  a  f.v  ami  a  la\.  hi  reply  k.  i1„.  ,,iicslioii  of  the  parliamcn- 
'.ry  roinmitnv,  "Is  not  the  iMist-otll.v  a  tax  a.-i  well  as  a  re>;iiliiti..ii'  "  he 
r.  i,li.-<|.  ••Xo:  the  money  paid  for  tlic  [Histau'c  of  a  l.'tt.T  is  not  of  tlic  nature 
•ax:  It  Ls  merely  a  qiuintiim  nuruil  for  a  .-iervicc  (lone."     Dovvcll,  //i.s- 

'  ''f  Ttijtttiiiii  niitl  T,i '•t^  ;.,  ft\...i /    ::     ..    i,;      i.v  i-i-i^      i  '^  ..    , 

.       .       .■,",""" :• •' .  r    r'>      i  raFiMui,  hunxver,  l.iiicii 
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telephone,  the  gas  and  the  electric  light,  the  horse  railway 
and  the  trolley  line,  the  docks,  the  markets  and  the  fenio. 
Moreover,  if  the  socialistic  scheme  is  ever  introduced,  the  same 
principle  will  apply  to  all  the  eases  of  governmental  nianafic- 
ment  of  what  once  were  private  enterprise.  Whether  the  govern- 
ment ought  to  assume  these  enterprises  is,  of  course,  a  fi'aestion 
quite  apart  from  this  discussion  of  the  economic  and  fiscal  nature 
of  the  payments  maile  by  the  citizens. 

The  demands  made  by  government  for  supplying  the  inchvid- 
ual  with  commodities  or  services  differ  in  character,  then,  acton  1- 
ing  to  the  economic  relations  between  the  government  and  tlic 
individual.  Just  as  a  fee  may  become  a  tax,  so  it  may  become  a 
price  and  vice  verm.  While  a  j)rice  can  never  be  a  tax,  the  pay- 
ment for  the  same  service  may  take  the  form  of  a  price  in  one 
state,  a  fee  in  a  second,  and  a  tax  in  a  third.  The  real  test  is  tlie 
economic  relation  between  tht-  individual  and  the  government, 
and  the  relative  strength  of  the  individual  j  'vate  interest  ;is 
compared  with  the  common  or  public  interest. 

While  there  is  thus  a  clear  distinction,  chiefly  of  degree,  be- 
tween a  price  and  a  fee,  and  between  a  fee  and  a  tax,  we  :  1 
in  actual  life  some  payments  which  combine  separate  element.-^, 
and  which  it  is  difficuli  for  anyone  but  a  trained  ob.server  \u 
cla.ssify.  Take,  for  instance,  the  combination  of  i)rice  and  of 
tax.  If  the  li(iuor  bus  ness  is  in  private  hands  and  the  govern- 
ment impo.ses  a  tax  on  each  gla.ss  sold,  the  individual  pays  ;; 
certain  amount  wliich  includes  both  price  and  tax.  If  the  i)ri(e 
of  a  glass  of  liciuor  was  five  cents  and  the  government  levies  a 
tax  of  one  cent,  the  individual  jiays  six  cent>,  of  which  five  is 
the  price,  and  one  is  the  tax.  When  the  government  has  a  mo- 
nopoly of  the  li(|uor  manufacture  or  trade,  as  in  some  countries, 
the  relation  is  exactly  the  same,  and  the  charge  may  be  t  \(n 
more  than  six  cents.  In  fact,  that  is  generally  the  rea.son  why 
the  m()nofK)ly  is  introduced;  but  it  is  only  the  surplus  over  five 
cents  that  is  the  real  tax.  The  same  reasoning  ai)plies  to  oilier 
fiscal  monopolies,  liki"  the  tobacco  or  the  .sugar  or  the  salt  monop- 
oly; the  amount  which  the  individual  pays  over  and  above  wli.it 
he  would  have  to  pay  to  a  private  vendor  is  the  indirect  tax. 
This  might  be  true  also  of  the  charges  for  railway  or  for  \\:it<  r- 
supply;  but  at  present  rarely  applies,  bccau.sj-  they  are  iml  ti-';il 
monopolies.  They  may  be  moiKtpolizeil  by  the  government; 
but  in  almost  every  case  the  oiject  is  not  to  raise  the  price,  Imt 
to  diminish  the  price — not  to  make  profits,  but  to  secure  g(  iiera) 
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soi-iul  Utility.  Y,.t  just  as  th,-  Fr,.nc-h  and  Italian  govonunonts 
.mpose  taxes  on  the  pnvato  railway  tirkots,  the  amount  of  whk-h 
IS  separatdy  pnnto.l,  thus  onabli,>K  the  purchaser  to  .listingu  h 
between  the  pn.^e  and  the  tax,  the  distinction  might  ho  mfde  i? 
the  railways  were  owned  and  manage<!  by  the  governmen 
The  payments  would  he  economically  separable 

In  thesam,.  way,  as  has  already  been  abundantly  illustrated 
a  given  payment  may  include  a  fee  and  a  tax.  dovernmeU  ' 
however,  do  not  usually  make  this  sharp  distinction.  For  in^ 
stance,  some  American  stat.-s  speak  of  insurance  fees;otherstates 
call  the  Identical  payments  insurance  tax.-s.  In  some  of  the 
Southern  states  agrn-ultural  fees  an-  sometimes  called  fertilizer 
taxes;  and  on  the  continent  th<.  terms  "fees"  and  "fixes"  ..re 
often  .nd.scriminat,.|y  applie.l.  Practically,  this  mav  not  always 
be  of  great  importanc.-;  but  in  theory  the  distincfion  is  clear 
and  It  IS  beginning  to  be  recognized  bv  the  courts 

A  more  diffi.Milt  and  more  confusing  case  arises  when  one 
payment  IS  ev,,.,   in  the  form  of  another,  as  when  a  public  pri^ 
>  levied  in  the  shape  of  a  tax.    Take  for  instance  the  water  or 
the  gas  supply.     In  EurojMs  when  the  towns  bought  out  the 
privae  water  or  gas  companies,  they  at  first  continucxl,  a.s  some 
do  yet  to  charge  according  to  individual  consumption.    In  .some 
ca.ses,  how..ver  for  purpo.ses  of  con^■enien,.e,  they  a.ssum^Kl  that 
each  household  would  use  a  certain  (,uantity;  and  as  .some  of 
the  local  taxes  were  levie<l  on  th,.  occupi.T,  thev  simpiv  added  a 
(•cram  amount  to  the  tax,  as  in  som<.  English  towns  where  a  spe- 
cial water  rate  is  levied  lik.-  the  oth.-r  local  rates,  or  as  in  Austria 
where  an  addition  is  made  to  the  local  tax  on  house  rent     The 
payment  is  nevrtheU'ss  a  price,  and  not  a  tax;  for  if  more  than 
he  assumed  normal  quantity  is  us..d  by  anvone,  es,„>ciallv  bv  a 
business  man  or  by  a  fac'tory-owner,  the  charg.-s  are  increa^wl 
|ur..nl,ng  to  the  consumption.    If  the  ,.harg..s  were  re<lu<rd,'  or 
If  all  Idea  of  sp.-cial  benefit  were  abandoned  and  th(>  charge  were 
ass,..s.,H    on  th,.  whole  community  or  on  a  part  of  .-ommunitv 
imspoctivo  of  the  relative  quantiti<-s  consiimc^d,  then  the  pav- 
'•"■"t  ni:ght  iHTome  a  fee  or  even  a  tax,  wheth.T  general  or 
>P<'<ial.    As  a  matter  of  fact,  however,  in  most  places  to-day  the 
Pa>ni,nt  is  still  a  price,  even  though  s,.metinies  levied  in  the 
shape  of ..,  tax.   Thus,  the  English  hav,>  a  s,.parat,.  class  of  munic- 
'Pal  revenues  caHiKl  incom<-  from  "gas  and  water  undertakings  " 
Hdirli  shows  that  th..  distinction  is  dimly  recognized.     In  .New 
'•'!■•  !  lie  vharse  fur  ( Voton  water  i.s  teciiuicaiiy  called  the  "  water 
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ratf,"  ur  "water  rent."  although  most  pe<jpl<'  cull  it  the  wiiter 
tax,  ami  coufouiul  it  with  a  genuine  tax.  H»'re,  it  is  true,  this 
"rate"  is  paid  separately:  but  in  some  of  the  European  cities, 
tor  pur[K)!<e!<  of  cimvenience.  it  is  simply  added  to  un  existing 
tax.  Nevertheli'ss  so  long  a^  the  economic  relation  of  individual 
to  the  govermuent  is  different,  the  charges,  evfn  though  con- 
fused under  the  same  appellation,  are  really  distinct. 


T. . 


VI.  ('ondu.fion.i 

To  sum  up  the  precethng  disci.ssion,  we  tind  that  undtT 
actual  conditions  all  public  revenues  are  either  gratuitous. 
coi'tractual  or  compulsory  contributions:  that  the  conipulsnry 
Clint! ibutions  are  levietl  in  virtue  of  the  p<3wer  of  f'niini  nt 
<l<iiiiain.  vi  the  penal  power  i either  as  a  s+^parate  pow<T  nr  ;i> 
tile  liscally  iiuporianl  part  of  the  police  power,  or  nf  the  r.-ixins: 
power:  and.  tiiiaily.  that  the  ta.xing  fwtwer  manhV>its  it-t'i'  in 
three  forms  of  fees,  special  ass«'ssments  ,ind  taxes. 

In  regard  to  the  charsjes  known  as  prices,  there  is  no  .inil  t 
that  we  must  put  c|iiasi-f)rivate  [)rices  under  the  iiead  of  .iii- 
tractual  !>ayiiu'nts;  init  public  prices — tlie  chanie<  made  ^  r  ii^- 
du>inai  cntcr[iri.-x'>  under  i-ertaiti  ■  riditions — occupy  a  rnniiiif 
poMtiun,  Mid  luigtit  be  called  seini-eumpuis«jry.  If  tile  ov- 
ernmeut  Tiiaiiages  ,tii  enter()risi>  just  like  an  indi-'.idual.  'he 
price  i>  vu-tuail.\  a  ci;niractual  [lavment:  if  the  liovinuij  nr 
tnakes  tile  whole  communiiy  or  i>art  of  riii  conmiuiiitv  [-.•tv  it 
:-  .1  rompulsory  pa-  tn» ut :  imt  if  the  government  •nipii'^-  '!>• 
interinediaie  ormeiple  of  ••harge.  riie  payment  is  neiiii.r  -.v'-i  i!v 
.uiitraetaai  nor  wiioily  .-omiiulsorv,  but  .-ontains  .■ienittr-  "t 
:ii(!.     rtie  ria;?sitication  would  then  be  as  I'oUows. — 


'  .frtiUlliHl:-           .                                                                                '  'Ut-. 

,.     '  .iiraiiU:.,!         l''niilr  l'ri)|ier'>  ;iliii  llKiu.'rirr-    I'-ii-f'^, 

^  !■  limit  lii   n<)iiiii;u                     .    K.i'!rii|U"'ai i' :! 

r  !'' luii  i'ow  r        ....        F'tii'-  iiHi  ['•■'.: 

Z.     '  ^•lP|'ui-oi■.^                                                                             !''fH>. 

""  I'.l.Mli'J,   l''|i\(l-                                        ;  "»|)''i-ml  .ic-t  -- 

■  T.i.Kes. 


Kui  ■{  'ilr  r\  ■A\  iwimeliotl  >.  ■!.>•  'AC  ha\'e  -UilU'-t'':  ""C 
ii'imiiiir  -tialii'ii  m'  "tie  :iu;i\  !i ii|;u  "ij  "tie  lioM'riillli  '  '  ::•' 
■i:i>.-ilii  :il  liiti     u     -iiar-ie--    'Miimi     Hntini    'itinii    '\\v     ini-if   in " 
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the  individual , 


as  CO 


imi)arcd  witli  the  <()niiii(;n  inf 


crest  or  pulilic 


purpose  mcas.in 

.  11.  ,  ■,         '.■    "'    ""     ""UMUrKll   lO  ((ilitnl   life 

to  pubhc  charges.     I„  the  o„c  .as,,  the  indivi.l.ml  i    th    d     f 
or  only  factor;  ,n  the  other  case  the  in.hvidual  sink,      son 
importance  m  the  cu.n.non  welfare  of  tiu-  co.nn.unit     an    what- 
ever benefits  he  denv.s  con.e  to  him  only  I.h  identa  )v  a    a 
esult  of  h.s  membership  in  th,-  comnmnit v.    At  on    cxtrtne 
..  pnce,s.  wh,ch  depend  upon  the  n.iation'of  the  ^vernr m" 
o  «,me  par  .cuiar  m.lustry  or  individual;  at  th.-  other  .-xtr er    . 
he  taxes    which  dep,.,,!  upon  tiu-  relati<,n  of  the  govcrm^e 
o  all  m,lustnes  or  nuhvi,luals;  nmh.  y  betw.en  th.l  extTrne 
l.e  f«.s.    I- rom  tins  ,k,„u  of  ^■i,.w.  if  w  on.it ,  as  of  no  i„.,K.rtan    - 
oxpropnations  and  hm..  xUvr.  are  only  thn.  preat  vh^!^^^ ' 
pnces,  fees  and  tax,..     The  essential  ehara.-teristic  ofTfn  i'.' 
he  ex,st,;nce  of  a  n.casurable  special  benefit,   to^eth^      ith 
a  predommant  pubhc  purpose:  th,.  .bs,.nc.e  of  puMic  pur,,. 

•As  the.se  elements  are,  however,  pr.sent  in  varvin^  deer,.- 
n  .hffen.nt  payn.ents,  tlu-  charp.s  .had,-  off  into'each  oS  ,- 
amo.st  imperc..pt,bly.  fornunj?  int.rmediate  elates  which  ar. 
0  grca  pracncal  nnportance.  Thus  the  public  pd,  c  ,,a-  c.  na  n 
oom,^ts  o  the  pnc  and  <-ertain  elenunls  of  the  f.e-  but"  '^ 
of  sufficrut  imjK.rtance  to  warrant  its  ^rparation  in  a  di-tin-'t 
rat,.gory.  Agam.  as  we  have  ^een.  a  .f,ecial  a-M-.^mc  t  a! 
many  fK^mts  m  .-ommon  with  th.-  f.e,  but  hu-  a  d.,i,i.,i  -i^aS- 
~  «f  't.  own.     Our  final  cla^sincation  .ouid  then  ul 


1-  .S,K.(;ial  benefit  the  ex-    Puhlic  ,iurjxj>e 
elusive  con>idcration.         (ieutal. 

2.  Ix'ss  sfK'cial  Ix'iicfit,  al 

tlioui;h   still    j)n.|xjii 
•  icrant. 

3.  S|Kci;il  Ix-nefit    mcas- 

urahlc. 


iiici-     (^iiiL-i-pri-va'';  I'ritf. 


Public 


J)UlpO-c 

iij.jiijrtai. 


Public 

Mil! 


>>''ial     benefits    Mill 

;:>-UIlR%i. 

•"^!"'-i:.l    U-M.fiT.    ,,fj,,. 
^11  incidciiial  rc-uli^ 


\t^r]>l,'^^■  of 

Knai<r  irn- 
fjortaiji-c. 

l-'ubli'-     ]i<ir]x,^'-  the 

cr;iti<;;i. 

V\i)>\]'-      J,'|ri/;-j       1},,. 
'  \<  I'J-JM     r  ...      .,{,  ,. 

a'.'.'-.  ;  fj',cij,|.  .,f 

f '....       .         :     . 


PuUl'     J' 


!<-<-. 


.\ -■,->.  ^ 
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The  above  classification  would  result  in  the  following  defini- 
tions:— 

A  quasi-private  jtrice  is  a  voluntary  payment  made  by  an 
individual  for  a  service  or  commotlity  sold  by  tlie  government 
in  the  same  way  as  a  private  individual  would  sell. 

A  public  price  is  a  pajment  made  by  an  intlividual  for  a  service 
or  commodity  sold  by  the  government  primarily  for  the  spcdal 
benefit  of  the  individual,  but  secondarily  in  the  interest  of  the 
community. 

.4  fee  is  a  payment  to  defray  the  cost  of  each  recurring  ser\  ice 
undertaken  by  the  government  i)rimarily  in  the  iniblic  interest. 
but  conferring  a  measurable  six'cial  advantage  on  the  fee-paver. 

.4  special  asaes/ttnrnt  is  a  payment  made  once  and  for  all  \t> 
defray  the  cost  of  a  specific  improvement  to  profx-rty  un«lertak(  ii 
in  the  pubhc  uiterest,  and  levied  by  the  government  in  propor- 
tion to  the  particular  benefit  accruing  to  the  projwrty  owner. 

.4  tax  is  a  compulsory  contribution  from  the  person  to  tlu 
government  to  defray  the  expen.ses  incurrenl  in  the  coniiudr 
interest  of  all,  without  reference  to  special  benefits  conferred 
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CHAPTER  XV 

THE    BETTERMENT   TAX 

It  has  often  happonod  that  the  technirnl  n„«,„  <■ 
has  lK?en  borrowet   from  .ibro-u-   ....  *^°^ ''"''''' '■"•^^"'n 

institution  descTiUH  by  an  exa^^^^^^^^^^^     .T  """"  '"  «"''  ^  ♦-'«" 

that  the,,  are  fonj^n^;:'C:i::zZr^z^'r' 

now  become  so  current  in  En^l-mrl  n,.*  v  t  ™  *'"^ 

as  firmly  established  ^         **"'^  '^  ""^^  ^  considered 

I.  T'Ae  Origin 

Tf^  principle  of  betterment  has  recently  been  defin,.!  bv 
an  official  commission  as  "the  Drin,.inln  ti,..*         «pnn<'<l  In 

.  M,,„„.„r,„  p„"  ;,f,  'L; ' ; ; ;  jr™,''"';~r I,  !.■  ""■ 

R    u I  uie  .sj  stem  of  special  assessment s 
...    '!'""<"' fi'X'k  of  the  LruUm  Conntu  Cn.^nl  ,....:,i„i  o,-,-  <    .      ■  , 
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», 
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What  appears  almost  self-evident  to  Americans  is  hotly  dis- 
piited  in  England.  In  the  United  States  the  local  taxes,  so  fjir 
as  real  estate  is  concerned,  are  imposed  on  the  owner  of  tlie  laml; 
in  Kngland  the  local  rates,  as  they  are  called,  are  levied  on  the 
occupier.  In  the  I'nited  States  the  tax  is  assess<>d  on  all  lands; 
in  Kngland  it  is  assi  s-ed  only  on  productive  or  rent-yielding  land. 
In  the  United  States,  therefore,  it  \v;is  comparatively  easy  to 
add  to  the  existing  tax  on  the  proprietor  this  newer  system  of 
charges;  in  Enghmii  the  process  is  more  difficult,  because  it 
imi)lies  not  only  a  change  in  the  principle  of  charge,  hut  also  a 
change  in  the  methotl  of  assessment.  Not  the  occupier  hut  tiic 
owner  of  the  laml,  is  to  be  directly  reached.  Thus  the  proposal, 
which  in  America  is  regardetl  as  in  harmony  with  vesttnl  interests, 
is  viewed  by  its  opponents  in  England  as  an  attack  on  the  rights 
of  private  profKTty. 

Yet,  curious  tus  it  may  seem,  the  custom  of  a.'<sessments  for 
special  Iwnetits  is  of  English  origin.  In  the  year  lt)02.'  an  net 
was  pa.sstHl  to  authorize  the  widening  of  certain  streets  in  West- 
minster and  providing  for  the  ilefrayal  of  the  cost  by  volun- 
tary subscriptions.  In  case  this  should  m)t  suffice,  the  commis- 
sioners to  lay  out  the  streets  were  emjxjwered  to  chargi'  the 
c)wners  of  the  property  in  protH)rtion  to  the  benefits  received.- 
The  important  clause  reads: 


'  It  is  worthy  of  note  that  twi)  cilscs  on  betterment,  prior  to  the  law  df 
ItHi'i  have  Wt-n  diseovered.  The  first  is  the  Rotnney  Marsh  ease  in  l.'.'id. 
This  rel"ern^l  to  the  repair  of  sea-walls.  The  onlinanee  provideil  that  the 
officials  should  'iiieiisurt'  by  aeres  all  the  lands  an<l  tenements  wliiih  are 
subjeet  to  danger  within  s;iid  marsh"  ami  then  " having  n'speet  tu  the 
quantity  of  the  walls,  lands  and  tenements  which  are  subjeet  to  peril 
shall  onlain  Iiow  much  ap|)ertailieth  to  every  one  to  uphol<t  and  rijMJr 
the  sinie  walls.  So  that  for  the  iHjnion  of  acn-s  of  lands  lying  sul)j< ,  >  to 
danger  then'  K'  a.ssitineil  ti'  •very  one  his  iH>rtion  of  pen'hes"  of  wail  In  he 
repaired.  In  case  ol  neglect  the  officials  wi-re  to  do  the  work  and  !■  vv  an 
as-stssini'iit.  The  onlinanee  is  printed  in  Kdwiii  Camian.  Tin  //;  '  ,  "/ 
L>i<il  Uil't  in  Kmiliiiul.  '.M  ihI.,  1!»1J.  p.  II. 

the  s«'eotid  case  is  that  of  impn)ving  the  rivers  I.ea  and  Thames  in  li^.V 
The  law  ])nivides  ■for  clearing  the  pjuvsige  by  water  fnxu  l.ori<lon  t-  . 

Dxford"  and  says:  "  Kor  that  it  is  n':i.sonable.  just  and  eijual  that  tli'i~'  »liO 
partake  in  the  benefit  of  any  gooil  work  should  in  fit  pn)porti(in  eci;':;!.  in- 
to 'he  <-osts  ;uid  charges  then-of;  .  .  .  the  commis.-ioners  .  .  .  <i'.i''  '  i^'' 
pow.r  ...  to  tax  anil  ;is.sess  .  .  .  "iK'h  of  ilie  inhabitants  ..  -  -'.ill 
ill  iheir  opinion  be  likely  to  n'ceive  e;us»'  or  Ix'tiefit  bv  the  said  p;--  - 

\>  lo other  alleged  ca.st.'s  of  pn-cedents  for  betterment  charges  -.1     ■..''i. 
i)i>.  v.vx  m. 

l:}  and  1 1  Chas.  U.,  chap.  -',  sec.  29. 
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"And  whereas   tl.e  hou.s.-.  that  rernai..  standing  .        will  roeeiv.. 
much  advantage  „,  the  value  „f  their  rent.  I.v  the  lib, rt'v^f 
free  recourse  for  tra(i<>  and  other  eonven  en  •  "i     v     1.     ^       "•'■  "'"' 
it  is  enact,x]  .  .  .  that  ...  a  jury  Z H  i      ""'"T"'"'"' 

upon  the  own<.rs  and  oeeupiers  .!f  .^eh  \n.^^.^.  Vi  ii  i:;": '  Zr; 
sums  of  money  or  annual  rent,  ui  cm.i.leration  ,.f  s.       w 

Five  years  hiter  a  simihir  art  was  pass,.,l    to  nrovi.l,.  f-  r  .1 
re  uiidinK  of  the  eity  ..f  London  af.e/  the  .real  S     '  Ti       •    ^ 
tamed  an  almo.st  veri.ai  repetition  of  th,-  eiause  just  eit..i     The 
changes  were:  hrst,  that  the  .-harge  was  then  to  he   „  .h-       . 
eoivsHlerafon  of  sw.-h  m.provernent  an.i  melioration,"  is,,, 

of    ™Provem.ntan,lrenovation";an<l.seeondlv.tha,wh,;:' 
the  eharge  of  1602  was  to  he  a.s.sesse,l  o„  the  -  owners  an.l    e 
pors,     the  new  eharge  wa.s  to  he  h.yied  on  the    •ow,  ,■  '    r  | 
others  mterost«of  ami  in  sueh  hou.ses."  ae..or,iing  to  't 
several  mterests."  •    That  this  law  was  not  a  nun-  d,^.,    ett 

of    the  benefit  of  the  melioration-  is  intere.stinglv  de  .Tih.d  ^ 
Thus,  over  two  hundred  years  ago  the  prineipl,-.  over  w  i  h 
^  earru|st  a  c-ontest  ,s  now  h,-ing  waged  was  in  full  operatio 

sv    I    f'f"^"'-  '"'  "*"■'■"  '■'  '^  ^-'"""-"t.'y  assaile,!  as  all  unj  i^t 
system  of  foreign  importation.  •" 

The  law  of  \mi  is  interesting  in  anoth.r  res,,  - 1.  \ot  onlv 
were  new  streets  to  U-  lai.l  out,  hut  the  eommissioners  were  i' 
ixnvered  to  design  and  set  out  "the  „un.l„.rs  and  places  or  I 
•ommon  sewers,  drains  and  vaults,  and  the  onler  and  mar  ne 
o  im-ing  and  pitehing  the  streets  and  Ian.,  within  the  said  v 
or  liberties  thereof.-    Then  follows  the  significant  >e,.,ion' ' 

-For  the  l)etter  effecting  thcrcf,  it   shall  ,  .  .  U.  lawful  ,„ 

.mtK|s«.  any  reasonable  tax  u,K.n  all  hou-.-s  wi,l,in  ,(„■  sa.d  ,„v  .  / 
.iHTt.cs  thereof.  ,n  ,,ro,K,rtion  to  the  bcn,.fit  th.v  shall  rcn.iv-  ,|„  rln 
..rand  touanis  the  new  n.akin,.  ctlin,.  ,.ltcrinK  c,,!.  J./a  .  •  d' 
-"^'.  -•leans.n,.  and  scouring  all  and  sin.n,lar  tin   .aid   va  Z  t^^  n  ' 
•'<nv,.rs.  pavements  and  pitchinii  aforcsiid."  ' 

'•aii'd  a  tax.     .still  more  iniixmant  is  th.-  fact  that  whi|,.  the 
'  IS  and  19Cha.s.  11  ,  chap.  IS  s<>c    M 

i-li;:r;,^r;-r;;;';t::',,i';!;^j;j;t;"::T '- '  ■■■ "- 

i'Cha.-.  ll.,chap.:i,  s..c.2().  ''"■ 
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cu«toin  itwlf  sot'ms  to  have  died  out  in  KuKlnnd,  tliis  act  was 
the  model  u|H)n  wliieh  was  framed  the  first  hiw  providing  fur 
special  assessments  in  America.  Tlie  pntvince  hiw  of  l(i!)l  of 
New  York  '  followed  the  law  of  l()(i7  almost  word  for  word;  and 
from  New  York,  the  custom  later  spread  all  over  the  rnitcil 
Statre.  The  system  of  special  assessments  or  "lK>ttermeiit," 
although  it  fell  into  disuse  in  the  country  of  its  origin,'-  is  lliu> 
l)rimarily  an  English  institution. 


;  i] 


II.  BcUermcni  and  Taxation 

We  now  come  to  the  question  which  really  lies  at  the  root  of 
the  whole  controversy  in  England:  Is  the  so-calle<l  "hetternunt 
tax"  a  true  tax  or  "local  rate"?  What  appears  to  he  merely  a 
(juestion  of  terminology  has  hnl  to  a  great  deal  of  confusion.  For 
if  it  is  a  tax  or  rate,''  why  should  it  be  levied  differently  from 
other  rates?  And  if  it  is  not  a  tax  or  rate,  under  what  authority 
can  it  he  levied  at  all? 

We  must  revert  to  what  luis  already  Ix-en  .said  in  a  previous 
chai)t(T,  but  it  is  necesisary  to  discuss  the  sul)j«'ct  .somewhat  more 
in  detail. 

,\s  we  have  already  s«'en,  when  the  state  makes  the  individual 
giv(>  up  a  part  of  his  proiMTty,  it  does  so  jirimarily  through  tlic 
power  of  taxation,  which  in  this  wid(<r  sense  denotes  a  forced 
contribution.    Governments  may  levy,  and  have  always  levicil. 

'  It  is*  worthy  of  note,  howpvcr,  that  we  find  two  iastanccs  alrc^ilv  in 
New  .Vnistonlain  in  Km"  and  Ititit).  The  jH-titiun  for  paving  thi'  //.'n 
'iraft  with  .stone  ii-sivcti  "that  each  ono  h«'n<'fitlc<l  shall  be  made  to  p:iv  a 
I)n)iK)rtionof  thiM-xiM'iisc."  Hut  it  <lo<>s  not  asiv  dctiniti'ly  that  tlio  |':iy'"''"' 
shall  tx"  in  proix>rti<)n  to  the  p.artieiilar  benefit.  .S-t"  Paulding.  Ajjntrs  mrl 
.\f<n  of  \fw  Anishrildm  in  the  Timi:  of  (loirnmr  Stiiijrcmnt,  \H\'\,  pp  1 1  aiiii 
11). 

-  In  Kn^land  we  find  during  the  einhtcvnth  eentury  several  pavini;  iit- 
applieable  to  London  which  levy  the  entire  eo.-^t,  or  two-thirds  of  the  rn-i, 
of  the  paving  on  the  abutting  pn)perty  owners.  But  these  an'  ponecdr.l  liv 
all  to  be  exeeptions  to  the  (jeniTal  rule,    f '/.  Cannan,  o/).  cit.,  pp.  IJ'*  1'-"' 

^  Mr.  Edwin  Cannaii,  Hislori/  of  IahuI  litiUx  in  Kiiijlnuil.  j).  h,  attiinp'- 1" 
draw  a  distinction  betsvtM-n  rates  and  taxes  when  in  reality  he  is  inrn  Iv 
distinnui>liinn  betwei'n  ap|M)rti()ne<l  and  percentage  taxes.  .Vcciinlini;  tn 
hi^  criterion  the  (jeneral  properiv  tax  in  tin-  I'nited  St.ites  wouM  iml  '"■  ' 
tax  at  all.  .\Ir.  ("annan  is  hitn.~i  If  fon'ed  to  the  rather  absurd  ccniil  i-mri 
that  the  riMiioii;il  land  tax  in  ijiiiland  is  a  rate!  Of  course  the  |ir"|i'r 
distinction  is  that  a  rate  is  simply  a  Uwal  apiM)rti(ine<l  tax;  ll\<-  l.nii  '  i\  ' 
national  ap|)orti()ncd  tax;  and  the  income  tax,  like  most  of  the  nilnr  ii;i- 
tioual  taxes,  a  percentage  tax. 
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.•It  HT  that  onH.,H.f,t.  ..r  that  .,f  ul.ility.  Th.-y  may  say  o  th. 
....hvHlual:  W,.  an.  ,HTfor,ni..g  a  s,M.,.ial  .sorvi,-,.  for  yo,,,  Z 
«hal  mak,-y,»,i  pay  f„r  this  ,Kruliar  h,.n,.fit  whi.-h  y„u  .l.'riv. 
or  t  u-y  may  say :  w,.  an-  cxpc.n.JinK  n-rtain  mon^-ys  in  th..  pul.ii,: 
.nterost,  ,m,l  s ha!  ask  you  to  pay  your  share,  acc-onliuR  to  vour 
means  Th.  lat  .-r  paym.-nt  is  ..aii.Hl  a  tax  in  the  narrow.. 
...ns..  of  th,.  won!.  Th..  qu..stion  at  one.,  presents  itself:  Is  „ot 
th(.  form(.r  payment  also  a  tax? 

The  difficulty  here  arises  from  eonfoun.iinR  sp<.,.ial  with  K.n- 
eral  benefit..    The  theory  of  benefits  or  of  pfot I^-tion  I  t  „e  n 
he  s<.nse  that  .f  the  Rovemment  tax,.s  the  jM-ople.  it  is  in  ,lutv 
lH)u„<l  to  prot..et  them  and  to  eonf..r  upon  th.-m  the  acivantaK.t 
"f  KcxKi  gov,.mment.    That  is  what  is  meant  in  Amc-riea  by  the 
.loctnno  of  '  pubho  purrK,se."    Tax,.s  must  be  used  for  pub Ic 
p..rp«ses,  and  must  confer  upon  th,-  public  th.-  usual  b,.n,.fits  of 
Kov..rnment.    But  this  is  not  the  th(.ory  of  b(.nefit  as  the  term  is 
(■..mmonly  employed.     The  theory  of  benefit  claims  that  the 
Kovernment  niust  Rive  to  each  individual  a  return  equival,.nt 
J.    .,'   nx  he  has  pa,.l     If  this  means  anything  at  all,  it  means 
that  lK.nefit  an.    taxation  are  ..orn^lativ...     In  this  sens,.,  th,. 
claim  IS  unfoun.lcl;  for  the  govemm,.nt,  when  it  l,.vi,.s  a  f,x 
JliZl^'lr?'"*"*'?  *"  '^"  "particular  thing  for  th,.  parti.-ul.a-  in.h: 
<l  Ml.  or  to  conf,.r  upon  him  a  sp,.cial  b,.n,.fit.    No  one  woui.l  b,- 
i.stifi,.,|,. gaily  or  morally,  in  ,-laiming  a  r,.stituti,.n  of  a  tax 
'-•aus,.    h,.  a,.tion  of  the  gov,.rnm,.nt  was  not  worth  ,,uite  .,', 
n|u.h  to  h,m  as  h..  thinks  it  is  worth  to  his  n,.ighlM.r.    Th,-  b,.,,,- 
,,.!n"    '^"♦r /"■♦'""•  f'*"-  ^^•'"'■h  a  tax  is  pai.l.  ar..  ,,uantitativelv 
unmeasurabh.;  or.  so  far  as  they  may  b,.  m,.asur,.,l,  th.-v  ac-rue 
oh,,  iiulividual  not  as  a  sp,.,.ial  r,.sult,  but  as  .-m  in..id,.ntal 
pult,  of  hi.s  ,.art  ic.pation  in  the  ,..n,>mon  w.-al.    The  Ixiufit.  of 
tiM.army,  ,>f  the  ju,li,.ial  syst,.m,  of  th.-.-onsular  an.l  .liplomati,- 
-rvue,  and  of  all  the  oth.-r  objc-ts  for  which  exi„.n,litur,.s 
.<r..  ma.le  ami  tax,.s  in  g,.n,.ral  ar,'  l..vi,.,l,  ,1„  „ot  a.-cru,-  to  any 
"■"'  taxpay.T more  than  to  anoth,.r.    Eyc„  in  local  finan,-,  wh.-n- 
a  Kcneral  tax  is  l.-yje,!  to  ,l,.fray  all  th..  lo,-al  exp,n,litur,.s,  it 
annot  be  maintain,.,!  that  the  b,.n,.fits  arising  from  the  a.ti..n 
of  the  local  judH-iary,  of  th,-  ,K.li,.,..  of  th,.  fir..  s,.ryi,.e.  of  th.. 
I  onr.l  of  h,.a  th,  or  of  th,.  otli,.r  ,l,.partm..nts  ,)f  local  gov,.rnm,'nt 
an.  s,.parat,.|y  m.asurabl,-  f,jr  ..a.h  in.iivi,iual.    One  may  valu,- 
Till'  henent"  str'"'*i"    ■j.-hiL-  <n-  <1     -  .  r     i  i         ■  "■ 

,  ^     ,•'■";  ''""tlitr  may  f<,l  les,,  inu-n-sl  in  th.-it 

IMrtKular  branch  of  the  admini.strati,)n;  yet  this  cannot  be  per- 
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mitt<Hl  to  change  \\\v  measure  of  their  ohligntionH  to  the  govern- 
ment. Everj-  niemlxT  of  the  eonmuinity  for  whieh  the.-f 
exjM'nditureM  are  maih-  must  eontrihute  to  these  expenditun^ 
in  proiH>rtion  to  liis  nieauM  to  pay.  If  the  government  neglei  i 
its  iluty  and  fail  in  protecting  his  ix-rson  from  vioi<  nee  or  liis 
property  from  fire  or  from  destruction,  he  may  u.se  his  iK)lil  il 
rights  in  overturning  or  in  improving  the  administration;  luit 
he  has  no  shadow  of  a  claim  for  a  diminution  of  his  tax  rati . 
Protection  and  taxation,  in  tliis  s«'iis««,  are  not  correlative. 

We  have  thus  far  been  dealing  with  general  la.xes,  whdlicr 
federal,  state  or  local.    A  general  tax  is  a  tax  leviei!  for  gencnil 
pul)lic  pur|M)ses.    But  it  may  happen  that  governn    nt  desins 
to  raise  money  for  some  spwcial  purjwse,  and  the  tax  is  ihm 
calleil  a  .special  tax.    Thus  tliere  may  he  a  special  tax  levied  updii 
the  whole  community  to  defray  the  cost  of  a  war,  or  there  tnay  lu 
a  special  local  tax  to  defray  th(>  cost  of  some  particular  de|);irt- 
ment.    So,  too,  in  a  few  of  the  .Vmcrican  states,  like  New  .lerx  \ . 
we  find  not  only  a  sjjecial  scIuk)!  tax,  hut  special  taxes,  of  tin 
same  nature  as  the  English  local  rates,  for  j«)lice  or  for  light iiik 
or  for  fire  purixtscs.    Here,  indeeil,  a  special  section  '>f  the  cmii- 
mimity  is  singled  out;  and  one  area  is  subject  to    ne  p(M>r  nitc, 
while  perhaps  another  is  subject  to  the  watching  or  the  light  iiiu 
rate.    The  charge,  however,  is  still  a  tax,  levied  according  to  the 
generally  recognized  criterion  of  ability;  for  although  the  par- 
ticular area  wiiich  is  benefited  is  put  into  a  separate  class,  the 
benefits  to  the  individuals  of  the  da.ss  are  g(>neral,  not  spcjal. 
exclusive,   or  individual   benefits.     Although   all   the  pcr-dii- 
liable  to  this  s|M>cial  tax  are  subject  to  the  tax  only  because  tlie 
section,  as  a  whole,  d<'rives  a  benefit,  yet  each  individual  derives 
a  benefit,  if  at  all,  .simply  asamemberof  the  section;  the  govern- 
ment does  not  do  .any  one  i)articular  thing  for  him,  as  ;i|':irt 
from   the  other   members  of   the  section.    The   "  rate "  i-  a 
special  tax  as  opjio.scd   to  a  general  tax,  because  it  defniy-  a 
special  exi)enditure  of  government;  but  as  to  every  one  witliin 
the  section,  the  tax  is  payable  whether  the  particular  individual 
receives  much  or  litth'  l)enefit. 

In  the  poor  rate,  for  instance,  the  original  law  expressly  pro- 
vided for  a.ssessments  according  to  the  ability  of  the  pari.-liicm.  r-^. 
or,  as  it  was  sul)se(|uently  expressed,  mi  xtatinu  ct  fociillal,  ^-  oi 
the  inhabitants.  The  degree  of  benefit  accruing  to  each  nte- 
payer  is  immaterial:  for  the  rate  is  levied  on  .•ill  the  inhabit mi- 
according  to  the  English  test  of  ability  to  pay,  which  w,i>  i>r'p- 
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nally  grnrral  pn.fHrty.  I.ut  whi.l,  lu.>  >ia..,.  ,h,„  1„,,,„  ,„n,i..,,| 
to  productive  rcul  .stat.-.  """uufi 

On  this  |HK,r  rat.-  «||  d...  oth.T  Km  al  t.Lx.s,  with  „„lv  „„,.  or 
two  oxc.pt.ons.  ,vcr.-  ,uiit  up.  Of.h..  .hurch  rat.  nothing  „„.rc 
nml  h.  .aul.  .s,n,c  >t  has  always  hc,„  inu>.>s,.,|  ,.„  ,1,,  ,,„.,,  ..Hn- 
cipic  a-y  "•  r^x.r  rat,..'  Th.-  sewers  rate  was  ori^inallv  levie  |  hv 
«  law  o  .12<  win.  I,,  as  well  as  itss„eeess.,r  of  ir,:,,,  does  i„.ieei| 
.si.cak  of  the  henefils  „r  a.JvantaK.'s  t..  he  .hriv..,!.  S,,,,,..  r.  ,,„. 
writers  have  ,e,.n  tnisie.1  l.y  this  state.n.nt  into  the  l,..|ief  that 
It  IS  a  pretTdent  for  th.-  ,,rinci,,le  .,f  l.eftennent.  A  eanf.il 
rra.hnK  of  the  oriK.nal  acts,  however,  proves  that  tl...  hetufit  is 
jurisd.c  lona  only,  L.:  that  a  .rrtain  district  is  to  I.e  selected 
where  tl...  mhal.itants  ,i,.riv..  a  l...n..fit  fn.n.  this  Kov.™n...ntal 

a('tumhu,thattlu.rate.,rtaxist,.l.eass....se,lo„,...r,.hiM.livi,|.'al 
a.Tor<hnK  t..  tl...  .p.antity  of  his  lands,  irr..s,H..)iv,.  of  tl...  .{..Kr... 
of  iK.n.'ht  conferred  upon  him.- 

At  tint  iM.ri.Hl  the  t.st  of  al.ility  to  ,,ay  was  th.-  ,|Uantitv  of 
and,  I.ut  later  tl...  test  l...,an,e  th,    rental  valu..  of  tl...  l-'.ml 
It  has  m<ir..over,  h.en  r..p..at.-.liy  d,..i.led  th.-.t  tl...  s,.w..rs  rate 
must  he  i..vi...l  „„      „.  principl..  of  „|.ilily,  so  that  the  ofli.ial 

■  Th....hur,h  r  .„.  is  sui.l  f,.rn,..rly  .„  hav.  h....,>  ...a,].-  hy  .•.,„„„„.>  ,.s,i,„a. 
">>.       \\  ha.  prinnpl..  tlu.s  ,„„u,Hm  .s.i.na.um  was  f.Mirul...!  .,„  .I.m.s  „.  t 

Jiixaliim.  IM.j,  Sv.)  i-.lili,,ti,  p.  -I;t.    Cf,  il,„l,^  ,,    v,. 
■'  Thr  law  „f  1 127  ....j..ins  tl,..  ,.„n.n,issi.„'..Ts"i„  ..n.ii.irc  .  .      hv  whose 

;«:"■';''':;'''■'*  '"'"■ ""  ^  ''=""""""'•  "■"'  ^^''" ''-"'  •">''•  '-'^ 

'■"..■„.>.  or  hath  a.iy  r.m.n..,,,  of  pa^tur.  or  lishin^  ,..  Ihos..  parts,  or  vU- 
>.  .■■">■  w,M.  hav...  or  ,„,..y  havr.  ,h..  ,l..f..,„.,..  profi,  an.l  saf. .«,...!  .  w  ■  I  i  . 
HT  1  n„h  .us  from  th..  .san„.  f  .•  off,  l.y  ,h,.  walls,  ,li„  I,,..  ,n,n  'r     ."v  '.^ 

hn,  «..s,  ,.a,..s,.ys  a.ul   w.ars,   „„l   also  hurt   or  ...m.,>.o.l,.  v  l.v   ,i,..     a,^'. 
n  M.IU.S,  an,     h,.„  to  .hs.rain  all  th,.,,,  for  .1,..  .p.an.itv  of  ,h.  ir  la..,ls  ..," 
-H.H.,.s  nthcr  .y,h,..>u„.l„.r,,f,ur..s..rl.y,i;,.irpl,.u  la,..ls,f,;H 

"f   h    ""-t"...,,    .h,,rt..nur,.,orforth..,,„aM.i.vof.h,.ir,.o,n.no.iofpa..,r,. 

-|>lnn«,,,^..,h,.rwm..h.l,a.li.Tsofl.f,..rU..san,l,.,h,.rpla....s,,f,i^ 

•iiMl  I  Ih.s  afor,.sai.|.       •,  ||,.|i.  \  I.,  chap    I  ^ 

II"-  law  .h,.n  .lir,.,-.    >  I,..  ..o,n.„issio,„.rs  to  ,M,,k..,  npair,  or  ,.|,-ans,.  or  ^.o„ 

oth.rof  what  .-on.!,,,.,,,,  s..,..  or.iiuni.y,  wl,„  !,  l,av,.  or  ...av  hav,.  .|,.f,.,  .  . 
-;;'-h,y  an-l     .f..«uar,l  l,y  ,.„   ,ai.l  walls.  .in..h..s.  ,„..   Z.   .  or  i.       ; 

,      I"    .  «  <.f  l.>n  .   ,„ta.ns  aln,..sl  th,.  sum.,.  wor,ls,  a..,l  a.ss,.ss,.s  .1,,.  rat,- 
,;.r. :   ,   T  ''"■";'"•■  "^""      ■^""'^'  t,.m.„„.„ts  a,.,l  rents,  l.y  ,1...  n„n,l„r  of 

"fl„,u„,a>U„:i,as.'of,ho';ai...   '''^■"- ^^=  "—'"-•■'•'">-'>  .nKU-.^nc 
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I'oniinission  tells  us  that  th«'  wwcrs  rut«>  "in  commonly  imposed 
in  txactiy  the  wanic  niaiincr"  as  the  |»oor  rat*-.' 

Kvrn  Anu'rican  commoiitatorM  have  l>een  UhI  astray  l)y  the 
example  of  the  sewers  rate."    It  is  true  that  landholders  lyinn  Im  - 
yond  the  area  in  (piestion  eannot  he  taxe<l,  heeause  they  do  not 
Ix'iong  to  till"  class;  hut  theess«'ntial  |K)int  is  that  all  thenienil)crs 
of  the  class  are  tax  "d,  not  according  to  the  benefits  they  receive, 
hut  acc«)rding  to  their  abilities.     The  official  commission  tells 
us  cxplivitly:      It  is  an  indispensable  condition  (of  the  se\ver> 
rate)  that  a  jx-rson  taxed  may  by  jxissibility  receive  benefit  frurn 
the  expenditure  H  the  tax,  and  tlu'refore  hohlers  of  mountaiiioii 
or  high  ground  which  cannot  be  surroun(U'd,  are  in  gciicr 
exempt.    Still,  the  cxnct  imamire  of  the  bincjil  in  not  the  mcuf 
of  the  liability  to  be  tared. "' 

'  Rv}xtrt  nflhf  Pimr  Imh'  Commixxioiiers  on  iMcnl  Tiixnliim,  p.  22. 

'('<Kilcy,  Taxation,  chiip.  xx.  litiiirnann,  Ur'irminl  (ISOIS),  p.  t>.  idr- 
roctly  cnortth  calls  ull  nlion  to  this:  "ll  in  iiio«t  iiii|K>rtiiiit  not  to  (•(.hI'iim' 
rat iiiK  zones  .  .  .  with  hettcmient.  .Ml  the  iii<iiv'i(lii:ilH  within  ii  rutins /"ii. 
pay  the  .sjimc  proixirtion  irrenpecti"  of  the  qnanlnm  of  Ix'nefit  whirh  >  I'li 
indiviiluul  may  receive.  Hut  the  q.  mlnm  of  benefit  reeeived  by  the  in  li- 
vidiial  is  lh<'  es.seneeof  b^  ♦termi-nt." 

'  tit/Mirl  (»/  //(('  I'oor  Low  Comminnionirn  on  Iam-oI  Taxation,  p.  I)."i.  Tlic 
statement  in  the  text  is  Hirietly  true  of  the  onliuary  s<>wers  rate.  Vii  m 
more  r.'eent  years  there  is  an  oecj  ionul  in.slanee  of  a  eharne  under  -iMcial 
."M'Wers  acts,  wJK're  w<"  find  not  orly  a  separate  an'a  for  the  pro|wrty  Ihik- 
fited,  but  wlu-re  it  is  (M'nnissibU-  to  levy  a  eh:irKe  <m  each  separate  j)ie(<'  of 
land  aeeording  to  the  benefits  specially  derive<l.  The.se  isolateil  i'x,iiii|>l.  s 
would  indeed  be  i)reeedents  for  "bet te-ment  taxation'  or  assessment  •Mdinl- 
inK  to  special  bem-fit.  So  the  Metroi«)litan  Sew(  rs  .\et  of  1 H4S  nave  the  rnnj. 
niissiiiners  i«)wer  to  levy  tin-  eharne  on  the  V!'.ri:)us  "lands  or  *  -nemeiiN  'n 
pn)|Mirt  ion  to  the  several  lenRths  of  fn)n»aKe  abut  t  iuK  on  such  sewer  as  at'  m- 
.sfiid  or  whin  all  the  lands  or  tenements  s|M'elally  benefiti^l  or  draim  d  lu 
such  works,  or  when  in  any  other  eiu«'  an  itssessment  aceordin(f  to  fniiii.inr 
shall  appear  to  the  eonunissioner  ine(|uitable,  then  in  such  proiK)rtion  i-  I  In' 
eotmnissioncr  shall  determine,  .sueh  lands  or  tenements  to  be  i)eni  'ili  .1  liv 
such  work."  11  ancl  12  Viet.,  chap,  exii.,  s:>e.  SI.  This  is  quoted  In  i\v 
(hnniic  Hook  of  thr  l^tmlou  County  Coiiiu-il.  Hut  the  compiler.  Mr.  Chirlrs 
Harrison,  do«'S  not  always  ade<|uately  distinnuish  Ix'tween  sueh  ea-i-  irnl 
many  of  tlu'  other  so-ealle<l  pn>ee<lenls,  where  the  matter  of  benefit  i-  luri" 
dietional  only.  Ho  may  have  been  led  astray  by  the  Hiimrt  of  tin  >■ '"■( 
('oi)iniillir  of  thr  llouw  of  l.iiril.i  on  ('onmnttniji  lioonl-i,  1S77,  no.  o7l.  a!  n  h 
aeeepteil  thi-  statement  of  one  of  the  witni'sses  of  "th(!  principle  intrn.l  ii nj 
by  the  statute  of  Henry  VIII.,  and  observe<l  ever  since,  of  taxing  in  pi'  :>'ir- 
lion  to  the  benefit  conferreil  in  ea<'h  particular  exse."  .Si-e  Hi;Hirl.  vi  Tli" 
statute  of  Henrv  \III.,  a.s  we  now  know,  spoke  only  of  a  juiisdii  n  irial 
benefit. 

-Vs  to  the  later  .sewer  acts,  it  ha.s  been  re[)eatedly  decided  that  "ii'  I'miv 
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.    •^,  ^rr"'!''  Wmxiniation  t.,  th,.  prinripl,.  „f  U.„,.fi,.H  is  f„un.l 
.n    1...  KnK  ,sh  I.k  .t,„K  ,»„!  watrhinR  rat. -s,  wlu-r.  a  .list i„,., 

t  ...  .KTupHTs  of  laml  pay  .,„|y  on,-,  hini  xs  nlwU  ,.h  ,h..  .K.'.„n  . 

of  hou.s,.s  an.!  oth.-r  h.,il,lin»s.i     Wlu.fJK.r  this  a.-t  rraliv  Irul 

...  rn.n,   f he  c,u.-s„on  of  In-nofi,  at  all  is  ,loul.tf,.l.    Tlu-  ,,„;s,io„ 

.u.sum  iy  play.;,!  „o  n'.],.  ,n  t  h.-  a.loption  of  th.  pr..s,.„t  rul' •  ,.„,|,. 

wh...h  the  onl...ary  ,x.or  rat.  is  ,.har«..,l  u,Km  o,.lv  on.-h.lf 

"         ..     ••il)i.-yal.i..oflan.l.    Kvonif  tlu- rnatt.T  of  JH^.u.fi,  was 

'■■   "         ^n  th..    iKht.nK  an.l  watching  rat.-  a.t,  it  rmist   1  <• 

that  here  thrn-  arc  still  only  two  ciass.s-    lands 

'nents-and  that  the  charK."  UfK,n  the  in.livi.h.al 

'  .      at  proportioned  to  the  special  Ix-nofits  he  receivcM; 

■  "■''I''"  "•;•  ""•"  »«'""fi«-'l  '-.v  •!,.■  ,H,.w..rs,  i,  ,„u..  pontributo 

r>.  -Jiw,  .J.  1,.  J.  M.  t^    115.  I)  jiij.    ,|y^    j^  I  j^_|     ^ 

.M  i:..t,  lu.Krx^evon  flirt  h.T  an.l  K,rni.M  to  ,H.sif  thr  iM.n.fit  nr  n  „  .Whoo  I 
m..nn  an.   t  ...  ability  prin-ipl..  ,.,  ,«„  ,..',„, nust.ni,  b   .  Ll  .  r        v  almo;" 

Kimi,  p.  •■><'  Ah  a  niatt.T  of  fa.-t.  l..)w.-v,.r.  with  .)nlv  two  .-x.^.-ntiona  not«l 
yrn.  p.  434,  every  on.  of  the  instan..^  of  «.,.:.ll,.,i  l,..n...i,  rLCwhieh  1, 
a.M.ns«anexampl..onlyofjuri>«li<.ti„naIlK.n..(i..  Thuslh.  ar,  nrovSin^ 
or  .he  n.bu.I,hnK  of  the  S.arboro  pier  in  ir.4f.,  print.-.!  in     ,i   i^Tannan 

.n.a,..rn.nUorfan,.H/'an.l,h..npr«e..,s,:;i.to  ..7i  t^o^^^'^^.^"^^^^^^^ 
owners  .m-speefveof  whether  the  parti..,.Iar  r..nt  w,.s  in..n.u«.,  or  n.^    The 
n    ,  ,.,.se.  the  aet  ..f  1  vm  for  .h.-  pres,.rxa. ion  of  ^rain  ,0,,  ri.,   ,p     I  4 ' 
.M.'sa  axon  all  lan.ta  aeeonhn^  to  qnantitv,  to -lefrav  the  ex™.ns,M,f  .^ 

N   .Ian    (iW.),ax,       '  ..ropertyown.T  .in  ih,.  f,M,r.„unti,-sa.Tor.iinKtoth 
^  ..f  .h..r  estat.....        .r  profits,  or  "o.h.T  .■.,„„no.ii,i,.s  there  "    Th,  f e w 

i'  Lrl:  in  mS""  'rT"""  "'"■'■'"'  ':"""'  '""'  ''  i"--''-'-""!  b.-n..fi, 
^•rm    f.>r  .1?  f  '  •  "^„":  '"■"•''''■•  ""■  "•""  ■■'•"•"••«•  l"-in.ii.l.'"  i"  n- 

H     ,     ,        n     ,      '"■'■"'"'  "  <l'>"<>rt<-'l  v;.-w  of  ih.-  r...l  stat.-  of  affairs 

^  •m>u,.  Mii.lK  .rl.  l<K)t>,  pp.  4ti-47,  aee..pis  niv  jhwi    ,,., 

liu'^ir^'ioi'"      ^^•'^cf^inii  Acl  of  iS33.    r,...  also  IS  an.J  19  Vict.,  chap. 
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ho  ;-  thrown  into  ji  general  class  with  all  others  in  the  sann 
category,  and  within  this  categon.'  every  one  pays  aceonlinj; 
to  his  ability.'  The  lighting  and  watching  act,  howev(>r,  hciiijr 
optional,  is  now  in  force  only  in  a  few  hundriHl  rural  parishes, 
which  have  adopted  it ;  and  in  most  cases,  as  well  as  in  all  urhnii 
parishes,  the  lighting  and  watching  rates,  like  all  the  other  Kii);- 
lisli  local  rates,  are  at  present  commonly  levied  in  exactly  !;„■ 
same  manner  as  the  jxjor  rate — that  is,  according  to  the  ai)ility 
of  the  rate-payer.- 

The  English  rates  are  thus  nothing  but  taxes — special  tiixo. 
it  is  true,  but  leviwi  according  to  the  principle  of  all  (hrect  tax.i- 

'  This  is  overlooked  by  Mr.  Hiirrison  in  his  collcftion  of  pn'C(Mlents  iti  ilic 
(Irtiiii/r  liiiitk. 

'  ".Ml  these  '..(Jill  varieties  are  <li.sreKar(le<l  in  practice,"  and  the  ralo  an 
niaile  "on  the  same  persons,  on  the  same  basis,  and  hy  the  same  seal,  a^ 
the  p(Mir's  rate."  Ii,porl  of  the  I'onr  Law  ('omiiihKwmrx  on  Loral  T11.01- 
lion,  pp.  tj.',,  (17.  The  only  exceittion  to  the  rule  that  all  local  rates  ;ip' 
assimilated  to  the  i)oor  rate  is  at  present  {l".ll'_')  in  addition  to  the  liulmim 
rate  (for  watele'.ijr  is  of  course  obsolete  .since  t  he  advent  of  I  he  polici'  svs',  i,i  , 
the  sanitary  rates,  which  arc  legally  charKeable  on  imricullural  land,  mil- 
ways,  flc.  at  one-fourth  only  of  the  raleal)le  value. 

While  the  alH)ve-mentionedre|>ort  isexc dinnly  valuable  for  its  facts,  ,1  is 

8omi'tim<>s confused  in  it.s economics.    Thus  we  liiid  the  following  passMt,.; 

"  I'or  any  .sy.steni  of  taxation  to  be  fair,  it  niu.st,  bear  a  proportion  botli  to 
thi'  benefit  conferred  uimhi  the  taxpayers  by  the  expenditure  of  thi'  tax  mimI 
to  th<'  means  wliich  th>'  person  iM)sses.ses  of  payiuK  the  tax.  It  is,  howcv  r, 
in  all  cases  found  to  involve  insuperable  practical  dilficulti.'s  to  <iiriil  in.' 
both  thi-se  conditions  in  the  iiniM)sition  of  a  tax,  and  it  sccnis  most  usm:iI  u, 
assume  that  the  benefit  d.rived  is  in  proiHtrtion  to  the  ability  to  p,i\,  ,.r 
that  the  ability  to  pay  is  in  proportion  to  the  benefit  de!i\((|.  /n  »,„,'  ,./ 
till-  liMiil  Inxi.s  Ihc  aliUihi  to  imuj  is  the  stiniilnnl  of  l<ixatiim.  In  some,  hour-,. r, 
where  tlie  taxpayer  has  a  definabh'  share  of  the  ben.-fit  of  the  .xpc  inliiure, 
the  pn)portion  of  the  benefit  enjoyed  is  made  the  standard  of  taxaticni  In 
other  ca.ses  both  prin<M)les  are  attempted  to  l)e  combine.1."  p.  4:5. 

As  a  matter  of  fact,  the  only  examples  of  "U'netit"  addue<il  b\  tin  .,,?,!- 
niissiim  are  the  sewc  rs  rate  luid  the  li(?htinK  and  watchin^j  rale.  In  iln  t.r- 
mer  tJK  a.ssessnicrit  by  acreage  is  assumed  by  llie  commissioni  rs  l.i  n  pn- 
s  t  till-  principle  of  bemfit ;  the  assessment  accordiiiK  to  "prolitahN  11.  -.' 
tl,e  priniiple  of  Mlnlity,  This  is  ,1  mistake,  because,  as  we  have  s.  <ii.  1  ,\  1- 
tioii  of  land  by  mere  (jiiaiitity  \\:i.s  at  one  time  everywhere  the  I1-'  ■.! 
ability.  In  the  linliiind  Mud  watehin;;  rale  "both  principles,"  «,■  .,r.  i,.!,|. 
"are  adopted,  lhou>.'li  very  i-jiimily  .anil  ina.le<|Uately."  As  ha-  d^  n  .  \- 
pl.iiiieil,  however,  ill  thet(  \t,  Iher  ■  is  no  (|uisti(,n  here  of  asses.-inent  aivnr.j- 
iiiK  to  special  ben. 'tits  to  p.art ii-iilar  indivi.luals.  Thus  the  only  lAainplrs 
a.liluced  by  the  commission  admit  of  ,1  dilTerenl  iiiterpri'tation,  ai:d  tin 
Iiiissi,,!!  itself  slates  "tli.at  I  he  uhole  (,f  'air  local  taxation  is  iirposeil 
1  >  law,  or  h>  iisa^is  regardless  of  tlie  law,  on  the  same  basis  .as  llie 
rale." 
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tion,  on  faculty  or  ahilitv  t 


Rcncral  tax,  a 


is  (lefraywl  hy  one 
numlKT  of  special  t 
case  we  are  deaiiiig  witii  a  t 


o  pay.    Wlietl.er  the  local  exp<«n(lit 


lire 


s  in  s(,nie  counties,  or  h 


:ixes,  as  in  Kngland,  is  immaterial— 


in  each 


IX  proner. 


But  when  we  leave  th(.  principl,>  of  ahilitv— 


by  prop«Tty  or  by  rental  value  or  I 


as  measured 


to  a  payment  which  differs  in 


)y  any  other  test— and 


each  particular 


is  proi)ortioned  to  the  special  orexelusivc  I 


come 
case,  and  which 


particular  individual,  it  i.- 
:i  very  different  kind  of  eh 


!)cnefit  accruing  to  th 


pparent  that  W(>  are  d( 


dinjr  with 


faculty 

is  not  a  rate  or  tax  except  in  the  wid 


TKe.     Instead  of  the  i)rincij)le  of 


we  now  hav<'  the  principl..  „f  e(|uivalent 


pulsory   charge  levied   l)\ 


The  charge 
ler  sense  that  everv  coni- 


l)ccaus(>  it  ean  1 


)e  m 


Kov.Tiiment   may  he  called  a   t;ix 


iIM)sed  only  hy  virtue  of  tl 


,;  .       4  .  .        ■      •  -  ■■"'  power  of  taxa- 

tion As  we  h.-ive  s(-en  ahove,  hou-.-vr,  the  taxinu  power  mav 
m.ni^.st  Itself  in  different  forms;  a  lo.-al  rate  i^an"  ;  . 
of  one  form,  a  highway  toll  or  a  cah  licen...  fee  of  anotluT   a 

ctterment  charge  of  still  .Mother.      Few  Knglishm...  would 

so  that  a  highway  toll  or  a  .ah  license  is  a  rate  or  fix-  vet  a 

toil  am    a  ta.x  differ  from  each  other  s.-an-ely  more  than"do  a 

'"•al  rate  and  a    ...tterment  ..harge.     .\  |„cal  rate  is  levied  for 

he  ,,urp<.scs  of  the  whol,>  community  or  of  a  definite  class  of 

lie  community,  acconling  to  tl...  priiH-iple  of  .-apacitv  or  ahilitv 

o  pay;  a  highway  toll  or  a  cah  license  fee  or  a  h,.tterment 

'I'arge  i.s  imiK,s„l  on  parficul.ar  persons  for  sp.-cial   benefits 

accruing  to  the  individu.al  .-.s  such. 

Thus  the  problem  is  solv.-.l.  .\  betterment  charge  (or  siHciul 
as^<.ssnient)  is  at  once  a  tax  .aii.l  n..t  a  tax.  It  is  a  tax  in  fh,. 
-n.e  that  ..U  compulsory  ch.arges  are  taxes,  because  thev  are 
i"P<'^"'<  I  .V  ihe  taxing  power  of  goveriun.  nt.  Hut  if  i,>  not  a 
ax  in  the  Ui.rrow.T  and  common  sens,.  „f  ,he  t.-rm.  It  j.  „,.t  -i 
ax  in  ,,.e  sepse  tli.at  the  income  (ax  or  the  house  dulv  is  a  tax'' 

H  no    a  tax  m  the  sense  that  a  local  n,tc  is  ;,  ..x!  it  is  just 

>  much  or  as  httle  of  a  tax  as  a  marriage  lice...  f,...     If  „■<• 

"•r^i>t  in  employing  th.-  t.-rm  tax  lor  .ail  maiuf,.stati„ns  ,.f  the 

taxing  pow.T.  ,t  will  !,..  i„.,...ssary  t,.  ,„!„  a  „.•«•  w.ml  f.,r  t.axes 

^^        ■"     ■     ■>  !..«  |...ss,.ssums  ,n  ll„.  ,..n>l,;'     rf.  ,i„.  h„,|„  „.,,  i,^^^.;, 
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in  the  narrower  senso,  jus  <listinguislu'<l  from  fees  and  special 
tissessments.  It  is  the  thing,  not  the  name,  that  is  important ; 
and  the  confusion  has  arisen  simply  from  the  fact  that  we 
employ  the  same  term,  sometimes  for  the  one  conception, 
sometimes  for  the  other.  Much  trouble  would  be  avoided  if 
the  payment  were  called  simply  a  betterment  charge  or  a 
sp<x'ial  assessment,  U4s  opposed  to  a  local  rate  or  tax.' 

III.  The  Principle 

The  theory  of  the  betterr.ient  cliargc  or  a.ssessment  accordiiiK 
to  benefit.-:  is  vt'ry  simple.  It  re.sts  upon  the  almost  axiomatic 
principle  that  if  the  government  i)y  .some  positive  act  ion 
confers  upon  an  individual  a  particular  measurabl.'  advantasii'. 
it  is  only  fair  to  the  conununity  that  lie  should  pay  lor  it.  The 
facts  may  be  in  question,  for  it  may  hapjien  that  the  particular 
atlvantage  is  only  ostensible,  or  that  the  special  l.t'iiefit  is  not 
measurable.  But  the  facts  being  given,  the  pnii(i})lc  sccni- 
sclf-evident. 

In  our  discus.sion  of  the  .single  tax,  it  was  poinU-'  out  ilni 
there  is  a  distinction  between  unearned  increment  m  kcihciI 
aii<l  the  betterment  principle  in  i)articular.  The  single  tax  on 
land  values  was  found  to  he  inecpiitable  becau.'^e  benefit  is  imi 

'  The  entire  eontention  of  Kaiiinanii,  HillrrmrnI,  Wnrsinunl.  R>r„,j,- 
minl  flH(»4).  p.  :{<)  in  op(M)sition  lo  .Mr.  Hiirri.son's  sliiteinent  that  licti.  r- 
inetit  in  the  1  iiiled  States  has  heeii  decided  not  to  be  taxation,  rests  <>ii  ;i 
failure  to  oljsiTve  llic  (hstinctioii  made  in  the  text.  "SiK'cial  ii.s.sessMii  nt-" 
may  indeed  Iw  -an  exercise  of  tlie  taxinK  power";  and  yet  "bettcrrii' m" 
is  not  ne<-essarily  the  same  thintf  as  •taxation."  So  also  Mr.  Baiiiii.iriir> 
criticism  of  .Mr.  Cripps'  distinction  (pp.  ;{'.t-40)  rests  on  a  complete  miM, in- 
ception. 

Thisi.siiconveniriii  nlace  to  i-all  attention  to  the  errors  in  .Mr.  H:itiiii:iiin  > 
earlier  hook,  liillirm,  ,ii  i  |S'.»:5,>.  He  entirely  misunderstands  .Indue  ( '....!(  v 
111  imattiiiinijthat  th.il  nilhor  coiuli'inns  the  praclice  of  estimalint!  I  lie  !■  iir- 
'<'■'  accruing  to  i  acli  Icit  sep.irately.  .\s  .Mr.  Hosewaler  iioints  mil  ni  i|ir 
I'lililinil  Sriihrr  Qiiiiihrhi.  \iii.,  p.  7ti4,  what  .Indue  Cooley  reall\  ■!  qi- 
proves,  and  whal  is  now  <iiiite  nenerally  held  to  l)e  unconslitutioiii!  i-  iii- 
practice  of  charjjiim  upon  the  alnittiiiK  owner  the  cost  of  the  partiiiil  ■<  ••:<- 
|.i'>'.emiiil  111  front  of  his  lot  only,  without  reference  to  the  bench i-  '  i'il' 
whole  hne  of  tlie  work— in  fait,  without  apportionment .     Irmi-    i  i- 

I'li^cot plion,  .Mr.  H.iiiMi.inn  ha.s  fallen  into  uricMms  (■rn)r.     Me  lU.     .J- 

to  distinKuish  tlie  safe(i,iiards  thrown  about  tlie  exercise  of  eiiiiiieii!  ,i,n;i.ii' 
in  the  Aiiiiriran  I'ommonwe.dths  from  the  procedure  required  m  !■  ini; 
.'-(lecial  assi'ssmi'Mi-  If  i-.  in  most  ea  es,  merely  an  accident  thai  ili'  th- 
ci'dlitiu^  for  till'  l\\(,  open:!'  Kill-  li:i|i|ii-n  I.I  he  joined  together. 

I  lii'P    m  iii,,n\  nilii  I  iiiis(:i!.e-- in  il-..     iiluine,  ,■!>,  fiir  instanc  ■,  till- ■ '  I  •- 
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tiin  gonoral  prmnpl,.  „f  taxation,  ami  hr.au.so,  ov.„  if  it  w.-r,. 
.t  would  not  mean  a  smgl,-  tax.    Th.  hon-fit.  of  Ken^ral  govern: 
mental  action   are  .,uantitatively  unm..:.surahle;    ue  .1      no" 
by  paying  taxes,  purchase  a  definite  anu.unt   „f  a.lvant ages 
from  the  govemm.mt  a.s  we  buy  a  e.Ttain  ,,ua..titN-  of  t,-,  f mm 
the  groeer.      But   if   the  governm..nt    perforn.s   sol      p     " 
servK-e  for  us   there  ,s  ..o  reason  why  th..  puhli.  at  large  si,  Id 
pay  or  ,  :  to  the  extent  that  the  ..onmnn.ity  as  a  whole  is  in, '  ' 
es  e,hn  the  serv.ee.  .t  is  prop.-r  that  it  should  eontril.ute  to  the 
.'xpense      If  ,t   ,s  wholly   a   matt.T  of  eonunon   inter,..,     ,h  . 
.•ommum  y  should  pay  all;  if  it  is  wholly  a  „>a„er  of  ,n,l,vid  al 
l..-neht,  the  mdivdual  .ho.dd  pay  all;  i,   i,   ,.  ,„„,,.  ,,,„  , 
and  partly  md.v„lual,  th.-  eost  should  he  div.de.l  and  ,1, 
I  vulual  should  pay  up  to  the  amount  of  I,,,  n.easurahl..  spe,    d 
bm^t.     In  the  one  ease,  the  exrM.ise  i.  ,„,,  |,v  ,  tax  or  rate- 
.n    he  seeond,  by  a  fee  or  toll,  or  by  a  spee.al  asse 'sn  e,  i    .; 

>t torn^ent   eharge;   in   the   third,    by   a    combination   of     o 
methods.     To  objeet  to  a  bettern.en.  ,.|,ar«,.  b..,,,.,.,.  ,,  ,  „ 
l.'v,,.d  aeeord.ng  to  ,1...  principle  of  abilitv  ,o  p.a^   is  ,.,s  i|K,„i,,.., 
'-  to  I't'J.rl  to  a  tax  because  i,  is  no,  levie. I  according  ,  ' 

of  p  1  c  contnbutum  tin-  test  peculiar  to  another  princijllc. 
Vn,  therefore  the  local  government  (Hrforms  a  defimtc 
a  '  ""I  makes  a  .lehn.te  expen.liture  the  r.-sul,  of  which  is  •, 
■I'Mr  an.l  measur.able  accretion  to  the  valu.'  of  sonw  particdir 
P-'-  of  property,  every  c,.nsi,h>ration  of  logic  and  justice  d', - 
"uii^ls  a  special  contribution  by  the  owner  to  ,irfrav  this  ,.v- 
IMTKliture.  -        ■■    <  .\ 

A<  a  principle,  this  is  really  no  longer  d..bat,able.  Kvrn  ~.. 
|--wrva,,ve  a  bo,ly  as  the  Committee  of  the  Knuiish   Hon.. 

renH  .    T,"""^'   "  '    !'""   ••"'^^"'""'"'-^   "'   upposUion,    has 

r<'<enti\  come  to  the  conelusi(m  that- 

'■The  praKipio  of  Mtern.en,-in  other  words,  the  j>r„„.i,,|,  ,|,at 
!>"r>.-,s  who...  „ro,M.r,y  i.a.^-  cl.-arly  l«.cn  iMcrea.s,.d  in  ,narke,  v;.luc  Iv 
HH  nn„n,ven,cat  effected  by  local  authori.ies  should  s,..cialiv  J.',,,,.,!?. 
;'"■'•  dmt  .s[„.,.i,.,l  as.s,..s.sm<.nt,s  ;,n.  un..,,„>,,t,a,.„ml  i„  .Minnesota  .„    7Vr 

p.  .M)    an,!   ,„a,   A,n,.r„.,.,n  j,„i...s  ,..|l,nv  .,...,.i,..|  ...ss,..s„n„.n.l  f.,r 

;     ;'  n.iu,-  an,.,.  ,,,    I.MM.     ,  ,„  ,,.  so  „,■  ll,„l  ,l„.  san ,nfu.s„.n  a.s 

.1,  !.„  at.,.v,.  ,„  „,.,     .,„,  „,„,.      M,,,,  „f  „„,  ,,,„„,,, ^_^^  ^^^ 
li'MiK  .,r,.  i,>,i  fr.v.doiis  I,,  ,l,.s,.rv,.  AUK  niilv. 
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uto  to  the  cost  of  th<-  iinprovpiucnt— is  not  in  itself  unjust,  and  sucli 
jjersons  can  equitably  !)<•  r('(|iiiro(l  to  do  so.' 

Thi.s  concession  practically  marks  th(>  close  of  the  contc>i 
on  the  (juestion  of  princii)le,  in  Kngland.  The  methods  of 
carrying  out  the  principle  are  indeed  debatable;  hut  in  it- 
broad  lines,  the  theory  is  now  accepted  in  the  chief  (piarti  r 
where  op|)osition  could  be  expected. " 

A  subject  much  di.seu.ssed  in  connection  with  betteriM(  ni 
is  that  of  "worsement."  if  an  individual  has  to  pay  for  ;i 
benefit,  it  was  claimed  that  his  neighbor  .should  be  recoin- 
peased  for  damages  to  his  property,  cau.sed  by  a  i)ublic  im- 
provement. The  committee,  liowever,  decided  that  injur\  tn 
property  was  to  be  taken  into  account  only  when  a  betternimi 
charge  was  imposed  \\\wn  the  same  owner  for  benefits  accru- 
ing to  his  property  in  the  immediate  neighborhood,  by  the 
very  .same  improvement.  Further  than  this  it  was  unwijliiiu 
to  go.  As  it  has  been  w(  II  .said,  it  is  nothing  less  than  a  groteM|Uc 
absurdity  to  suggest  the  creation  of  new  vested  inlerol-  in 
the  perpetuation  of  such  public  evils  as  overcrowded  .mil 
in.sanitary  slums  and  in  circuitous  mod<'s  of  commuiiii-itinn.' 
In  the  Tower  Bridge  Act  of  IS!)."),  as  well  as  in  the  Si.nidiiiu 
Orders  of  the  House  iif  Lords  adopteil  in  .July,  18!)."),  the  \v<x\\- 
imacy  of  "worsement"  has  been  recognize<l,  but  only  witiiiu 
the  al)ove  very  narrow  limits. 

A  plan  sometimes  urged  as  calcuhited  to  attain  the  -;ir!ic 
results  as  the  betterment  systi'in  is  that  of  "recouj)meiit."  It 
has  occurred  that  in  making  an  improvement  the  ni  iniri|i;il 
government  or  other  public  body  has  taken  more  lanJ  '''tii 
was  actually   necessary,   and  after  the  execution  of  tin-  v    rk 

'  Rt'imrt  iif  IIk  Sild-t  i'lininiillie  on  Tairn  I  iniirmrnii  nix,  1,S!(4,  p.  in. 

- 'i'lic  legislative  lii>l()ry  uf  bi'tternient  in  iMiuliirid  is  iiiteresliim.  Th- 
tir.-t  hill  was  the  Stniiiil  Iinprovenient  liill  cjf  IS'.MI,  in  wlilcti  the  !)eti,  rni.  h- 
pnivi.-idiis  ii'.serteil  l)y  ihi-  I,on<l<in  Couiily  ("oiin<'il,  .imi  adoptnl  in  !';■ 
eliairinan'-^  draft  reiMirt.  were  struck  out  l>y  the  Select  ( "(iiuiiiitt.c  ■■!  A'.> 
House  of  ('(imnions.  Tln^  mxl  was  the  Cronuvi'l!  Hoad  Hridnc  liiil  ,,i  \--'>l 
in  wliidi  th<'  hetternient  clause  was  .struck  out  liy  the  cdiMniittn  S  i 
m.-ijiinly  nC  one.  'I'luai  eauje  the  LoiMion  Inii)r.)veniciits  hill  nf  Ix'i:;.  i-n- 
\  id  inn  for  .a  new  central  streei  from  the  Strand  U\  Ildlhorn.  This  |):i-.  i  '!ic 
House  of  Cinunons  hut  was  def.'ate<l  in  the  House  c.f  Liinl-.'  niriiiiir'rt. 
Finally  came  lhc>  Tower  liridtje  Soutlicrn  \pproa<-h  hill  of  |S!»1,  wIik  !i  ■"■  r 
various  inulalions  svas  approval  hy  the  House  of  Lords'  coninilllcc,  o-  i  l"- 
•■anii-  law  ni  hS'.l,").  as  .-)S  and  .V,t  Vict  ,  eh.  cxx\.  In  this  .act  ihi-  p:.-!h.nl 
is  termed  .m  "  improvement  charfre.  ' 

'  ( ;,  H.  Blundi  II,  Lii<;il  Tninluin  uml  Fhhiiht,  1M).'),  p.  'J.j. 
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li.is  sold  rr^  Jaru; 


't  a 


.,    ,,  -igh.r  price,  thus  rotainine  for  tlip  com 

"""■t3-   h.  .^rc„.  n.  .a  value.    In  wa.s  .shown  bylhrte    imom 
-Ion.    he  W.^'  .,.,.,ni,tee  that.  a.s  a  matter  of  fact  TS 
transact. ons  had  ^.u.-AU   ..suited  in  lo.s  rather  than  b  ^n- 
'•■'•       -  «a,s  due  in  large  part  to  certain 
""        rnmittoe  reiwrted    itself  ";,s  not 

-latc,l  to  make  it  su,  IX"     "tj^Z^T'^'''''  '^'l' 

'•''^pnn..ipie,  howev... ... ...  ,^:^r;;:r^':r;s;^ 

.nd  the  recent  successful  ..j^^k  .tion  of  the  princi    e  in  the 
-onstrucfon  of  the  K,u«s  Hi^  ..,  i„  UnuXon  and  in  vllriouc 

pav(«!  the  way  for  what 
American  states  under 


lUt  it  was  claiint.fJ 
il(.t(rts  in  the  hnv 
satisfied  that  it  ha 


•#;.• 


iltywithhetterment 


other  notable  improvenn -It.  ji,;  . 
i-  now  being  stnmgly  urged  m  ,; 
tlir  name  of  "("xcess  condemnatKHi 
It  is  evident,  however,  tliat  ,.■  n 
His  in  (he  details  of  its  executior  in  ti..  '>,itpH  s,..*,..  ,  u  ' 
(".■  sy.tem  has  for  a  long  time  i,....  ^LjT'l^l^^  fZ 
I..™  de,.ned  sufficient  to  approxin...  .^i  to  rbem^t 
inferred.  In  no  .lepamn,.nt  o*  puhi.-  .,„„r.:  ,ti,„  Vk  eve 
poss,l,  .  to  gauge  with  pre,  ision  the  .xaet  n.i:„.,r.  J  .e  i,  li^M d 
"'■'1  '"the  pubhc  purse.     \M,h  .pe.-i.!  :,<...„.„„.-   ....     i      '   ,  '^ 

->  to  reach  substantial  justi,-e.    Th.  de.-.-ion  i.  I,.ft  to  the  1  .«.," 
'onsf.tut...!  authonties,  ami   ,!„■  assun.e.l   ben,.fit,  w      1    fj     , 
K.i,:ic  the  authorities  in  their  .ie..,.,on.  is  uot  alwa  -s  nece  .  ri 
;l.-  oxact  actual  benefit,  a  fair  approximation  to     u^^a    h  ^  ^^ 
W  mnv  cons,,!..red  a,ie„ua,e  lor  practical  purpos  ..  Tl 
n  M,!,,  however,  ha<  i„.,.„  reached  only  after  consi.lerable  expel 

In  Kngland,  on  th,.  other  hand,  wIlt..  tl„.  princiol..  has  onlv 

-■"  M...;n  i„,Pod...ed,  farnu.n   solin,uWeL,r   ,t.^^^ 
"I  •'.<.-.-   of  ,1h.  v,.s,..d    in,..n.s,s   i.  naturallv  stronger 
'  '"•  ':'"">.nttee  reconmH.,.d,.d  ..,  rtain  r„|,  ..  ni,„t  of  whi,.h  have 
'"■'  "  m-nrporated  into  ,h.  Tow.t  JSrid^e  A.-t  ,.,-  IS').^      |    .    ". . , 

;--■.!  to  linn,  theclnr.,.,.,,a.an.o,„,t.fa,.,Ll!;:i 

to  proteet  the  owner  agau.s,  any  possible  abuse  of  ,he  sys,e„>. 

'  "Vn  siiiruiciit  pou.r  has  cMr  v 

■"■'■" !"'-H'--^nl  ,,r  tlir  Itiiiin.Mvl 

"■"''     ll>''Tr>K       ;i   ,.,,11,.,,,     ,^(,j,,|,    ,. 

'■\'' ;  :.i;:ini  .■xpcniliiiiiv  '      /,', 
'    i-    priiiriplr    «.,. 


'•'  Imm-11  i..iv..n  l"lii..l,.r!ilalitti.iritios|„ 
i'i"l"''ii' -  uithdiii    hiiyiti);  out   all  the 


m. 


ii|>h',| 


•-•■ilil;      .iiri„l...l   >0'lli  wa.slcfiil  .•,11,1 
M'     ..I    r.  •  'i,lirMcn,l;lli,wisl. 

,-iiii-iiiii:;,.ti  .1   ain.'iiiliiH'ut   in  Ohio 
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He  must  bo  notifictl  not  only  of  the  propoHod  churgo  before  the 
commeneement  of  th<>  projected  improvement,  but  ulso  of  the 
alleged  inereas*'  in  the  value  of  his  property  within  some  reason- 
able ix'riod  after  the  eomr)letion  of  the  work.'  Furthermore,  if 
the  owner  objects,  the  matter  is  to  be  decided  by  an  arbitrator 
or  a  jury,  the  costs  being  borne  in  general  by  the  local  authority. 
Finally,  if  the  owner  still  thinks  that  the  charge  excee<ls  the 
enhancement  of  value  to  his  property,  he  may  demand  that  the 
local  authority  purchase  the  property  at  its  market  value." 

These  provisions  an'  interesting,  the  la.st  being  almost  identi- 
cal with  the  provisions  of  the  recent  New  Zealand  law  explained 
in  another  chapter.  In  New  Zealand,  it  is  applietl  to  progressive 
taxation;  in  England,  it  is  recommended  for  the  In'tternicnt 
charge.  In  each  ca.se  it  is  simply  a  protection  of  the  individiml 
against  arbitrary  administrative  action.  The  other  provisidii 
as  to  costs  seems  to  be  a  little  unfair  to  the  government,  as  it 
puts  a  premium  on  litigation  and  is  calculatetl  to  interfere  with 
the  prompt  completion  of  the  work.  All  these  points  are,  how- 
ever, matters  of  detail  which  can  easily  be  adjusted. 

The  Tower  Htidge  Act  of  1895  was  the  first  of  the  new  Kn^- 
lish  laws  to  incorporate  the  betterment  principle.  A  few  years 
later  the  same  principle  was  recognized  in  the  I^ondon  County 
Council  Improvements  .\ct  of  1897,^  followed  by  a  similar  act 
in  1899.<  In  fact  between  1895  and  1902  there  were  no  less 
than  nine  London  County  (.'ouncil  Improvements  acts  wliicli 
provided  for  betterment  charges.  But  from  then  to  the  end 
of  the  decade  the  pac»'  seems  to  have  slackened  and  we  find 
no  more  improvement  acts  at  all.  In  1909-1910,  for  instaiico, 
the  receipts  from  betterment  charges  in  the  budget  of  the 
Ix)ndon  County  Council  amountcxl  only  to  the  paltrv  sum  "f 
f:595  out  of  a  total  revenue  of  £11,988.()99.^  Th-  system 
.seems,  however,  to  be  making  its  way  slowly  throughout  ttic 


it 


'  "The  pericMl  should  not  Ix'  so  short  that  the  ofTix-t  of  the  iniprnvcnuiit 
.Duld  not  l)i'  iulc(|UMtely  tcstetl,  and  it  should  not  bo  so  long  .-us  to  iiLiki'  the 
prii|M-|;ty  intended  to  Im'  charKcvl  sutTer  in  its  market  value  hy  the  siis|i(  n.-ion 
of  the  decision  :us  to  the  charKc."  Hiimrt.  no,  :i.  In  the  Act  of  l>!i.")  tin" 
limits  an-  t\veh<'  months  and  three  years.  .W  and  .lO  Vict.,  ch.  c\\\  --cc 
MS  (4). 

-  Rijxrrl,  no.  7.  The  clause  !U  a<lopte<{  in  the  .\et  of  I.SO.'i,  .■*<•(•.  ;iti  M  prn- 
villi's  that  the  option  of  selling  must  he  exerci.sjHi  l»'f(>re  thi'  arhiir  itiuii. 
tK)  and  61  Vict.  ch.  ccxlii.,  sec.  42. 

'  tl'J  and  (>.■?  Vict,  ch  ■■•Ixvi. 

'  Lmdiin  Slnliiitir.t.  I.'iln   t'tlt.  vol   21.  |)    tl3. 
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countrj',  for  tho  IIousinR  an.l  T.,wn  Planning  AH  „f  1000  which 
.8  of  general  apphcation,  contains  the  following  duuse 

;'  Where  by  the  nmkinKof  any  town  planniiiK  .scl.onie  -mv  nrnn»^ 
.s  u.crea«ed  in  value,  the  n.,H.n«ihlo  auU.orities.        "."  ScTE' 
fur   he  purpose  wuhin  the  tin.e  (if  any)  ii.nite,    hv       .    ,  i  ..^ 
sluill  l«  entitled  to  rcvover  fro.n  any  (K-rson  whose  prnn-rtv      so  iV 
.t«u«h1  m  value  one-half  of  the  an.oui.t  of  that  inerlj./' ■ 

Allowanco  moroov.T,  is  mad,,  for  this  in  tho  new  land  value 
taxes  referrcHl  to  below.'  by  the  folknnng  provision:  ''C,",^' 
.•:.p.tal  sum  or  any  instalment  of  a  .-apital  sum  has  b«>n  ,n  d 
o  any  ratmg  authority  in  respect  to  the  iiu-reas.-d  or  enl"u  ■ 
va  ue  of  ,my  lan.l  due  to  any  improvements  made  or  ..t  ir  '    , 
aken  by  the  authority,  the  amount  of  that  (-anit-il  sum  si 
byleducted"  in  estimating  the  inc-rem.-nt  v    ue  duty  "r 
value  duty  or  reversion  duty.-^  ' 

The  benefit  prin<-i,,le,  ev.-n  though  it  is  not  applicable  to 
axation  proper   has  thus  its  und.)ub,ed  pla.-e  in  th.      C- 
local  revenue.    That  it  is  liable  to  abus,-  mav  be  conc.-d     •  •  b  li 
M.  IS  the  principle  of  ability  to  pay.    Taxes",  like  spe      |  .'.s 
men  s,  have  not  always  been  levi<.,l  with  p.-rfe..  fa  r  e        ,  t 
Iw  .leparture  from  fairness  must  in  thes,.  two  .-ases  be  measun 

mn  ts,  a.s  ha.s  already  Ix^-n  pomted  out,^  emlxKlies  a  part  at 
...St  of  the  truth  in  the  unlearne.l  in,-n.me„t  .loctr  „e     I 
Kosewater  puts  the  fMant  admirably  as  follows: «- 
"'•^[K'cial  a-sscssment  undoubtedly  transforms  •,  rcpt..in  n-.n     r  ,1 

;;n.mncc,nen,^oflandvah.csfn.n.anuncar„cj;;;;.n^,:^^'Ztn    :l    :; 
■-.-'"••"t.    It  ,i,H>s  this  at  the  very  ti„„>  that  the  bene       u     . 
nn.hMK  every  ta.nt  of  confiscation  of  vesK.l  intercuts.    T ,  o.'.l  hit 
-y  !.<■  secure,!  the  chief  a.lvanta^.-s  of  the  appropriation  of  1 1,     u,u  c 
.Harnci  ,„,.re„u.nt,  without  destroying  tlu-  healthful  s,i„,„  ,     ari      1 
tr.>.M  the  private  ownership  of  land.!  pro.HTty.    The  total  iiK^I: 
'  I-'l  \  II.,  cli.  xliv.,  sec.  .W,  sub.sc<-.  (,3) 
=  rf  (>(/ni.  chap.  xvii. 
^  Thr  Fuunur  um',  l.'>ln,  An,  mo,  10  F.l.  VII.,  .-h.  viii    .<.,.  ,-5,! 

n -  and  pS-:  L.^'-vi"!' "f::,'  '''''"'''  """'''■^  ">  "-->•■  '-- 

.  '•Ills    1\  11    ..|||,|  Iviii.  '  ' 
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is  flcMom  appropriatcil,  but  only  so  much  as  i»  rcquirctl  to  dpfray  that 
share  of  the  cost  of  the  particular  improvement  which  may  represent 
the  special  benefit  conferred.  We  have  here  no  uncharitable  beKrudt- 
ing  of  all  rise  in  value  due  to  conditions  other  than  those  created  l.y 
the  party  who  reaps  the  advantage.  All  that  is  demanded  is  that  win  n 
a  person  secures  an  enrichment  to  his  estate,  and  the  expense,  if  ikit 
borne  by  him,  must  \x  bonie  by  some  one, — in  this  instance,  the  tax- 
paying  public— he  shall  make  compensation  therefor.  This  is  the  true 
equitable  principle.  The  contributor  pays  not  alone  because  he  ob- 
tains a  benefit,  but  because  that  benefit  is  joined  to  an  expense  t!ic 
burden  of  which  finds  a  fitter  resting  place  upon  his  shoulder',  than 
ujwn  the  shoulders  of  others  not  specially  benefited." 

In  the  United  States  tlie  betterment  principle  has  long  been 
firmly  rooted  in  the  revenue  sy.stem;  and  although  there  may  lie 
particular  eases  in  which  it  ha.s  not  worked  well,  the  evidence 
of  experience  and  the  popular  verdict  as  to  the  methmis  em- 
ployed are  overwhelmingly  in  its  favor.  On  the  continent  nl 
Europe  the  system  is  now  fast  spreading  because  of  the  grow  iti); 
importance  of  municipal  finance  and  of  the  more  careful  aii;il\- 
sis  of  its  underlying  principles.  England,  which  has  taken  tiie 
lead  in  the  reform  of  the  national  fiscal  sy.stem,  earmot  alTord 
much  longer  to  lag  behind  in  the  movement  for  the  jast  distrilm- 
tion  of  local  burdens.  Without  the  application  of  the  bettemunt 
principle,  such  justice  can  scarcely  be  secured. 
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Industhial  (lemocracy  is  rfsponMl.l,.  for  many  rlKiiiKcs  hut 
W^^■  arc  more  significant  than  tliosc effected  in  ti.c" fiscal  nxVliods 
of  recent  times  In  framinK  tl.o.  newer  ;ystems  modc-rn  nations 
have  been  confronted  by  two  fundamental  i)rol)lems.  Tl.e  fir-t 
IS  that  of  hrmgmg  about  gr.-ater  justice  in  distril)uting  th.- 
weight  of  taxation  among  different  classes  of  the  community 
t  ..■  second  is  that  of  correctly  apjwrtioning  tlie  bunlens  among 
the  various  spheres  of  government. 

The  second  problem,  although  of  less  importance  h,  national 
than  m  federal  states,  has  everywhere  attra.t.'d  an  iiKTeasing 
.■.mount  of  attenti.m,  owing  to  the  demands  made  bv  industrial 
iif.'  ujwn  i)olitical  organizations,  and  to  the  growingcomplexitv 
m  the  relations  between  co-ordinate  and  subordinate  govern- 
ments. In  former  times,  when  local  expenditures  were  insignif- 
icant, and  when  the  geographical  aspect  of  industrial  relation^ 
was  .simple  m  the  extreme,  the  question  of  the  due  apfwrtion- 
inent  of  public  revenues  among  ind.-jM'ndent  or  overlat)pinL 
junsdictioas  scarcely  existed. 

Important  though  this  be,  the  growth  of  intlu-strial  democracv 
h;is  brought  into  still  more  promiiunt  relief  the  difficulties  (if 
the  first  probh>m.    Revenue  methods,  as  they  came  down  to  us 
rom  bygone  centuries,   were  defective  ui  one  of  two  wavs 
In  s„me  ciuscs  they  were  simply  survivals  of  a  system  originallv 
ju^t,  but  which  was  calculated  for  more  or  less  jjrimitive  ovo- 
noi'iic  conditions,  or  at  all  ."Vents  for  an  economic  life  which 
uhHher  pnmitive  or  not,   was  fundamentallv  different   from 
'hat  of  mwlem  industrial  soei.ty.     Since  jwlitical  conditions, 
|!"I    herefore  fiscal  measures,  <lei>.>nd  in  la.st  resort  largelv  on 
-"<ial  ano  economi.-  r.  lations,  it  was  but  natural  tliat  the  revenue 
■  v-fein  should  become 
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mate  protr»t«  nxainst  th«'  oontintiancn  of  mcHlia>val  survivals 
in  mcMli-rn  life. 

In  other  ca.Hos,  rrvcnuo  systt-tus  wore  painfully  lacking  in 
anotlicr  way.  It  is  unfortunately  true  that  the  dominant  .soci.il 
cl'iss  ha«  often  suceeedeil  in  stren(?thi'ninK  its  hold  by  thorougliiv 
selfish  fiseal  exjKMlients.  In  such  cas^-s  there  was  no  pretence  .if 
equity  even  in  thi-  original  ini|H)sition  of  the  system.  It  did  iicit 
neetl  to  grow  l)ad,  In-cause  it  was  had  from  the  very  start:  ii 
was  ha.se«l  not  on  justice,  hut  on  might.  With  the  gn)Wth  if 
industrial  democracy,  however,  the  maintenance  of  the  old-tini. 
abuses  became  increasingly  difficult;  one  l)y  one  they  \v(  ic 
recognized  as  such,  to  he  lopjM-d  off  at  the  first  opix)rtunit\ . 
In  order  to  establish  the  l()ng-<lelayed  e(iuitics,  it  was  necess.ny 
not  only  to  \m\\  down  but  to  build  up.  Some,  at  lea.st,  of  tii.' 
recent  changes  which  in  them.selvcs  seem  extremely  radical,  will 
therefore  appear  less  extreme  wlicn  regarded  as  parts  of  a  l.irui  r 
whole — as  a  sort  of  compensation  for  what  there  is  still  left  if 
injustice  in  existing  -ystems. 

Thu.s  it  is  that  tax  reform  is  ever\^vhere  in  the  air.  Demaiid.  ij 
in  some  countries  because  of  the  divergence  between  eeonoinir 
conditions  and  fiscal  met  ho< Is,  it  is  urgeil  in  ol  hers  as  a  conc(  sm.  ii 
to  those  who  have  hitherto  had  less  than  justice.  In  l)oth  cnsr^ 
it  is  a  product  «)f  modem  industry  and  of  mochrn  democracy 

In  this  chai)ter  it  is  pmiMised  to  call  attention  to  the  gnit 
changes  intnxluced  toN.ud  the  close  of  the  nineteenth  ceiilurv 
in  such  widely  different  cduutries  ;is  Kngland  and  Holland.  X.  u 
Ze;iland  and  Prussia  -chimues,  all  of  them  effected  within  .1 
period  of  scarcely  mor(>  th;m  twelve  months,  ;md  springing  fnun 
the  same  general  desire  to  re.ilize  the  principles  of  justice  in  the 
relation  of  the  citizen  to  the  pul)lic  purse 

I.  England 

.\s  in  so  many  other  domains  of  political  .science,  Engi.K:  ! 
has  here  ;igain  taken  the  lead.  The  English  are  not  much  kim  n 
to  abstract  rea.soning  in  i)olitics;  but  in  the  practical  workmi; 
(Hit  of  jH)litical  ideals,  England  has  usually  led  the  way.  lit 
finance  she  h;is  taken  a  similar  le:id.  She  was  the  first  import.iiit 
nation  to  restrict  the  scope  of  taxes  on  consumption  and  In 
introduce  tin-  income  tax;  and  during  the  nineties,  while  siim- 
tist-  the  world  over  were  debating  the  problem  of  l.^sscniiiv' 
tlie  burdens  on  the  lower  and  middle  classes,  she  boldly  inok 
steps  which  in  m.any  other  countries  would,  to  say  tlu'  l.:i~l, 
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hiivo  iR-en  (K'.THf«l  pninatiin-.    Tlw  tl.nr  Rn-at  ivfornis  jMronj- 
plishi.l  in  KnKlniul  in  |«!M  wen-  tlir  .xtciision  of  th.-  ii.h<Titann. 

tax,  the  intHMliictionof  the  pr,.Kn-sNiv.' principl.s  aii.l  111,,  incrfas,. 
of  the  miniinuin  of  suhsistrncr.    Let  iis  (lis(ii,>s  these  in  turn. 

The  i)riiieiple  of  the  inheritance  tax  was  not  new  in  Knglaiid' 
l)Ut  it.sap|>lieation  liad  iiilherto  heen  very  unsatisfactory.    What 

are  K«'nerally  called  the  <h.afh  rhities  W(«re  u!itil  the  recent(hanK<- 
composed  of  t'le  foliowintr  elements:  (I)  prohate  duty,  a  tax 
of  al)out  three  [mt  cent  on  iiersonal  i)roperly  passing  hy  will  or 
intestacy;  (2)  M.'c..unt  duty,  a  similar  tax  on"  gifts  of  personalty 
(••{)  legacy  duty,  practica.ly  a  t.ix  on  coijjitera!  successions  "to 
person.'ilty,   gr.nled   according   to   relation-hip;    (4)   succe-si„n 
duty,  a.s  altered  in  ISSS,  a  tax  on  re.ilfv,  s.ttle.|  personalty  and 
Ica^chold.s,  with  higher  rat<s  for  coMat.Tals  than  for  lineals;  (5) 
estate  duty,  an  additional  tax,  sime  ISS<»,  of  one  per  cint  on  all 
csfjites,  real  and  p<rsonal,  over  L'lO.tHK).    These  five  faxes  really 
consisted  of  two  classe-:  the  one,  represented  hv  the  j)rol)ate 
duty,  heing  a  tax  on  the  total  amount  of  the  projMrtv,  irrespec- 
tive of  the  manner  in  wiiich  it  was  divided,  or  of  the" persons  to 
whom  it  went:  the  other,  represented  |,y  th.^  legacv  and  succes- 
sion duties,  l)eing  a  fax  not  on  the  l>ody  ,,r  the  estate,  hut  on  the 
s('i)arate  shares  received  l.y  (•..||;iterals  and  outsiders.    These  five 
ta.xes  constituted  a  complex  whole,   hrisfling  with  anomalies 
and  imnpiaiilies,  of  which  the  most  importiint  was  the  distinc- 
tion made  l)etw.'<>n  realty  .and  personalty,  the  latter  not  only 
Ix'ing  taxed  more  heavily,  hut  heing  subject  to  more  complicated 
and  l)urd.>nsom<'  rul<-s.    Tlw  .-icf  of  1S«) 4  '  en.leavored  to  remove 
tlicse  mwiualities  hy  imj)osing,  in  lieu  of  i..,,vt  of  the  jm-viously 
existing  ta.xes,  ;i  new  estate  duty. 

This  estate  duty  is  a  tax  on  th'e  capit.-d  value  of  all  property, 
real  or  personal,  which  passes  on  the  death  of  anv  person.  The 
taxes  abolished  are  the  pn.hafe  duty,  the  account  dutv,  the 
'Mate  duty  of  18.S1).  the  succession  duty  on  lineals  and  the  addi- 
tional successiim  duty  of  I.SSS,  all  of  wiiich  merged  int.,  the  new 
I  -tate  duty.  The  only  old  duties  which  continued  v ere,  as  we 
-tiall  expl.ain  in  a  monii^nf,  the  legacy  <luty,  and,  in  certain  cases, 
till'  succession  duty. 
Inder  the  former  svstem  personi 
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capital  value,  hut  ji<a!ty  was  estimated  at  a  fictitious  sum  accoAi- 
ing  to  the  annual  valut  and  the  varying  degrees  of  interest  in  itie 
property.  In  some  cases  the  tax  was  charged  only  on  the  \  alu.' 
of  a  life  interest  in  the  property;  and  v»here  there  was  ?io  anmiiil 
value,  as  in  th(>  case  of  lands  held  for  speculation,  there  was  no 
tax  at  all.  All  these  differences  were  removed  by  the  new  lax, 
which  is  levied  on  the  market  value  of  the  property.  In  th, 
same  way  the  tax  on  realty  could  formerly  be  paitl  in  instalments, 
while  that  on  i)ers()nalty  was  paid  in  a  lump  sum;  but  now,  in 
order  to  equalize  the  taxes,  interest  is  charged  on  the  amount > 
remaining  due  until  the  final  instalment  is  paid.  Agahi,  whereas 
formerly  the  instai.,ients  payable  on  realty  lapse;l  with  tlie 
death  of  the  person  i)rimarily  liable,  they  are  now  a  charge  on  the 
estate  and  cannot  be  avoided.  Finally,  the  tax  applies  to  all 
death-b<>d  gifts,  which  are  defined  to  com])rise  any  gift  of  realty 
or  personalty  made  within  twelve  months  of  death. 

It  is  somewhat  confusing  to  find  side  by  side  with  this  estate 
duty  a  so-called  settlement  estate  duty;  but  the  explanation 
is  simple.  It  is  a  common  pr:ictice  in  England  to  tie  up  ]itu\)- 
erty  l)y  means  of  settlements,  so  that  the  beneficiary  is  nut 
;it  lilxTty  to  disjiose  of  the  property  itself,  but  enjoys  oiilv 
some  interest  in  it,  whether  for  life  or  for  a  term  of  ye.ars.  It 
is  readily  perceived  that,  if  each  In-neficiary  were  called  ujion 
to  pay  the  tax  on  the  total  value  of  the  estate,  an  injusticr 
would  result,  especially  if  there  should  be  more  than  one  dev- 
olution under  tlie  same  settlement.  It  is  therefore  jH-ovided 
in  the  new  law  that  the  estate  duty  shall  be  payable  only  oiiee 
on  the  value  of  the  property,  which  shall  then  i)e  exempt  fnnu 
further  payment  during  the  continuance  of  the  settlemeni. 
In  consideration  of  this  exemi)ti(>n  and  in  order  to  obviate  in 
part  any  dimi'iution  in  the  total  yield,  an  .•tdditional  tax  nf 
one  per  cent,  .tiled  the  settlement  estate  duty,  is  inii)osed  ^n 
the  i)rincipal  value  of  the  i)roper1y  so  settled.  .\n  exceptinu 
is  made  in  the  case  of  luisbniids  and  wives;  and  it  is  furth.  r 
])rovided  tliat  the  ;id(iitioiia!  duty  shall  not  be  payable  mkmv 
than  once  during  tlie  continuance  of  the  settl(>ment. 

.\nother  point  worth  mention  involves  the  (juc'stion  of  douMe 
taxation.  In  the  original  draft  it  was  proposed  to  tax  ti'- 
property,  whercNcr  situateil.  of  a  jxTson  domiciled  in  (Ire.i 
Britain.  It  wa>  jxtinted  out.  however,  that  this  miglit  involve 
double  taxation  where  the  foreign  country  itself  imposed  .:n 
inheritance  tax  on  ;lie  jjfoperty  lying  witinn  its  borders.      I'e 
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l)ill  ■Ails,  therefore,  amended  so  as  to  permit  the  amount  of 
tlie  foreign  tax  to  hv  <le(hicted  from  tlie  sum  i)ayal)Ie  l)y  the 
estate  in  Kngland.  This  is  a  simple  solution  of  th(>  ((uestion. 
It  may  also  he  added  that  the  tax  does  not  apply  to  projierty 
left  to  the  central  or  loeal  frovernnients,  to  universities,  to 
certain  pensions,  or  to  single  annuities  not  exceeding  f2o. 

The  most  significant  feature  of  the  new  estate  duty  was 
the  final  accejjtance  of  the  graduated  scale  <»r  the  system  of 
|)r()gressive  taxation.  I'nder  the  preceding  laws  there  was 
indeed  an  exempticm  for  very  small  sums;  hut  that  did  not 
mean  i)rogressive  taxation  proiKT.  In  the  law  of  185)4  the 
tax  hegan  with  a  rate  of  one  per  cent  and  increased  in  twelve 
successive  stages  until  it  reached  eight  per  cent.  Estates  under 
L'lOO  were  not  taxed  at  all;  from  I'KH)  to  foOO  the  rate  was  one 
))er  cent,  hut  so  arranged  that  estates  under  L'30()  made  a  fixed 
payment  of  '.iOs.,  while  estates  hetween  CUH)  and  £o()0  w.'re 
charged  a  fixed  sum  of  oO.s.  Ohviously  the  rate  was  more  than 
line  per  cent  on  the  lower  figures  of  each  class.  AI)ove  £")()('■ 
the  rate  increa.<ed  until  the  maximum  rate  was  reached  at  estates 
nver  one  million  pounds.'  liven  these  figures  do  not  adecjuately 
represent  the  real  charge;  for  it  must  he  rememhered  that, 
iii  addition  to  this  new  estate  duty,  there  still  exist  a  legacy 
iluty  and  a  successicm  duty.  The  legacy  duty  is  a  tax  at  the 
r.ite  of  three,  five,  six  and  ten  per  cent,  grade<l  according  to 
rriationshi])  on  jxTsonal  i)roperty  going  to  collaterals.  The 
^U(•ces.sion  duty  as  changetl  i)y  the  same  law-  is  a  similar  tax 
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;ipplical)l('  to  realty.  The  two  duties  togetlier  form  a  collateral 
inlicritance  tax.  whieh  must  he  psiid  in  addition  to  the  estati 
duty,  with  the  important  exception  that  estates  not  exceediiin 
tl,()(H)  are  subject  only  to  the  latter.  The  net  result  is  that  in 
the  law  of  18!t4  the  rate  of  inh(Titance  tax  varied  from  one  1o 
eighteen  per  c(>nt  of  tiie  value  of  the  proix-rty. 

These  are  remarkable  figures,  considerably  exceeding  tho^(■ 
to  be  found  at  that  time  in  any  other  important  country.' 
When  almost  one-fifth  of  tlu'  property  is  taken  by  the  state. 
as  is  the  case  with  larpe  fortunes  poing  to  outsiders,  we  are  a])- 
proaciiing  lientham's  principle  of  esclieat.  ( 'otMi)arcd  to  the  jial- 
try  a':M)unts  levied  by  inheritance  taxes  in  America  at  that  tiiiic 
the  Engli.sh  figures  are  certainly  striking.  Tiie  introduction  nf 
the  progressive  ])rinciiile  was  indeed  iiotly  opposed,  and  the  ( r\ 
of  socialism  was  raised,  but  all  in  vain;  for  the  ( 'liancelior  of  tiir 
Exchequer  regarded  th(>  principle  of  progression  as  firmly  estali- 
lished  by  the  weight  of  recent  economic  authority.  He  even  W(  nt 
so  far  as  to  say  that  it  was  ecjually  applicable  in  princi])le  to  tln' 
income  tax,  and  that  the  sole  n^ason  for  his  not  introducinji  il 
there  was  of  an  administrative  nature.'-  The  definite  acceptaiici' 
of  the  ])rogressive  principle  in  ICnglish  jiolitics  marks  a  mo-t 
important  .stc])  in  the  history  of  i)ul)lic  finance.'' 

Side  by  side  with  this  extension  of  the  principle  of  ability 
to  pay.  went  its  enlargement  in  another  direction,  rndcr 
the  inheritance  tax  the  hirge  amoimts  have  to  nay  increasdl 

Hut  as  linciil  i.ssiic  ;m<l  ancestors  were  cxcniplcd  when  tlic  property  p:ii'l 
prol)iiti'  diily.  so  tlic  cxciiiption  now  coiitiiiiics.  since  the  new  estate  ilui'. 
replaces  the  olil  i)rol)ate  duty.  Th(>  succe-sion  wa.s  levied  at  a  hijrlier  v:ii'  . 
and  iit\diT  dilVerent  conditions;  but  it  is  now  <'xaetly  the  same  as  the  lei;.i'  v 
duty.  They  are  maintained  as  separate  duties  simply  he<'ause  of  the  Im"I\ 
of  let:al  decisions  that  lias  crown  around  them. 

'  In  some  of  llie  .\ustralian  colonies  the  rates  were  slinhtly  liif;her.  In 
Victoria  estates  of  t,'llM).(KM)  paid  ten  percent  direct  tax;  and  in  (,!uceii>l;iii  1 
the  hiiiliest  rale  for  collaterals  was  twenty  per  cent.  The  Swiss  canlon  if 
t'ri  went  even  hifiher. 

-  In  answer  to  the  tpK-stion  why  the  income  tax  sliouM  not  he  uradua'  1. 
he  replied:  ■'In  principle  there  1^  nothing  to  he  said  atrainst  such,  a  sysii  ifi; 
imleed  there  is  every  arv:uinent  in  its  favor.  The  difliculties  which  lie  in  '~ 
way  are  of  an  ailministralive  and  a  practical  nature,  which  .as  yet  I  li  ■' 
not  lieen  able  to  find  means  to  overcome."  —liu'tijii  SihccIi.  Ajuil  /'•,  /'  ■  . 
Hans  ird.  p.  .'lO'J. 

'The  fear  that  the  new  lax  portended  a  hreakinu  up  of  the  lar^ie  lani'  I 
estiiti  s  turned  out  to  he  firoundless.  The  lawyers  soon  devise<l  scheiic  -  "I 
.seitlrnieiit  which  succeeded,  in  part,  at  least,  in  mitinutiiig  the  riiior  of  '!i'' 
lav. . 
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rates;  in  the  iiiconu'  tax,  where  this  was  deemed  imi)ra(ti 
cable,  a  somewhat  similar  result  was  n'ached  l)y  makiiifr 
the  smaller  amounts  pay  deereased  rates.  As  a  result  (if 
sueeessive  ehanges,  the  tax  had  been  so  arraiip-ed  that  in- 
comes helow  Cl.")()  were  entirely  exempt,  while  int  (<in(  s  between 
£'1.5()  and  L"4()0  received  ;in  abatement  of  L"12().  I'nder  the 
new  law  the  desire  to  ea^'  the  burdens  <m  the  lower  classes 
resulted  not  only  in  an  increase  of  the  total  exemption,  but 
in  an  addition  to  the  abatements  and  in  .an  enlarRcment  of 
the  classes  to  which  abatenu'Ut  is  accordcMl.  The  limit  of 
total  exemption  was  now  fixed  .at  I'KiO;  in^-omes  between  i"l()0 
and  £400  received  an  abatement  of  I'UiO;  while  incomes  be- 
tween £400  and  £.')00  were  jxTmittetl  to  deduit  L'KO.  To 
use  technical  language,  while  the  progressive  princijlc  was 
intrcMluced  in  the  inheritance  tax,  the  degressive  i)rin(  if  Ic  was 
extended  in  the  income  tax.  IJoth  are  manifestations  of  the 
idea  of  graduation,  according  to  the  doctrine  of  faculty  in  taxa- 
tion.' 

One  other  ch.ange  d.  starves  mention.  The  landowners  made 
a  strenuois  op])osition  to  the  equalizatiim  of  the  "death  duties," 
maintaining  that  real  estate  already  i)aid  more  than  its  share 
ia  the  shape  of  local  rates.  To  this  objection  two  argmnents 
were  opi)ose(l.  In  the  first  place  it  was  by  no  means  proved 
that  the  weight  of  the  local  t.axes  rests  on  the  landowners. 
Not  only  were  the  ta.xes  levied  im  the  occupier,  so  that  the 
incidence  was  only  i)artly,  if  at  all,  on  the  owner;  but  the  land- 
owner was  largely  exemjjt  from  what  are  known  in  America 
as  special  assessments.  Secondly,  it  was  contended  that  there 
would  be  a  better  prospect  of  securing  an  e(iuitable  system  of 
taxation  if  each  tax  were  made  just  in  itself,  without  regard 
til  the  others.  Yet  attention  was  so  far  i)aid  to  the  cry  raised 
bv  the  landowners  as  to  lead  the  government  to  diminish  the 
I'lirden  of  the  inccmie  tax  resting  on  them.  It  had  long  been  a 
tiitni)laint  that  real  estate  was  assessi'd  in  schedule  A  at  its 
^'niss  income,  not  at  its  net  income,  thus  not  permitting  de- 
ductions for  repairs.     Under  the  new  act  the  assessment  mav 
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'  A  U'w  ycnrs  later,  naiiiclv  in  ISiW,  this  iirinciplc  was  .still  furtlicr  cx- 
t'  :i.ii(|.  The  ahatciiicntson  iiicoinrs  l)olo\v  tKM)  reiiiaincd  I  he  same,  l)iit  on 
iiiriiim's  from  tl(H)~.')(M»  ih..  ahat.'ment  was  incrca-scd  from  tJlOO  to  CyrA); 
.111.1  two  now  pradcs  were  iiitnMlilccil.  incomes  between  L".")()()-C.OO  enjoyinij 
:i'i  abatement  of   Cl-'O,  and  inecmies  between  tiiOO  and  f7(K)  reeeivini:  m 

i--::U-liietlt  uf  £100. 
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1)0  rcducod  hy  one-eight li  in  the  case  of  farms,  and  l)y  one-sixth 
in  the  ease  of  other  buildings.  Tliis  is  at  onee  a  sul)stantial 
eoneession  to  tlie  landowners,  and  a  deeided  improvement  in 
the  theory  of  the  tax  itself.  Hut  the  change  in  schedule  A  and 
the  great  extension  of  the  exemiition  and  al)atements  immiised 
so  materially  to  diminish  the  yield  that  it  was  deemed  necessary 
to  increase  the  rate  frtmi  sevenpence  in  the  pound,  or  less  than 
three  per  cent,  at  which  it  had  stood  some  time,  to  eightpence, 
or  three  and  one-thinl  per  cent. 

Finally,  attention  must  he  called  to  the  provisions  affecting 
the  relation  lietween  local  and  national  revenues.  For  sonie 
time  there  has  been  growing  dissatisfaction  with  the  burden 
of  local  taxation.  Heginning  in  the  thirties  an  attempt  wa- 
madc  to  remove  tliis  in  part  by  the  device  of  grants-in-aid, 
or  sul)sidies  from  the  general  government  to  the  local  bodie-. 
which  were  increased  from  time  to  lime.'  In  1888.  Mr.  (io- 
schen  altered  the  arrangement  l)y  allotting  to  tin;  local  bodie- 
certain  definite  revenues  hitherto  accruing  to  the  imperial  g(>v- 
ernment.  These  consisted  of  the  greater  part  of  the  exci-c 
licenses,  henceforth  known  as  local  taxation  licenses,  and  in 
addition  one-half  of  tlie  probate  (hity  as  then  levied.  Tin 
law  of  18*)4  virtually  maintained  this  arrangement  by  ai)i)ni- 
priating  out  of  the  new  estate  duty  to  the  redviction  of  locnl 
taxaticm  ;i  sum  of  one  and  one-half  per  cent  on  the  net  vaiui 
of  the  i)roperty  which,  but  for  the  substitution  of  estate  duty, 
would  have  been  chargeable  with  probate  duty.  Sir  William 
Harcourt  maile  no  attempt,  however,  to  reccmsider  the  who!." 
question  of  the  relation  l/etween  general  and  local  taxes,  but 
expressly  left  it  open  for  fut\ne  discussion.  Further  considci- 
ation  of  this  jujint— perhaps  the  only  important  point  in  whirh 
the  I'lnglish  system  is  still  defective— cannot  much  longer  !  r 
delayed. 

It  inay  be  interesting  to  note  the  financial  results  of  tlu-r 
measures.  While  the  income  tax  at  the  old  figures  was  in- 
timated to  produce  slightly  over  fifteen  millions  sterling.  l!ic 
increase  t)f  rate  was  alnu)st  coin\terb:ilanced  l)y  the  chain;'- 
above  alludeil  to.  Tims  while  in  ISIH  the  yiehl  with  a  7»/.  ri''' 
was  i:ir),:i;}7.(K)().  in  1S<».")  with  an  Sr/.  rate  the  yield  was  oiil.v 
l"l."),S.')(>,(KM).  On  the  other  hand,  whereas  the  "death  ilutir-" 
liad    been   yielding   about    CIO.OOO.OOU,    tiie   new   system   (-1- 

'  l'(ir  :i  ilctMilcil  liistorv  of  tlicsc  sec  Cirirc,  XhHoikiI  mi'l  l.onil  I'ifi"'  •■. 
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si(l('ral)Iy  increased  t.ic  yield,  so  that  in  18'.t.')-!M)  tlie  rcvcnun 
.•iinouutiHl  to  over  fourteen  millions  sterling.  As,  liowovcr,  about 
two  and  a  lialf  millions  went  to  the  reduetion  of  local  ttixation, 
the  net  increase  to  the  imperial  treasury  was  not  very  fjreat. 
The  new  measures  were,  therefore,  intended  not  so  nnicli  to  pro- 
duce more  revenue  as  to  introduce  morr  justice  and  to  e(iualize 
the  burdens  on  the  various  classes  of  taxpayers. 

The  new  liudj^et  thus  marki'd  a  turniiiff-p.  Int  in  ImikHsIi 
finance,  and  proved  itself  very  popular.'  To  have  swept  away 
the  anomalies  of  a  great  system  of  taxation,  to  have  definitely 
introduced  the  principle  of  progression,  t(j  have  removed  in- 
r(|ualities  in  the  income  tax,  and  to  have  greatly  increased  the 
minimum  of  exemption,— these  are  achievements  on  whii'h  any 
linance  minister  might  pride  himself.  The  name  of  Sir  William 
Harcourt,  it  may  safely  ho  affirmed,  will  not  be  forgotten  in 
the  annal.s  of  British  fhiance. 


1, 


II.  New  Zealand 

While  England  wa.s  Ixittling  with  these  problems,  a  similar 
movement  was  going  on  at  the  antipodes.-  In  X(!W  Zealand, 
:i-  in  all  early  communities,  the  original  source  of  revenue  was 
I  lie  general  property  tax.  Hut  this,  having  obviously  become 
unsuitable  to  modern  conditions,  was  modified  in  several  direc- 
tions. The  three  imi)ortant  changes  in  the  eariy  nineties  were 
i!ie  enactment  of  the  income  tax,  the  ado^)tion  of  tlie  system  of 
graduation,  and  the  exemption  of  improvements  from  the  land 
i.ix. 

The  first  step  in  the  movement  was  the  jias.sage  of  "The  Land 
•  iiul  Income  Assessment  "  act  of  ISUl.'*  A  tax  on  land  values  had 
i'lcn  imposed  as  far  back,  as  1878.  The  rate  was  one  halfpenny 
111  the  jiound  on  tiie  capital  value  of  all  real  estate,  less  the  as- 
-i-sed  value  of  the  im[)rovcments.  This  law,  however,  proved 
til  he  very  unpctpular,  as  a  hardship  upon  the  farmers,  .\ccord- 
iiiirly  in  the  following  year,  1879,  the  land  tax  was  abolished  and 
M  as  replaced  by  a  general  proiK>rty  tax  of  one  penny  in  the  pound 

'  The  i.s,-!uc.s  in  the  dcctonil  (';iiiipai(iii  of  ISi).")  did  ikiI  turn  on  the  biiduct. 
Bolli  p:irti('s  were  i-oinniitlcd  to  tlic  income  tax,  to  thi'  "death  duties." 
tn  !rie  |)i-inei|)le  of  Kratluation,  aiiil  to  tlie  refoiiri  of  local  taxation. 

The  pn'.'-cnl  diapter  deals  only  with  \e\v  Zealand.     I'or  the  inoxcniont 
ill  \u^tralia  proper,  see  the  followinu:  chapter. 

.\n  act  to  reirnl.ite  the  as.sessnieiit  of  land  and  income  for  the  piirpo.se.s 
•>i  luxation.     Sept.  S,  lS.\^\. 


'.^1^^' 


ii 


i  ^••' 


MIO 


HSSAYS   /.V    TAXATIOX 


liSffii 


oil  nil  propj'rty,  rciil  and  ihtsoiuiI,  over  £")00.  AlthoiiKh  this 
t:ix  woikcil  fairly  well  at  first,  it  soon  followed  the  usual  liistory 
of  the  licni'ral  proiHTty  tax;  ami  as  personal  |)roiM>rty  slipped 
ovit  of  t lie  assessment  lists,  the  harden  came  to  he  felt  severely 
hy  the  farmers.  Aeeordin>i;ly,  after  a  lonj?  agitation,  the  general 
proiKTty  tax  was  in  turn  abolished.  Although  the  new  law  of 
IS'.tl  imiu)sed  a  tax  on  land,  the  government  was  careful  not 
to  repeat  the  mistake  of  IS7'.»,  and  therefore  coupled  with  the 
land  tax  a  tax  on  incomes  from  all  other  sources  than  land.  Tiie 
income  tax  and  the  land  tax  were  really  distinct  measures, 
although  they  were  generally  coupled  together,  and  were  de.ilt 
with  in  various  sections  of  the  same  act;  hut,  although  dis- 
tinct, they  were  complementary.  In  framing  a  sdieme  of  in- 
come taxation,  three  possible  methods  may  be  followed.  We 
may  attempt  to  reach  the  income  as  a  whole,  from  all  source-, 
ami  have  a  general  income  tax;  or  we  may  separate  the  sour(es 
of  income  and  levy  a  distinct  tax  on  each,  as  on  land  ineonu-. 
on  business  incomes,  on  i)r()fessional  incomes,  and  so  forth: 
or,  thirdly,  since  the  yield  of  land  everywhere  forms  so  importniii 
a  share  of  national  income,  we  may  split  the  tax  into  only  two 
parts,  one  of  which  endeavors  to  hit  the  income  from  laud, 
while  the  second  is  intendetl  to  reach  all  the  other  forms  of  in- 
come. Since  the  selling  value  of  real  estate,  in  modern  ct!iii- 
nnmities  where  land  is  continually  bought  and  sold,  is  ai)prnxi- 
mately  the  caintalized  value  of  the  income,  it  makes  little 
difference"  whether  we  assess  the  land  on  its  income  value  or  on 
its  ])roperty  value.  New  Z(<aland,  following  the  example  of 
some  of  the  Swiss  comnum wealths,  adopted  this  third  nietliod; 
that  is.  New  Zealand  endeavored  substantially  to  reach  thi' 
entire  income  by  levying  a  land  tax  on  the  capitalized  inconn' 
from  land,  and  by  assessing  the  income  from  all  other  souivr. 
tiirough  the  so-called  income  tax.' 

The  income  tax  is  levied  on  cori)orations  (or  "companii-" 
and  individuals.    The  former  are  taxed  on  their  net  income,  lut 
the  security  holders  are  then  exempt.     In  most  eases  profit- 

'  TIk'  coldiiy  of  \i(l'iri;i  .shortly  tliorciiftor  followed  the  other  principle  in 
Icvviiin  ;i  ficnrrul  iiicninc  tax.  Hy  "the  .\ct  to  impose  a  Tax  on  Inconi'  - 
.I:ui.  2'.K  \S'X,,  incnniis  Ix'low  £2(K)  were  free;  on  incomes  from  jiersoii.il  ■  \".-- 
tion,  llie  nite  w.is  f":.ri)enee  per  pound  up  to  l'l,2(K),  sixp<'nce  per  pouiio'  m|i 
to  t-'.JOU,  anil  einlilpenee  per  pound  on  larger  amounts;  on  incomes  from  'In 
pro(hiie  of  properly  witliin  N'ietoria  the  rates  were  exactly  doulili'.  Ti  ■  - 
rates  were  .suhsecjuently  ehanited  in  lOIKj-ri,  jihhouuli  tlie  principlr  '.^i^ 
retained. 
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from  mortKan.'s  arc  not  iiic'iidcd  in  inc(.mf,  hccanM'  niortftaRcs 
arc  treated  as  interests  in  land  and  are  aeeordin^lv  -iilijeet  to 
the  land  tax.' 

Individuals  are  assessed  on  their  income  derived  either  from 
hiisiacss,  or  from  employments  or  emoluments.  'J'his  last  eate- 
Kory  is  very  hroad,  ineludinK  r)rofits  from  "the  e.xercise  of  any 
|)rofi-ssion,  emi)l()yment,  or  vocation  of  any  kind,  or  from  any 
salary,  wages,  allowances,  pension,  .stipend,  or  cliarKc  or  annuity 
of  any  kind  not  cliarKcd  on  lan<l."  In  order  to  prevent  double 
taxation,  howev.T,  it  is  provided  that  when  anv  business  or 
other  income  is  d.Tived  from  land,  a  sum  e(|ual  to'  five  per  cent 
on  the  value  of  the  land  a.s.sessment  may  he  deductetl  from  the 
taxable  income.  Not  only  private  eori)orations,  but  all  local 
authorities  ;  nd  individual  employers,  are  rcfiuired  to  furni>h 
full  lists  and  s.alariesof  ptTsons  em|)loyed  by  them.  The  income 
tax  is  payable  only  on  the  excess  over  aiK),  and  certain  minor 
deductions  are  allowed.  The  rate  is  fixed  by  periodical  acts, 
accordinR  to  the  needs  of  the  colony;  in  \m.V-  it  was  fixed  at  a 
shilliuK  in  the  pound,  or  five  per  cent.  In  the  case  of  private 
individuals,  incomes  from  t;i(H)  to  Cl,(MM)are  charged  two  and 
one-half  per  cent,  while  the  full  rate  is  assessed  onlv  on  the 
excess  above  l1,(MK);  in  the  case  of  corporations  the  rate  is  uni- 
lormly  five  per  cent.  The  W(M)  exemi)tion  is  accorded  only  to 
persons  domiciled  or  jwrmanently  resident  in  the  colony. 

The  second  half  of  th(>  K'Tieral  scheme  of  taxation  is  the  lan.l 
tax.  An  important  and  v.aluable  feature  of  the  law  is  th(>  treat- 
raent  of  mortgages,  nliicli  are  regarded  for  the  purposes  of  taxa- 
tion as  real  estate.  The  landowner  is  taxed  on  the  value  of  the 
l.ind,  less  the  amount  of  the  mortg;ige  which  is  requin-d  to  be 
ivmstered;  and  the  mortgagee  is  taxed  on  the  value  of  the  mort- 
S-Mge.  Land  under  C.IOO  in  value  is  exempt,  and  accordingly  the 
iX'TOption  is  accorded  to  mortgages  of  the  same  amount.  '  The 
ni'jrtgagc,  hoAvever.  is  ass<-ssed  to  the  mortgagee  at  its  actual 
valui — a  provision  of  inii)ortance  when  the  value  of  the  security 
•I'Ms  not  equal  the  mortgage  di-bt.  The  result  is  that  the  goverii- 
riunt  gets  its  tax  on  the  whole  value  of  th<>  land,  that  there  is  no 
<l"ui)le  taxation  on  the  mortgagor,  and  that  the  mortgagee  or 

■  Hut  umlor  a  later  amendment,  bimkini:.  lonn,  biiiMinn  :inil  investment 
"""iKiMies  must  inclu.le  in  llieir  return  nf  itie.ime  the  ineonie  fnim  mi.rt- 
>:  -'  -.  and  :iro  liable  for  iiieume  l;i\,  n.it  lor  hind  t;i\.  (  T.  il,,-  Land  and  In- 
'■'■'  Assessment  Aet  Amendment  A.l,  ( )(l .  _•.  |s!i:j. 

^n  Aet  to  impose  a  I.an.i  Ta\  .md  .cr,  ii.- u.ue  i'.-ix,  net.  ii.  lV);i 
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owner  ..f  i..TM.ual  pr,.|UTt.v  l.K.nr.l  ui.  \Ur  ian.l  imist  l.rar  ..^ 
,lu(>  slian-  of  taxali.m.  Tl.r  h.xv  -luo  nut  altrinpt  to  .•oiiMd.  , 
tlir  .illiiiu.tr  in.i.l.'ii.T  of  tl...  t:.x.  Tl..'  i.rovis.oi.>  apply,  :.• 
,,„i„„.,l  ...It  aluAV.  t..  .•oiporatinii-  a>  w.ll  a>  to  iii.liv..hial>,  with 
the  exception  of  l.aiikinn  aiul  loan  a>.-oeiation-. 

\n  inien-tinn  Mctioi.  i-  tl.at  .1.  .iliiiK  with  th.-  tax  on  iinprovr- 
ni.'iit-,    whi.h   aiv  .1.  iine.l   to   in.lii.l.'   ■•h...is.'s  aii.l   ImuMiii- 
f.'iicii.n,  l)lantii.ti.  .haii.inn  of  laii.l,  elraiinn  Iron,  tmil.er,  hh:I 
orf.Tii.  lavinji  -lown  in  Kia-^..r  i.mM.iiv,  an.l  any  other  im|.nA. 
nieiit-  whatMM'V.r.  the  iML.lit   of  NNhieh  is  nh..xliail>te.l  at   iL 
time  of  valuation."    In  tlworiuinal  law  mk'I.  in.IM'ov.-in.'iils  w.  n 
exenii.te.1  up  to  th.^  vain.' of  fi^.tHK);  l.iit  nn.l.T  th.' an.en.lni.  i.i 
of  KS!t:{  the  ex.'inption  was  exteii.le.l  to  th.'  valii.'  of  all  iinprn\ , 
inent>,  of  whatev.T  an.oniit,  tlw  tax  lu.w  heinn  l.vie.l  only  ■  ,, 
the  l.are  value  of  the  Ir.n.l.    Th.'  sinniiican.'.'  of  this  ehaiine  u.ii 
he  estimated  in  a  moment. 

Th.'  most  important  f.'atiiiv  of  th.'  n.'W  lefiislation  is  th.'  a.l-| - 
ti.in  of  the  i)r..nr.ssiv.'  sysLni.     Th.-  .V.'slralasian  <'ol..iii.--  h:  A 
hcen  Kn.wint;  ivstles^  .m.hr  th.'  ura.hi.al  annr.-fjation  ol  lan.l  it,i.. 
th.'haii.ls..f  afewpn)prietors,an.ls,)meof  themhaveatt.'ini.i  ■! 
to  .'h.'eU  th.'  i)ro.'.ss  i.v  a  syst.'m  of  pn.Kr.'^siv.'  inheritan.'e  la\.  - 
Ilk.-  that  intro.lu.-e.l  into  Ki.filaii.l.     In  N.w  Z.alan.l.  li..w.  \m. 
th.'  Mtuati.m  was  e>pe.'iallv  a.'ut.'.    Tw..-thir<ls  oi  on.'  i>.'r  r,  n- 
„|-  th.'  lan.lown.is  hel.l  forty  i-.r  e.'iit  ..f  th.'  lan.l  valii.'^;  :i.i 
oiu-<'iKhti.th  of  the  rural  lan.lhoM.'rs  own.'.l  two-lifths  m  ..i 
the  lan.l  values.     It   was,  ther.lor.',  .i.'.'i.Ie.l  to  imiM's.'  a  pi- 
Kressive  tax  on  living  lan.lhol.lers,  inst.'ad  of  .m  the  .'stai.-    ! 
rie.'.'ase.l  pi'o|.ertv  owiLT-.     Ae.'or.linnly  in   IN'.M,  a  gra.hK"'M 
tax  was  impos.'.l  in  a.Mitioii  to  tlie  onlinary  lan.l  tax.     1  h.'  l.-.n.  i 
was  fixe.!  at  one  ixniiv  in  th.'  p.Min.l.  while  tlu'  a.l.li1i.>nal  fii^nl  .- 
at.'d  tax  hegan  at  an  .'inhth  of  a  penny  aiul  n)se  t.)  a  penny  :  li. 
>ix-eiKliths.     In  1S«):5.  Idw.'V.  r,  th.'  rate  of  proffr.'ssi.m  wa-  -n.i 
further  in.-r.  as.'d.  in  or.l.'r  t..  ohviat.'  any  .liminution  ot  r.v.  n-.. 
whi.h  minht   r.'sult   fnmi  tlie  e.mipl.'t.'  ex.'inption  .-t   all  :m- 
.vem.'i.t-.     Aee.irdinjilv,  the  a.l.litDiial  tax  was  ma.le  K-  n.  iv 


pro 
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only  in  pronrcs>i\c  inlicrit.incc  l.ixcs,   Inii 
property  taxc-,     'I'hc  drift  i>  iiniiii«t:i'-.; 

Il  iiiiglil  lie  thoiiKht  liy  >()iii,  that  the  iidoptioii  of  this  proKn>- 
-Ivclaiid  t.ix  implied  a  process  of  confiscnt  ion  liy  the  government. 
Ill  order  to  preclude  all  pos^iliility  of  siieh  ,in  interpretation,  tlie 
Xcw  Zealand  law  h:id  inserted  ;ii 


illitrciilollscl.'illse.w 


hicl 
i-  ill  some  respects  of  the  iivTtSoat<;  in  aiicieiii   .\llieii 


I  remind 


If 


mall  thought  that  lie  had  heen  assessed  too  hi);h  for  the  ex- 
tr.iordinary  prop<rt\  tax  or  litiiruy,  .i^  eomi>ared  with  a  neiKhhor 
uho  had  heeii  pa-M(loV(  r,  he  could  c;ill  upon  the  latter  to  assume 
till'  tax;  and  in  ca-e  of  the  iieiy;hl>or's  refu-jil,  lie  could  demand 
III  "exchange  of  property,"  out  of  the  proceeds  of  which  the 
ew   Zealand  the  jiovernmeiit  takes  the 


i.ix  was  defravei 


d.     In  X 


lilaci 


111 


of  the  third  party.     In  other  words 


II  a 


taxpayer  tiiiiiks 


It  lie  is  assessed  too  liifili,  he  can  call  upon  t  he  f{overninent  f( 


irchase  his   Land   at    h 


own  oriKJn.al   valuation;  he  has  tin 


.ilicniative  to  pay  the  tax  at  the  official  v.alualion  or  to  sell  the 
1  iiid  ;it  his  own  valuation.     It  is  readily  seen  that  in  tl 
jiniperty  can  he  confiscatiMl,     On  the  other  hand. 
Ill'  lit  in  its  turn  may  purchase  the  land  at  tlieasses-id 
pin-  ten  per  cent  ;id(htional,  in  case  the  owner  will  u 
tl.  tlie  official  valuation.     .\s  a  matter  of  fact.  ,idv. 
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'II  taken  of  the  provision  in  tlie  ease  of  the  so-eailed  '  h 
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-t-snient.  and  the  owners  called  on  the  jioverument  to 
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tlia«r  the  proiMTlv.  I'lii-  \\;i>  <li)iic  in  IS'.i:?,  ami  tin-  K<»v<'rii- 
iii.iit  tluTcuiHin  piiM'.c.l.d  t(.  carvt'  it  up  into  small  plots  ami 
gradually  t<>  iii>|Mi>^c  uf  it.' 

It  rrmaiiis  lt>  c'liiiiatc  tin'  im-aiiinn  of  the  cxfinption  iif  im- 
pn.vcinciits.     Tiif  AiiU'iican  nt-w-p  hmt-    were  till<'<l  with  ai - 
.■..lints  of  the  ihtr.Mliiction  of  tin-  single  tax  in  Ni-w  Zi-alan.l. 
aii.l    till'   (■ntliiisia>tic   followers   of    llrnry    ( Icow    wiTc   jiil.i 
liuil.     Hut  when  till-  law  ami  tlic  oliicial  n-ports  arc  rarffnlU 
.xiTUtinizt'd,  tin-  cntliiisiasin  seems  to  in-  s.nuewliat  mispla.i.l. 
Tlu-re  can  imliv.l  Iw  little  doul.t   tliat    Mr.  Ceorne's  view^ 
exerted  .some  inlliieii.e  in  tlie  enailment  of  tlie  law.     It   muM. 
however.  Ih-  reiufiuhered  in  the  first  place  that  New  ZcMlaii.lV 
earlier  laml-valiic  tax  hail  l>ccn  iMiposcd  in   1S7S,  iM-fore  Mr. 
(Icorue's  first    pamphlet    had  even  seen  the  linht ;  and  in  tiio 
second  place  tliat  the  provisions  of  the  law  may  lie  explain.  1 
withont  any  reference  to  those  particular  views.     In  younn  and 
rapidly  urowinn  comimmities,  concessioi\s  are  freipiently  niaiic 
whicli Would  l>e  out  of  place  amid  more  settled  imlustri;d  condi- 
tions.   Thus  the  -.>cial  etTects  of  taxation  or  of  the  remission  «i 
taxation  are  clearly  recojiuized  in  the  laws  of  some  .\merir:in 
states,  which  exempt  from  assessment  for  a  limited  iM'riod  m  u 
industrial  enterprises,  timirt'r  lands  and  various  kinds  of  inipn>\  I - 
ments  on  laiul.      Tlu  re  is  in  such  cases  no  implication  that  t!.c 
owners  of  the^e  estahlisliments  or  forests  or  improvements  :nv 
free  from  fiscal  oMinations  toward  the  .state;  for  to  the  ext.  iit 
that  they  have  property  or  income,  they  also  are  iiltimat.lv 
liable.     Hut  it  is  deemed  so  desirahlc  to  foster  these  new  foiin- 
of  enterprise  that  !'.,.•  community  as  a  whole  is  willing  to  I'.ir 
the  additional  temporary  hunlen  in  order  to  realize  more  ])eriin- 
nent  lienefits.     The  ^rovernment  of  New  Zealand  stated  at  rir 
time  the  hill  wa>  intioduced  tliat   tlieir  object   was  to  iiulii'c 
laifze  landowners  to  imi)rove  their  lands,  and  thus  to  hrinti  ;il'"Ut 
an  increased  national  production.-     Lookoil  at  from  tliis  pmut 
of  view,  there  is  much,  tt)  he  .said  for  the  provisicm,  which,  h'-'v- 
ever,  does  not  mean  that  the  small  fanner  was  as  j^rcatly  b. nr- 
'  h'inauciitl  Slnl,  nnnl  in  ''owitiiltre  of  N»/)p/,V  t)y  the  Colonial  Tr.M-  ;.'■  r. 
lso:{.  p.  1(1.  W.lliiintoii,  is'.i:{. 

-'  ■•  It  will  l)f  ailniitl.a  lliat  th.'  n'pcMl  of  the  t.ix  on  improv.'in.'iits  -1  .;  1 
tiavc  the  .'iTfil  .,f  .•iir..iir:miim  llic  dwii.ts  .>f  larp-  propiTtii's  li.  '  ^^ ;  '  ' 
in.di.'V  in  iiiii)r.iviiiK  tlnir  lainl.  ami  ihircln-  a.M  t.i  its  pr.)<lll'•li\.■^.■^^  i  ■  - 
w.mlii  !>.•  ;i  .lir.M't  .idvantMiic  t.)  111.'  ii>l..ny  as  a  wliolc  l)otli  hy  .-au- ■  ^  ■•■'i 
cxp'ii. Ill  lire  on  lal».)r.  an<l  hy  a.Miiin  ti)  lli.'  pr.)(liicts."  -Fdnincia'  -  ■■ 
mini  ill  CiiiniiiillKiif  Siijiiili/.  IS'.Ki,  p.  IS. 
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ri'VtTsc  \vii>  triir  ill  I  lie  linvii.-.()r  lionmuli^.  'riic  li^^mcs  (nr  IM';1 
ari'  as  I'dIIdw-:  ' 
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That  is  t((  say,  in  the  huroiiuli-.  the  itiiprovcriiciits  wcri'  wurtli 
aiiiially  iiKirc  tli;iii  I  lie  l.arc  land,  while  in  the  country  districts 
the  land  Was  worth  more  than  twice  a>  much  as  tin;  iniprove- 
iiients. 

The  claim  of  the  >inul<'  taxers  that  the  farmer  will  benefit 
,it  the  cxiM'iise  of  ;he  city  liitniwiier  i>  I  hiTefoie  (luestionalile  in 
New  Zealand  as  indce.i  it  i>  in  other  parts  of  the  world.'  The 
tiirur.s  show  that  the  (.l)iect  of  the  law  was  not  so  iinich  to 
ili-couraKc  the  iirhaii  landowner  a>  to  reach  the  lar^e  rural 
pro|)riet()rs.  As  ix'tween  the  mii.iH  farmer  and  the  city  land- 
<iwiier,  the  law  was  distinctly  unfavorable  to  the  former,  for 
ilie  exem|)tioii  of  improvements  removed  over  one-h.-ilf  of  the 
townsman^  tax,  but  less  th;m  one-third  of  the  f.trmer's  tax; 
■h.it  is,  it  ri'l;itively  increased  the  t;ix  of  the  farmer.  Were 
tlic  land  to  be  owned  by  small  farmers,  the  system  would 
liave  been  impoi)ular;  but  it  is  preci-ely  because  the  lami  is  not 
■  Aviied  by  small  farmers  that  the  l.iw  was  enacted.  The  exenip- 
Mmii  of  improvements  was  a  corollary  of  tlie  graduated  tax  on 
liiid.  When  any  part  of  the  improvements  was  exem|)t.  the 
'  i\  was  graduated;  and  when  the  exempt  ion  was  made  complete, 
»!ir  <cale  of  '.graduation  was  increa>ed. 

The  claim  that  the  new  law  meant  the  introduction  of  the 
■iizle  tax  is  still  further  weakened  by  the  fact  that  it  went  hand 
);i  hand  with  the  extf'iision  of  the  income  tax  on  other  .•sources 
':  111  on  land.  Finally,  the  contention  that  there  now  was  any 
viiirle  tax  at  all  in  New  Zealand  is  reiulered  absurd  by  the  fa(-t 
'  it  in  1,S(»4  the  revenues  from  the  land  amounted  to  l"2)S.").(«)() 
"  :'  of  a  total  revenue  of  over  four  and  a  (|,iarter  millions,  the 
i  "i-'er  part  of  which  wa>  deriv.-d  from  indirect  taxes.     In  other 

\-  I-  X'„l,i,i,l  OinrNil  y,,,r  H,,nk.  is:,.;.  l,v  K.  .1,  von  Da.iciszcn    p   f>'» 
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words,  the  "single"  tax  yielded  about  six  and  a  half  per  cent  of 
the  colonial  revenues,  and  ol'  course,  when  we  take  into  account 
the  local  revenues,  composed  chiefly  of  the  general  propert>- 
tax,  a  much  smaller  proportion  of  the  total  income.  The  reader 
is  tlms  in  a  jxjsition  to  judge  how  mucii  foundation  there  is  for 
the  statement  that  the  prosiwrity  of  New  Zealand  was  to  he 
ascrii)ed  to  the  "single"  tax.  The  real  intent  of  tlie  new  legishi- 
tion  was  to  make  tlie  large  jjroperty  owners  ])ay  more  than  they 
had  hit lierto  been  paying,  and  to  sul).iect  to  taxation  ot  her  cla><e- 
that  had  hitherto  been  exempt.'  It  was  ti\us  an  attemj)!  to 
realize  the  principle  of  faculty  in  taxation. 

III.  Holland 

In  the  review  of  the  tax  reforms  in  luigland  and  Xew  Zealand 
we  have  "cn  that  the  changes  were  largely  the  outgrowth  of 
pop"lar  agitation;  in  the  states  now  to  be  discussed  the  reforin> 
were  more  directly  tlu  result  of  scientific  discussion.  This  is 
esjM  cially  true  of  tiie  Netherlands,  where  tl\e  tax  laws  in  (luestioii 
wer.'du(-toX.  (1.  Pierson,  the  author  of  the  al)lest  Dutch  treali-c 
<m  ecoii  aics  and  finance.  Mr.  Pierson  was  at  one  time  :i 
university  i)rofessor,  and  was  for  many  years  the  presid(>nt  i>\ 
the  Hank  of  the  Netherlands.  For  several  decades  he  had  been 
devoting  himself  to  the  consideration  of  fiscal  problems,  and  wlini 

in  1891  he  was  made  .Minister  of  Finance,  he  immediately  -r; 
about  the  task  of  bringing  the  tax  system  more  into  accord  wiili 
the  demands  of  modern  theory.  In  his  budget  for  IWL'  hr 
sounded  the  keynote  of  the  new  program— a  more  e(iuitali!r 
distribution  of  the  burden  of  taxation— claiming  that  1  he  jjooivi 
classes  were  taxed  too  mu<'li,  and  the  wealthy  loo  little,  rii'' 
problem  was  how  to  restore  an  ec|uilibrium. 

The  Dutch  revenue  system  was  composed  in  large  part  ni 
imhrect  taxes.  Imjiort  duties,  it  is  true,  were  very  light.  Imi 
the  internal  n-venue  or  excise  taxi-s  were  still  bur(h'nsome.  TIh' 
direct  taxes  comprised,  as  in  France  and  some  other  count rii-. 
a  land  tax,  a  business  tax,  and  a  '•jM'rsonal  tax"  calculated  ,h  - 
cording  to  house  rent.  The  business  tax  had  grown  to  be  v.  i\ 
uiie(iual,  being  based  on  rough  outward  signs;  and  \hv  pers(iii:il 
tax,   which    took   the   same   jjroportion    from   large   and   -iii:iil 

'  ■•'{"iic  I'Ik!  sdlllllll  111  !)<■  ritlMiliC'l  ny  llir  wlinlr  si'liclili-  is  to  iiiiMpil  ri.!i- 
Irilmliotl  to  \hr  ri'<iilircliirtils  nf  tlic  >\:\\r  .-iri'iinlilii;  In  the  ;iliili;>  "'■  il  ■  -■' 
wtici  :iri'  i.illi-il  upon  to  coiitrilmtc  llirrclo."  ■■StMlcnu'iil  I'V  I'l.'  ('ninn  -- 
Hlolirr  of  '('axes  iti  Ni'W  /(■.•(luinl."  A     /    < t'Xiri.il   y,„r  Hixil.-  fur  /v;.  p     H- 
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rentals,  proved  to  he  ii  serious  drain  on  tin;  ix)orer  elasses. 
Wliole  sections  of  the  jjopulation,  moreover,  wore  virtually 
exempt,     ^fr.  Pierson  therefore  i)roposed  a  four-fold  reform: — 

(1)  The  abolition  or  decre;ise  of  the  more  vexatious  excise 
duties;  (2)  tlie  enlarf!;ement  of  tlie  business  tax  into  a  general 
income  tax;  (;{j  the  reconstruction  of  the  personal  tax  through 
the  introduction  of  a  progre-^sive  scale  and  through  other 
chiuiges;  (4)  a  reform  of  local  taxation  so  that  the  local  and 
general  taxes  together  might  form  a  harmonious  whole.  Of 
tliese  reforms  only  the  first  two  were  accomplished,  when  the 
ministry  was  overthrown  <m  an  entirely  ditTercnt  jxHut.  Vet 
even  these  ])artial  reforms  represent  a  distinct  step  in  advance 
;iiid  deserv<'  our  attention.' 

The  first  stej)  was  the  reducticm  in  tlie  excise  duties.  In  185)2 
the  excise  on  soaj)  was  abolished,  and  that  on  s;ilt  was  reduced 
from  nine  to  three  florins  per  hundred  kilogrammes.  The  vexa- 
tious registration  duty  on  the  transfer  of  land  was  lower(>d  from 
(i.27  to  2.1,')  per  cent,  or  in  the  cas(>  of  a  second  transfer  within 
the  same  year  from  l.OU  to  0.10  per  cent.  With  the  exception 
of  a  minor  tax  on  meat,  there  were  then  left  only  the  duties  on 
spirits  and  on  sugar,  wiiich  were  retained  as  in  other  countries 
as  essential  features  of  the  tax  system.  This  reform  in  itself 
])roved  to  be  a  distinct  relief  to  the  j)oorer  classes. 

<  )f  more  importance  were  the  changes  made  in  the  direct  taxes. 
The  business  tax,  akin  to  the  French  pdhntcs,  had  become  in 
many  ways  inadequate  and  unjust,  and  was  now  to  be  rei)lace(l 
by  a  tax  on  tlie  .actual,  rather  than  (m  the  assumed,  income  and 
was  furtliermore  to  be  extended  so  as  to  reach  income  from  other 
-iiurces  than  from  business.  Pierson  deemed  it  wise  to  separate 
tills  tax  into  two  parts,  one  of  which  should  apply  to  the  income 
Inini  proi)erty  alone,  while  the  other  should  include  all  other 
iiHMinies.  In  the  first  case,  however,  it  was  thought  best  to 
make  the  tax  in  large  part  one  on  the  property  itself,  rather  than 
'Ml  the  income  from  jiroperty.  The  earlier  law  thus  provided 
t'lf  what  is  termed  the  ])roperty  tax.- 

The  ((uestion  that  immediately  presents  itself  is:  Why  should 
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'  the  hcst  ;i(T()unt  (if  the  cf.iinfjcs.  of  the  disciissidti  in  p:irii  imcnt  and 
I't  rhe  previous  allcnipts  .-it  t:i\  reform,  will  he  foiind  in  an  el;il)onile 
mule  l)y  (i.  .\I.  Hoisseviiin,  •■Die  neiKsle  .'^leiierreforin  in  den  Xieder- 
liil'U."  in  Fiiiiin:-.\irliii\  mA.  \i..  pp.  ti<t-7lt).  Tliis  :ilso  eonlains  tli(! 
!•  .'  <>f  til.'  I-IWS  tllelnselves. 
\e!  (if  Sept,  '.'T,  IS'.I.'. 
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there  be  a  separate  property  tax?  The  answer  is:  hirgely  for 
administrative  purposes.  Tlie  administration  of  the  tax  would 
thereby  b(>  put  into  ti>e  hands  of  officials  already  familiar  with 
the  land  and  inh(>ritanee  taxes,  while  the  income  tax  would  natu- 
rally fall  to  the  officials  ac(iuainted  with  the  business  tax; 
secondly,  the  local  authorities  miKht  desire  to  add  a  iMTcentafjc 
to  the  i)roperty  tax  rather  than  to  the  income  tax;  thirdly,  it 
would  be  the  most  convenient  method  of  jjrovidinn  for  a  difTerenl 
or  higher  taxation  of  income  derived  from  property  than  of  in- 
come derived  from  labor.  In  addition  to  these  jxHuts  the  rather 
doubtful  argument  was  advanced  that  the  same  amount  of 
capital  atTords  ditTerent  rates  of  income  according  to  the  varying; 
security  of  the  jmncipal,  and  that  the  i)oor  man  who  cannot 
afford  to  make  nnich  of  a  choice  giMierally  jirefers  securities 
with  higher  rates  of  interest;  to  tax  income  instead  of  capital 
would  thus  be  to  favor  the  rich  man.  Finally,  in  answer  to  the 
objection  that  a  non-dividend-yieldinp  security  would  also  Ik- 
taxed,  it  was  iirned  that  this  could  not  be  avoided  even  tmdcr 
an  income  tax;  for  if  the  cajntal  value  of  a  security  should  fall 
in  ;my  one  yea"-  mort'  than  tlu>  amount  of  the  interest  or  of  tiic 
ordinary  dividend,  the  income  tax  would  be  paid  not  from 
income,  but  from  capital. 

Dubious  as  sonte  of  these  reasons  were,  they  found  favor  witii 
parliament.  Kven  in  the  ])roi)erty  tax,  how;'ver,  the  jmncipli- 
of  income  w:us  not  wholly  abandoned:  for  in  the  case  of  real  es- 
tate the  cajntal  value  was  fixed  at  twenty  tinu-s  the  animal  nv- 
einie,  unless  the  owiter  elects  to  be  assessed  according;  to  selliim 
value.  It  may  l)e  said  in  i)assinp;  that  the  projKTty  tax  ai)])!':*- 
only  to  individuals,  not  to  corporations;  and  that  furnitun\ 
objects  of  art,  scientific  ai)paratus.  life  insurance  policies  Mini 
a  few  other  cateciories  '  are  not  yet  included  in  taxable  pro|)ert\ . 

.V  point  of  considerable  importance  is  that  the  old  land  t.i\ 
is  levied  in  addition  to  the  property  tax.  The  landoum  i- 
had  for  m;uiy  years  l)locked  the  way  to  any  change  in  the  m  - 
tem  by  asserting  that  to  tax  their  land  by  the  land  tax  ,iiiil 
again  l>y  the  property  tax  would  involve  gross  double  taxatiini. 
Mr.  Pierson,  however,  had  long  ago  esi)oused  the  capitaliz;iti<"i 
theory  of  the  land  tax,  and  had  maintained  that  an  exclu-ivr 
tax  on  Land  becomes  a  kind  of  rent-charge,  depressing  the  m  11- 

'  Siii'li  MS  Mrticles  i)f  food:  the  rittiit  to  pciisiiiiis  or  .•iiiiiuilics;  pri)pi'ri\  '  i 
whicli  lilt'  UMifriii-l  i-J  ciijoycil  l)y  SDinc  one  else;  iit'l)ls,  wii^cs  tuiii  nth  t 
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iiig  value  of  tli<-  land  hy  a  sum  ('(|ual  to  the  capitalization  of 
the  tax.  The  new  purciiascr,  lie  argued,  makes  an  allowance 
for  the  tax  in  the  purchase  price,  arid  iiuys  to  that  extent  an 
exemption  from  future  taxation.  Since,  therefore,  all  other 
owners  of  property  were  to  l>i'  taxed  f(jr  the  first  time,  it  would 
he  unjust  to  exempt  the  landowners  from  the  projXTty  tax. 
The  land  tax  is  a  rent-charge;  the  property  tax  is  a  real  tax. 
The  situation  was  deemed  to  he  the  same  as  in  Knuiand,  where 
the  land  tax  exists  side  by  side  with  the  income  tax  on  land. 

Were  this  chapter  anything  more  than  a  bare  summary 
of  recent  legislation,  it  might  l)e  shown  that  there  was  a  partial 
fallacy  in  Mr.  Pierson's  reasoning.  For  the  theory  of  amortiza- 
tion, as  it  is  called,  holds  good  only  on  the  u.ssumj)tion  that 
the  land  iax  is  exclusive;  while,  as  a  matter  of  fact,  even  under 
the  old  Dutch  system,  there  was  also  a  tax  on  business  or  busi- 
ness property.  Hi  that  as  it  may,  Mr.  Pierson's  argument 
prevailed;  but  several  concessions  were  made  to  the  landed 
interest.  The  rate  of  the  land  tax  was  reduced  from  seven  to 
-^ix  per  cent;  the  transfer  duties  on  lanil  were  abolished;  tiie 
official  assessment  of  land  for  the  property  tax  was  purposely 
kei)t  .somewhat  below  the  actual  value;  and  land  used  for  agri- 
culture, by  a  legal  fiction  to  hv.  stated  in  a  moment,  was  exempted 
from  the  income  tax.  In  these  several  ways  it  was  sought  to 
remove  the  imputation  of  double  taxation.  It  may  be  cjues- 
tioned,  however,  whether  this  object  was  entirely  attained. 

The  fundamental  feature  of  the  new  syst<>m  is  the  co- 
ordination of  the  projMTty  tax  with  a  complementary  income 
tax,  for  the  purpose  of  reaching  througli  a  combination  of  the 
rates  the  entire  taxal)le  faculty  of  the  individual.  The  official 
name  of  the  income  tax  is  "tax  on  income  from  occujiations 
arid  other  incomes,"  •  although  it  is  generally  called  the  business 
t  i\.  The  tax  is  levied  on  all  '"gains  and  wages,"  which  are  de- 
tiiu'd  to  include  "the  amount  of  all  net  revenues  from  business, 
trade,  manual  labor,  occupation  or  enterprise  from  temporary 
work  or  activityof  any  kind, from  contractual  or  non-contractual 
nrotits,  whether  in  ea.«h  or  in  securities."  The  law  ajiplies 
t'l  cor|)orations  as  well  as  to  individuals,  while  the  property 
'is  ap]ilies  only  to  intiividuals;  but  if  the  corporation  pays 
'ill-  income  tax,  individual  security  holders  are  exemjited.  In 
I'^ler  to  obviate  th(>  double  taxation  which  would  result  from 
taxing  business  capital  through  Mie  property  tax  and  business 

'  Mt'!:i.-'.t  !!!^f  .!!!  !ii-:!rijf<-  <ri  m-i- r<'  ink-m-tf-n.     Act  of  Get.  2,  iS93. 
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profits  tlirouuli  I  lie  incoiiu'  tax,  recourse  is  had  to  an  ex[M'(lieut 
so  familiar  in  Switzerland  anil  also  practised  in  Massacliusetts. 
The  ])roi)erty  tax  is  presumed  to  reach  an  income  of  four  per 
<'ent;  hence  the  income  tax  is  payatile  in  almost  all  cases  only 
on  the  surplus  profits  at)ove  four  i)er  cent.  In  this  way  the 
roi)erty  and  the  income  taxes  toKcther  are  deemed  to  reach 
the  whole  inccmie.'  In  the  case  of  capital  invested  in  land,  the 
income  is  dei'lared  to  he  lea;ally  eciuivalent  to  four  per  cent. 
Agricultural  ciipital  is  hence  exempt  from  the  inctmie  tax,  a> 
it  hud  previously  been  free  from  the  business  tax,  although  the 
land  is  liable  to  both  the  i)roperty  and  the  land  tax. 

In  respect  of  tiie  rate  of  taxation  the  new  Dutch  laws  recog- 
nize the  jirinciple  of  difTerentiation  as  well  as  of  ijrofiressioii. 
To  differentiate  the  rate  by  ^axinj;;  incomes  from  proptrty 
more  heavily  than  incomes  from  lal)or  was,  as  we  know,  oik 
of  the  avowed  reasons  for  the  en;ictm<'nt  of  the  two  sepaiati 
laws,  and  did  not  meet  witl;  much  o])p(»sition.  Hut  when  tiu' 
project  of  graduating  the  tax  was  introducecl,  th(>  discu>>iuii. 
as  in  all  such  cases,  gmuiied  itself  about  two  main  point>. 
On  the  one  hand  the  partisans  of  a  strict  proportional  nitc 
maintained  that  j)r()gression  means  socialism  and  confiscation: 
on  the  other  iiand  the  extremists  declared  tlieir  belief  in  tin' 
socio-political  theory  of  taxation,  according  to  which  pm- 
gressive  taxation  should  be  utilized  as  an  engin*'  to  reiunvc 
imniualities  in  fortune.  Pierson  took  th(>  middle  grovmd.  (i(  - 
daring  his  opposition  to  botli  these  theories  and  maintainiiii; 
that  a  moderate  i)rogrcssion  was  a  logical  conclusion  from  tin 
theory  of  faculty  in  taxation.  " Progres.sive  taxation,"  as  i,^ 
l)Ut  it,  "must  never  i  •  a  principle  (as  the  socialists  would  tiaM 
it),  but  (mly  the  api)i  .ation  of  a  ])rinciple." 

The  practical  arra  gement  was  as  follows:  Property  undt  r 
l8,tK)0  florins  is  entii  ly  exemi)t :  from  V.i  to  14,()(M>  the  ta\  i- 
fl.  2;  from  14  to  l.").(MM)  it  is  fl.  4.  If  tlu"  property  exceed-  !i. 
l."),(KM)  but  is  less  than  fi.  2()(),()()(),  the  tax  is  1.2")  per  mill  |.  r 
thr  surplus  over  tl.  1(),(K)0.  Property  of  fl.  2tK),()(H»  wi.iili 
therefore  be  taxed  tl.  2:}?'  2.  For  ev.'ry  fl.  l.OtK) above  fi.  2()tl.(tn(i 
there  is  an  additional  tax  of  fl.  2.  In  other  words,  then  i-  :i 
deduction  in  all  cases  for  a  certain  part  of  the  projMTiy  tl. 
Id.OOO);  there  i-  a  com|)lete  exemi)tion  for  a  miniimim  of  -nl- 
sist(>n(e  iti.   b^.OOO),  and  an  abatement  for  a  M)mewliat   i.irji  r 

'For  a  fiilliT  ili.scussioii  nf  tlii.^^  .■irraiijicnu'iit  from  the  .staiidpiiin'  f 
ihcury,  see  siijini.  p.   lOJ  ami  pp.  271  '.'7ii. 
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amount  (fl.  1".,(MK>;;  iiiul  fiiiMlly  tlicrc  is  a  slightly  proKrcssivc 
rati'.  For  if  incoriic  on  proixTty  i>  reckoned  as  four  per  cent, 
the  properly  tax  of  1.2")  jxr  mill  (on  sums  helow  fl.  2(M),(K)0) 
e(|Uals  an  inconii'  tax  of  three  and  one-eifrhth  per  cent;  while 
a  property  t.ax  of  two  jier  mill  (on  sums  aliove  fl.  2(K),(K)()) 
cfjiials  an  income  tax  of  five  [mt  cent.  Owin^  to  the  deduction 
of  fl.  1(),(M)()  as  well  as  to  the  '•om[)lete  exemption  of  fi.  HKHM) 
and  the  aliatements  for  fl.  i;5,(M)()  and  fi.  M.(KK),  tlie  proixTty 
tax  c()mi)Uted  as  ;ui  income  tax  would  vary  from  zero  to  almost 
five  I 
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iiiiomes  from  labor  above  a  certain  minimum  two  per  cent 
up  to  fl.  S,()(X),  and  three  and  one-fifth  i)er  cent  above  that, 
in-tead  of  the  three  and  oiie-eijrhth  i)er  cent  and  five  per  cert 
rites  of  the  property  tax.     That  is,  incomes  from  labor  were 
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1;ix|);i.V(<rs  already  siil)jtrt(-(l  to  the  property  tax.  In  tlii'  former 
ease  tlie  tax  is  levied  only  on  the  surplus  above  tl.  tiaO;  iiut  as 
the  property  tax  is  levied  only  on  the  surplus  aliove  11.  lO.tMMl 
(which  e(  rnspouds  to  an  income  of  fl.  4(K)),  the  tax  on  income> 
from  proi)(Tty  is  levied  on  the  surplus  above  tl.  2")()  (or  the 
difTerence  hetwei  n  tl.  ().">(>  and  tl.  t(K»).  The  hinher  rate,  there- 
fore, hejiins  in  this  ca.se  not  with  tl.  S,(MH)  las  in  the  ease  of  labor 
incomes),  but  with  tl.  S:2W.  This  woulil  result  in  the  following 
schedules,  which,  although  seemingly  complicated,  arc  the 
results  of  simple  computations: 
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jiroperly,  exceeds  fl. 
SI. 50.  a'  tax  of  1.20 
per  cent  is  payable 
on  tl;e  excess. 


:{.75 

4.25 

,5 

.5.75 

(i..">0 

7.25 

,S 

S.75 
O.,")0 
10.25 
11 

1 1 .75 
12.50 
i;},25 
14 

Over  IKK)     11^ 
2  florins  for  every  liun- 
dn'd  florins  on  Mirpl'is 
over  fl.  !  1(H). 

Hut  if  till'  iniMiiii. 
tojictiier  with  t  p' r 
cent  on  the  ta\;ii  !c 
property,     exci' 


S2(tO,  a  tax  of  1.2<'  i' 
cent  is  payaii'c  on  '' 
excess. 
WIm'II  property  cNcecds  fl.  2(MI,(HH».  tlir  t:!\ 

{.20  on  every  hundred  florins  iiiconic  ovc  r  • 

.'00. 
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It  niiiy  Iw  s;ii(|,  ill  im^  iii;t,  that  tlicrt'  arc  two  additional 
schcduli's  ill  tlic  iiicoiric  l;i\;  i-ori)oration.s  liciiiK  taxed  in  all 
I'ascs  two  and  oiic-lialf  piT  ci'iit,  and  forclKii  travcliinR  sales- 
men paying  a  fixed  lax  of  fl.  I.").  ( )f  f  lie  administrative  features 
uf  the  laws  the  chief  point  i-  that  the  returns  liotli  of  property 
and  of  income  re-t  on  the  jiriiK'iple  of  self-assessment,  sujujle- 
inented  by  careful  oflicial  scrutiny. 

After  the  pa--^a'ie  of  the-^e  two  acts  Pierson  prei)are<l  to 
undertake  the  reform  of  the  |M'r>onal  tax  and  of  the  local  revenue 
sy-:tem.  Me  had  (j;one  >o  far  as  to  contemplate  the  introduction 
of  the  progressive  scale  into  the  tax  on  house  rental^;  l)Ut  before 
the  hill  could  he  discus>e(|  and  liefore  hi>  wider  i)lans  for  other 
changes  were  completed,  he  was  comjM'lled  to  resifni  for  reasons 
entirely  discomiected  with  these  financial  |)rol»lems. 

The  reform  of  the  Dutch  tax  system  was  thus  only  partial; 
liut  enough  was  accomplished  to  entitle  I'ierson  to  a  hifih 
jtlace  in  the  ranks  of  fiscal  reformers.    The  exaggerated  burdens 


on  the   lower  clas-e: 


were   lessem 


•il,   till'  tax  on   inc< 


mies   was 


generalized  and  e(|uali/,ed  ,  ami  the  i)rincij)les  of  progression 
and  of  (lifTerentiation  were  introduced:  in  short,  a  notable  step 
was  taken  towanl  the  realization  of  the  doctrine  of  faculty. 
Although  ojM'n  to  criticism  in  some  of  its  details,  the  change 
represents  undeniable  progre.-s. 


IV.  Prii.'isio 


^ 


While   lOngland,   Holland  and   New  Zealand  were  occupied 

'■iiietly  with  the  reform  of  general  state  taxation,  Prussia  was 

fnrtunate  enough  to  take  one  >tep  further  and  to  address  her- 

-'•h'  to  the  s(jlution  of  a  problem  wiiich  the  reformers  in  other 

'iiuiitries  (h'clare  to  lie  their  next  point  of  attack.    The  reform 

'•!   local   taxation,   and   tlie  estalili-hment    of   projxT   relations 

■''ween  the  general  an<l  the  loi'al  revenue  systems  constitute 

■r.iblems   which   to-<la>-   confroitt    all    countries;   for   no   really 

:    rrnonious  system  of  taxation  can  ever  be  attained  until  the 

'     irns    of    conflicting    or    overlapjung   jurisdictions    are    satis- 

'     turily  adjusted.     In  federal  states  like  ( lermany.  Switzerland 

■:d  the  United  States  the  matter  i-  complicated  by  the  <lemands 

:  tlie  central  government;  but  in  all  countries  th(>  fiscal  rehi- 

■    n-  between  the  state  and  the  local  spheres  of  government 

•    riioH'  or  less  confused  and  un>ati-factor\'.     The  immense 

•     rt-a-e  in  local  needs  has  everywiiere  so  pusiied  (his  problem 


474 


A.XS.n'.S    l.\    TAXATIOX 


-  1 

i 


I'. 

h 

*  : 


into  llic  forcunnind  llial  tlic  -iulutiiiii  iiiaiijiiinitrd  in  Prussia  is 
a  niatttT  of  far  more  lliaii  inrrc  local  importance. 

In  order  to  iniderstand  llie  >itiiation,  it  is  necessary  to  dwell 
for  a  iiionieiit  on  the  rrus>i:iii  tax  system.  In  l*russia,  as  well 
as  ill  tlie  otiier  (lerm.Mii  >tales  .'iiul  in  most  of  tiie  remaining; 
<'(Hinlries  of  the  coiiliiieiit.  the  state  sy>tem  liad  lieen  liased  on 
tlie  principle  of  taxini:  product.  Tlie  old  jjeiieral  iiro|MTty  lax 
lonp  since  disappeared  .iiid  was  replaced  liy  a  system  wliich 
atlcmpled  to  reach  tiie  coiistil  (lent  elements  of  |irodii<'e.  lii- 
ste.id  of  taxir.n  a  man  jiersonally  on  his  pro|X'rty,  the  plan  w.i- 
to  tax  the  various  sonrce>  of  revenue  Ihem-elves.  The  thiim. 
and  not  the  i)erson,  was  primarily  res|M>nsilile;  and  therefoir 
tlie  new  taxes  received  tlie  name  of  real  taxes,  as  compared  with 
the  former  personal  taxes.'  'Phe-ie  taxes  on  product  (Hrtniii- 
!<tiii(  ni)  as  they  are  called  in  IVussi.a,  or  real  taxes  (iniiiols  ro /v 
as  they  are  called  in  I'Yance,  everywhere  included  taxes  on  the 
product  of  land,  of  hiiildinns  and  of  hiisiness.  In  addition  in 
thes(\  one  or  two  other  taxes  were  sometimes  utilized,  ii 
round  out  the  system.  What  was  omitted  in  the  three  t,i\c~ 
aliove  was  the  iiroduct  of  money  lent  at  interest  and  tli<'  [irodini' 
of  l.ihor.  Some  of  the  (".ermaii  states  therefore,  desiring  to  1  r 
lo-lical  ;it  all  costs,  added  a  tax  on  interest  {KiipittilrcnUiistiiit 
and  a  tax  on  wanes  {l.olm-  iiikI  BtsoldinKjstciK  r).  In  iiin-t 
eases,  however,  the  wajjes  tax  was  omitted  hecause  the  lahoii  i 
already  boie  more  than  his  share,  and  the  tax  on  interest  wm- 
replaced  \<y  a  more  ireneral  tax  which  endeavored  in  someway 
to  reach  the  individual  cond'tion  of  the  taxpayer,  'i'hus  m 
Trance  shortly  .-ifter  the  He  volution  tlu'"'])ersonal  and  movahlc" 
tax  was  introduced,  wliicli  tried  lo  reach  a  man's  individu,,! 
condition  through  his  expenditures;  -  while  in  Prussia  the  ihiv.' 
taxes  mentioned  aliov(>  were  supiilemented  by  a  class  tax,  whi'  !, 
was  to  reach  the  taxpayer  in  some  rouph  jiroportion  to  hi- 
re\eiiue. 

In   the  course  of  time,   however,  it   came  to  he  recotriii/'i 
that  ])roduct  was  for  many  reasons  too  rough  a  test  of  facii!!\  : 


'  'riiisiioiiuii'lMUirc  inu.''t,  of  iduisc,  not  iH'confusfil  willi  tliat  sunn  ■  i 
(■iii|iliiycil  in  Anirrica.  where  real  taxes  mean  taxes  (in  realty,  anil  per-' 

ta\e~  fjenote  ta\e.-  (in  per.-dllalty. 

-'  In  I'ranee,  it  is  true,  there  is  an  MiMitinnal  tax.  "tlie  door  and  wii; 
tax."     But  all  I'reiieh  writers  ennl'e-s  that  it   is  retaiiieil  simply  hec.iu- 
•hi  .iiihiuity  of  iia.iiNt  .iny;hiiiK  .,.■.  i  pr,ii,i(  li.  i,ii<,  its  phiiJL. 
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w;is  to  n'|il;ii<'  [irniluct  \>y  iiicoinc,  'riiii-.,  tlir  cla.-*  f.'ix  in 
I'riissiii  \v,i>  -oriiiwhiit  rnodif'u-d  ,i-  intly  .1^  IHJI  in  tlic  direct  ion 
of  :iii  iiicfdiic  I  :i\,  until  .il'iir  -ii(ii--ivc  rh;innc~  in  ISSol  ;ii.  1  IST/) 
it  hccaini'  .1  ronipli  ic  ncniT.il  imoinf  t;i\  in  IS'.U.  Tin-  liitnl, 
liou<i'  iiiid  !)U-in(--  l;i\c^  were  tK'vcrt licit—,  rct.iincd.  'I'lii- 
inixtiirc  of  t.ixc-  in  (iioduct  .•in<l  on  iiicotnc  \\,i>  rccotinizcd  ;(- 
illoKicnl,  hilt  \\;i-  defended  on  the  lirouiiil  tliiit  the  Koverntnent 
ciiiild  not  yet  di-|)i'n>e  with  the  IdrMier.  At  the  -anie  time  the 
haziness  tiix  \vii>  r;idic;iily  rerornied.  -o  ,'is  to  idTord  ;i  t';ir  more 
Mcciiratc  criterion  ol'  real  hu-ine—  income.  I-'inally,  thi'  >aine 
yciir,  1S!)I,  ~aw  the  reca<tiii;j  of  the  old  proliate  duties  into  an 
inheritance  tax,  which  e-|H'eialiy  with  the  amendments  ol  IS'.to 
hecame  a  modern  collateral  inheritance  tax  with  rates  graduated 
from  one  to  eit{ht  per  cent  accordiiii;  to  nlalioi^liip.  The  reform 
of  the  taxes  on  income,  business  and  inheritances,  while  exceed- 
iiiiriy  impj^rtfirit,  will  lie  passed  over  here,  partly  hec.au-e  the 

l,iW~  were  eliiicted  -e\er,ii  >e;ir-^  e.irlier  and  have  hei-n  treated  a- 
-cji.araie  measures  eNewhere,'  ,in(|  |)artly  liecause  the  jjrinciplcs 
ifuolved  are  ;il)out  I  he  same  ,1-,  those  alluded  to  in  tlie  reform  of 
Dutch  taxation.  .Vhove  .ill.  the  re;d  -iiinificaiice  of  the  recent 
l*ru~-ian  leiiislation  lies  in  a  ditTerent  domain. 

The  Prussian  leiri-l.itor,  in  desiririn  to  reform  the  wliole  tax 
>y-fein,  was  confronted  by  several  tasks.  In  tlie  first  jilace, 
in  order  to  realize  the  princi|)le  of  the  taxation  of  persons  rather 
fi.-iii  of  proiluct,  it  was  necessar,\'  to  su|)i)lement  the  income  tax 
t.y  -ome  other,  so  that  their  joint  yield  would  render  it  jjossihle 
♦'I  iiisi)ense  with  tiie  taxe-  on  product;  secondly,  it  wa>  nec- 
'".iry,  as  in  Holland  and  elsewhere,  to  provide  for  a  differen- 
tiiiion  as  well  as  for  .'i  proKression  of  tax.ition:  thirdly,  since 
I'xmI  needs  difTer  from  ti''ii"Tal  needs.  ;i  distinction  had  to  he 
'ir-iwn  hetween  the  souri-es  (,f  local  .md  i;enei'al  revenue.  Se|)- 
.:-;te  taxi's  tl'.us  had  to  he  assipied  to  each  si)liere  of  jjovern- 
i:.'  iiT  activity. 

Let  us  see  how  these  several  tasks  wore  accomplished.  .lust 
:■-   the   I'ntrlish   reforms   w<Te   lar<!,-ely   tlie   work   of    Ilarcourt, 

lor  the  ilUMimc  t;i\  rf.  .'sclitlium.  Tl'  It.rnfnr  Tiki-.  I'tll,  ;)]).  -J.'.O  '.'."iS. 
i  r  '\f  hiisincss  tax,  if.  .].  A.  Mill.  "'I'lic  I'ru.-siaii  liii-itios  T.-ix."  ()ii,ir- 
'  ',  .1,, in, III  iif  t'iiii,ii,ii!rs.  viii  ,  p.  77.  'rill-  in"sl  ■  !:il)or:,ti'  trratriH'iil  (if 
":■  -  ilijiM't  is  til  lie  I'iiiiikI  in  two  articles  l)\-  I'rot'css<ir  A.  W.ajiiicr,  "Die 
I:  ;  ria  iliTilircktcii  ."^taatsli.-stcucnim;  in  I'r''ii~vn  iiii  .lalirc  l^'il."  Fniiin-.- 
1  ■  .  \iii..  [ip.  .j.'il -Sli).  an'i  \i,,  pp.  1  7*i.  ''/.  tlic  art  ides  hy  .last  row, 
~'  :  iii-ii  ;air  prcussisclicii  I-",itil<oiiiin('ii^t''U.T,"  in  .Inhihiii-lii  r  Jiir  Suliiinnl- 
■'■■■II  inul  Sliitistil;,  Iviii.,  pfi.  tiiil.  Nii'.»,  ami  lix.,  p.  7"). 
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;in<l  as  the  Diitcli  n-foriiis  wrrc  diii'  li>  I'icrsdii,  >ii  in  I'riisNla  llic 
cliicf  (Tcilit  iniist  lie  ii\\v]\  to  tlic  liiiMiitf  iiiiiii^lor,  Dr.  .Mii|Mrl, 
:illlu>ii|;li  lie  was  licrc  -imply  walkiiirt  '"'  '''"'  patli  clcan'tl  lor  liiiii 
hy  tlic  forcmo.-t  (•(•(Hioiiiisl^.' 

Wlifii  till'  incdinc-lax  law  of  \S\)\  was  disnisscd,  the  liopc 
was  fxprcsscil  tliat  its  yield  iiiinlit  lie  suliicicnt  l«>  ciialdc  llir 
state  to  dispense  with  the  taxes  on  prudiiel :  lor  iiotwithstainl- 
iiig  tile  labored  armiineiits  ot"  some  writers,  the  simiiltaiienii- 
existence  of  income  an<l  of  produce  taxes  was  reco({ni/.ed  a- 
ilioKical.  I'lven  though  the  principle  of  projrre>sion  was  applidl 
to  the  income  lax,  it  was  thounlit  tliat  the  yield  wo'ild  fall  f:ii 
short  of  the  desired  amount.  Since  an  increase  of  the  rate  alHi\e 
the  four  per  cent  fixed  in  the  law  as  a  m.iximum  was  impo>silili . 
an  earnest  elTort  was  made  to  expand  the  existin;;  i'ollal(  imI 
inheritance  tax  into  a  direct  inheritance  tax.  Tliis  i)lan,  liowtMi, 
came  to  nauiilit ;  and  nothing  remained,  therefore,  Init  to  con- 
tinue the  old  taxes  on  |)rodui't. 

Tlie  ajiitation,  ne\-ertlicle--s,  went  on  .Miid  was  heltu'd  alon);  li\ 
wli.it  was  conceded  to  he  a  <lefect  in  the  income  ta.;.  .\lthoni:li 
the  iirinciple  of  pro<jres>ion  had  lieen  introdui'ed,  no  provi>ii'ii 
had  lieen  made  for  a  dilTereiitiation  of  the  rate.  Income  finni 
lalior  was  taxed  at  the  same  rate  as  income  from  proiMri> 
Dr.  Mi(iuel  ther(>fore  proixised  to  intriMluce  a  supplement :!In 
projjerty  tax,  hoping  in  this  way  to  achieve  both  of  the  de>ii(.| 
results.  Since  this  ])roi)erty  tax,  like  all  nominal  propeiiv 
taxes,  would  really  he  paid  out  of  the  income  of  the  property,  it 
was  thought  that  it  would  act  as  an  additional  tax  on  inconit  in 
so  far  as  the  income  was  derived  from  jiroperty.  Inctimes  finm 
lahor  would  pay  only  the  income  tax:  incomes  from  ])ropiri\ 
would  pay  l)()th  income  tax  and  proi)erty  tax.     'Plius  a  pracii'  i! 

'  Tiic  Icailint:  (Icriii:in  ;irtirlcs  on  tlic  topics  arc  as  fulldws:  .1.  .ta-M    a. 
"  Die  \'<'riii(i(j:cn>T(MiiT  iiinl  ilirc  Ijiifiicniin  in  ilas  iircussisclic  ."-Iciicrsx  ~!.  : 
,l'ihrliiirh(  I-  fiir  SirliiiiKihiLiiiaitiii,    iiml  Slnli--<tik.  lix.,  |>.   till;   l{.    (''rii  ill  .  :.■ 
'■/ur  Itcforiii  ilcr  (Iriiiiinclchi'stcuiTiiiit;  in  I'rciisscii,"  (/)/'/.,  pp.  '.\1\  :;i  I    I 
.Viiicki's,    ''ICImt  (lie   wi'itcif    lailuiikclnni;  dcs  ( iciiiiindi'-Stfiirr"' -     - 
ailf  ( iriiiul  (ics  prciis-isclicM  KdiiiliuilialahKahciiizc-ctzcs  voiii  I  t  .liili.  1  ^  ' 
ill  y,i  itsihnfl  fur  il'i   firsiiiiitiilr  Slunhu'i.isi  nsrhofl,  li..  pp.    I10-l."ij,  ."i"-.;  '     ^ 
Tlic  twsf  tn'atmi'Tit  nf  tlic  uIkiIc  tupir,  iiii'liiilin^  .a  history  of  llir  ■  !' 
sysliaii.  a  di'scriptidii  of  tlic  uovcniiiuiii  bills,  anil  tlic  ilisiairssioiis  in  1' 
imait,  as  well  as  tlif  tc\t  of  tlic  law  itself  with  coniiiiciilarics.  is  to  he  !        l 
in  I''.  .Vilii'kcs,  Ihis  Koiiiiiiiiiiiilitliiinliiniiisi'l:  mm  I  \  Juli  ISH.:,  fur  'I'  "  ■ 
lisrlf  n    (I'lliriiurh    mil    iimr    tii<rliichllirhfii    Eiiilt:tluit(J    unit    Erlivittr- 
rcra'Jii  n.  Hcrlill,  IS'.IJ,  Svo,  ii!lt>  pp. 


ri:<i:\r  iiLinints  i\  T.\\.\rio\ 


ililTiTr'hti.itiori  woiiM  lie  iiitnxlu.cd.  '|"lii,  Mipplcnii'iitarv  t;i\, 
iiiiirciivfT,  would  lie  h'viid  uri  thi^  proixTty  owiht  .•iml  would  \,i- 
a  >iil)^tanf iai  addition  to  ihi'  fxT-oual   (axi- 


-ililc  for  tlif  >tatc  to  di-|>cn-<'  with  tlir  t 


tidiriiiK  it  i)o> 


ixcs  on  product. 


'I'his  reasoning  pr<v:iilc.|,  and  n-ultcd  in  tin-  fnaclinrnf  of 
ttic  law  of  |.H!»:;,  wliicli 


April   I,   \H>X 
nl    livi-trntl 


I  was,  liow<\('i-,  not  to  (j;<»  into  l'or<'<'  until 
'I'lii'  law  provided  lor  a  ".-U|)plctrn'ntar.v  tax" 


I-,  or  onc-lialf  of  omi\  [xr  mill  on  all  pro[M'rty. 
i:\iinption  was  (rnuitrd  to  all  jiroiMTty  of  ic-  than  (),(XK)  tiiarks; 
to  all  pcr-oris  wlio-c  irnorrif  d<M-.  not  fxcced  !MM)  marks,  pro- 
vided their  property  d<H-  not  exceed  2(»,<HM)  marks;  atid  to 
\Mirnen  w.me  earner-  and  minor  orphans  who-e  income  diH-s  not 
e\ce<'d  |,2(M)  mark>,  and  who-e  pro|)erty  doe.-,  not  exceed  >'(),(MM) 
marks. 


What 


is  more  imixirtant   is  the  ch.anue  that   w 


IS  tiow  made 


!>""ilili'  in  the  local  revenue  system,  and  in  it-  relation  to  tin 


jte  -\stem. 


The   'ierman    local    revenue  >ystem   was  exceedinKly   iinsat- 


i-t  ictory.     Ill  mo-t  of  the  towns  indirect  taxes  oi 


ived 
tr  iii-fers 


1  consumption 


ileralile   role;   in   some   places   indirect    taxes  on 
d  a  <uli-tantial  suui.     |?ut  >o  far  as  direct  taxe: 


.ire  concern!       we  find  everywhere  that  the  t.    •  m~  -impiv  adiled 
I  pcrcentaiie  to  the  state  taxes  which  in  Ii  -  would  he 

'  i\c-  on  product,  like  the  land,   hou-e.  husine-  -t,  and 

'\  ."-'es  tax<'s.     Where  state  income  taxe-  exi-ted,  a  ioi  ..:  |M'rceiit- 


also  added.  >o  th.it 


.im(junt  of  inc<>mc  t.ixes  alone 


i  Ijy  a  townsman  often  exceeded  eijrht  or  ten  [ler  cent.    Only 
I'lur  towns,  amoHK  them  lierlin  ,ind  Frankfort .  were  there  ;iny 
>n  rentals.     In  I'ru-.-ia  the  matter  wa-  -till  further  coin- 


ifed  hy  th 
a   cert.ain    sh 


■ailed  I.ex  fluerie  of   Iss."),  wliich  provide 
.f   tl 


lare   of    the    imperial    dutie-    on    agricultural 
"luct.s  should  i;o  to  the  local  divisions  instead  of  to  the  state. 


l>uiin/,iintjs.stcu<rccsetz   von    It  .Iiili,    ls!»:!.     The   lax  in  arranncd  in 
--o  «)  that  the  oiK-li.ilf  mill  r;itc  applir.s  (jiily  to  the  lowest  figures  in 

'  il  C'llLJH. 

Pri>I)irty  'I'ax. 

Thus    ti,(HK)  to     s.iHHl  in:,rk.- pay     :{  m.irks, 
lU.IKHI  t.i   l.'.OOO  .■ 

■JU.INHI  to  ■_'_'. ICHI  H) 

lO.tHHI  to   )  t.lXH)  ■     _>(( 

liU.OOO  to  TO.fHMI  :l(l 

■  ■:.  70.INHI  In  •_>(!(), (NHI  ai    ilir  t,v  itu-n  ;.-.-  .".  i.Kirk-  f'T  ":!••!■    !n.!K>0  m. 
■  Jllll.lXK)  111.  tlic  ta\  iiiiTca.-is  Kl  aiark.-  lor  i  .i.li  ."I.IKH)  ni. 
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Tlir  shortcomiiii?-'  of  tliii  wlmlc  systt-m  wrn-  so  olivious  iiiul 
iH'f.-irnc  so  intolcr:il>li'  tlml  I'nissia  lH>lilly  iitlftiiptcd  to  :ilM>li»li 
tlifiii  ;it  one  stroke.  Tlir  fuii(l.'iinriitiil  priiuiplcs  that  cnwrKiil 
in  the  ('isciissioii  of  tlif  suhjcct  iliiri:in  tin-  session  1HU2  UH  m;iy 
Ik-  sinnni.'iri/('(i  as  follows: 

'I'lii-  relation  of  the  indivichiiil  to  the  local  community  i- 
soinewhat  ditTerent  from  his  relation  to  the  state  at  larp. 
The  town  is  to  a  certain  extent  an  association  of  business  in- 
terests. While  therefore  the  olili^ation  of  the  citi/en  to  con- 
trihiite  to  the  neiieral  iinrdens  should  Ik'  regulated  hy  the 
])rinciple  of  faculty  or  ahility,  it  is  eminently  proixT  that  in  the 
case  of  the  local  liodies  tnore  attention  should  Ik-  paid  to  the 
principle  of  benelils.  In  the  Uical  divisions,  an  extension  should 
he  u;ivei\  to  the  principle  underlying  what  in  the  I'nited  State- 
are  called  siM'cial  a>sessiuents  and  fees.  \n  arjiument  of  soinc- 
uhat  the  same  n.ature  -a  di.scus.sion  of  its  preci.se  terms  would 
carry  us  too  far  astray— led  to  the  demand  for  the  real  est;iir 
tax  as  one  of  tlie  chief  sources  of  loc.il  reveiuie.  .».  v  on  re  il 
estate  is  a  real  tax.  a  tax  on  product;  it  is  not  a  ]v  .onal  t;i\. 
Moreover,  the  real  estate  tax  is  an  especially  rckmI  local  l.i\ 
partly  l>ecause  the  heuelit.s  of  local  expenditure  accrue  primu'-ilv 
to  re:d  estate  and  thus  increase  the  fticulty  of  the  owner;  ]v.ir'.\\- 
V.ecau-e  making  it  a  local  tux  would  :it  once  remove  from  I  lie 
pulilic  arena  the  un>eemly  disputes  about  ine(iuality  of  rati- 
and  ahont  e(|ualizati(»u.  with  which  the  public  is  scarcely  Ic- 
familiar  abroad  than  in  Ami'rica. 

On  the  other  himd.  the  income  tax  is  unsuitable  for  a  l(i(:il 
tax,  chiefly  because  amid  modern  complications  income  c.m- 
not  well  be  localized.  The  sph«Te  of  local  indirect  taxes,  abn. 
should  be  restricted,  because  local  taxes  on  consumption  nn 
apt  to  i)ress  with  undue  severity  on  the  [Ktorer  classes.  Hut 
.since  other  classes,  as  well  as  real  estate  owners,  share  iIm 
duty  of  contributiiin  to  local  biu'dens,  the  real  estate  tax  >hniilil 
be  sui)i)lemen1ed  by  a  business  tax,  in  the  shape  of  a  real  t.i\. 
rather  th;in  of  a  personal  tax.  Thus  the  crmclusion  is  ci-ilv 
reached:  per>on;.l  i.incs  in  the  shape  of  an  income  tax  and  nl  i 
nupi)lenientar>  i)roperty  ta  for  the  state  government;  nil 
taxes,  like  the  land  t.ix.  the  house  tax  and  the  business  t.i'"- 
for  the  local  bodie-.  If  we  join  to  this  a  dimimitioii  in  'ii'' 
local  indinct  t.ixes,  and  an  increase  of  sjiecial  as.scs>ini n'- 
and  of  fee-^,  we  shall  have  a  system  which  is  lonically  defen-il'lc 
and    |)ni(tii  ,illy    w()rkal)le. 
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In  acconliiiicc  with  flicxc  idnis  wtTf  |t:i— rd  flic  ihrt'c  jrrcnt 
luw*  of  July  1 1,  \H>X\.     Till'  fir>l  l;i\v,  wliicli  h;is  alniidv  hern 


nil 

Til 


iitioricd,  |)rt>vi<l((l  fur  the  Mi|)pl('tiHrit.irv  proprrty  tiix 
V  sci'ond  law  '  al«ili>lic(i  a»  -niincs  of  >tat('  rrvciiiif  tlic  real 
tnxfs — that  i>,  the  land  tax.  llir  li(iii>f  tax,  the  Imsiiio-  tax 
and  th«'  old  tax  (tn  iiilnr^.  the  fii>t  thrcr  licinn  liandrd  over 
to  tin-  cotruiiiini's  (ir  local  Imdic-.  and  -nine  minor  chanKt'-' 
ht'inK  made  in  the  l>n^in<-s  ta\  with  the  ^anic  end  in  view. 


This   law,    like   the  otluT-. 


not    to   pi    into   clYcct    until 


April  I,  ]S!».');  partly  in  order  to  leave  tiu'e  for  the  arran>jeinent 
of  the  local  system,  partly  in  order  to  e  ial>le  the  state  income 
tax  to  lie  perfected  so  that  its  increase('  yield  would  more  than 
compensate  for  the  loss  of  the  taxes  on  pr<idu<'i.  Finally, 
the  third  law-  rcKulaled  the  sources  of  lucal  revenue. 

.VccordiuK  to  this  law,   the  loc.-d   liddies  .are  not   only  per- 
mitted,  liut   directed,   to  impose  fees  ,'ind  special  assessments 

action  results  in  a  special  ?ne;isur;ilile 


in  (' 


ases  where  t\\< 


heiiclit  to  the  individual;  and  the  extent  of  these  charnes  is 
definitely  reuulated.  Indirect  taxes  are  not  forliidden,  hut  it 
i-;  |irovided  that   no  new  or  incrca.sed  taxes  ma'-  he  imposed 


(in  inea 


t,  corn  or  hread,   p<it;it<ies  (ir  the  articles    ■''  ( 


(iminon 


i-oMsumptioii.  Direct  taxes  may  he  imp<ised  on  real  estate 
and  on  hiisiiiess.  In  special  cases  a  local  income  t;tA  may  he 
levied  as  an  addition  to  the  st.ate  inc<ime  tax;  hut  a  maximum 
is  fixed  and  permission  is  jtiven  to  suhstitufe  in  its  stead  f.axes 
on  expenditure,  which  must  he  so  arranged 


not  to  unpo 


(in  the  imor  ;■  heavier  hurden  than  on  the  rich.  In  n< 
may  a  local  Roneral  proixTty  tax  he  imposed,  nor  may  the 
existing  taxes  on  rentals  he  increased.  The  statute  does  not 
affect  in  any  way  the  rights  of  the  local  hodics  to  revenue 
tro  n  industrial  enterjirises  or  numicip.al  monopolies,  with 
tile  one  exception  that  the  charnes  mu>t  he  suHici(  lit  to  pm- 
'idc  a  revciuie  at  least  etjual  to  the  interest  on  the  outlay  and 
a  yearly  addition  to  the  sinking 


lunil 


The  I, 


IW   clost 


with 


•Mue   minor    provision.s    applicahle    to    c(jurity    or    provincial 


n\(nues. 


Into  the  details  of  these  law.';  it  is  manifestly  impossihle  t( 


<iis('t7,  wi'ttcn  .\uflicl)iin(j  dircktcr      aats-stsicrn.     ThiM  i.s  printed  in 
"iii:-.\n-liii\  \.,  pp.  7'.!.")  SOI. 
I'niissisclii's   K()riiniilii:il:il>ir:il)c'tii:i'sclz       Tliis   luis   liciTi    piililislicd    ir 


A  re  hi 


pp. 


:!ls  :{|l       I'lir  l„ 


llticiTl   i^^   till'  line  iif    Ailirkr 


Ml.  iinoni'd  !it)i>V(',  witli  i'i>tniiiiiit:irv  ;iiii|  imtr^ 
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go.  Wore  there  spare,  it  would  ho  fruitful  to  call  attention 
to  some  errors  in  the  general  theory  and  to  some  mistakes 
in  the  practical  arrangements.  Thus  the  ai)olition,  rather 
than  the  improvement,  of  the  rentals  tax;  the  retention  of 
the  indirect  taxes;  the  failure  to  provide  for  a  state  inheritance 
tax;  and  the  inadetjuate  working  out  of  th(>  principles  of  the 
corp'iration  tax  constitute  undeniable  blemishes.  Above  all 
there  was  an  unfortunate  limitation  up<m  the  increase  of  the 
"real"  taxes.  It  was  enacted  that  for  every  increase  in  the 
rate  of  the  income  tax  on  the  part  of  the  locilities,  there  must 
l)e  :.t  lea^t  a  similar  inc. ease  (but  at  most  not  more  than  one- 
half  as  much  again)  in  the  rate  of  the  real  taxes  or  taxes  on 
product — the  taxes  on  land,  buildings  and  business.  If  the 
taxes  on  i)roduct,  however,  are  augment"d  so  as  to  reach  one 
hundred  and  fifty  per  cent  of  the  old  rates,  further  increaMs 
are  permitted  at  thf>  rate  of  two  per  cent  in  the  income  tax 
for  each  one  per  cent  in  the  tax(>s  on  product  until  the  latter 
reacn  two  hundred  per  cent  of  the  old  rate.  Exceptions  to 
tins  rule  are  permitted  only  by  governmental  sanction.  Tlic 
result  has  been  that  it  has  become  impossible  to  raise  the  real 
estate  tax  in  the  towns  without  increasing  the  rate  of  the  ui- 
conie  tax  to  inordinate  heights.  As  a  conseciuence  the  (Jerniaii 
cities,  which  everywhere  raise  far  less  revenue  from  real  estate 
than  do  the  American  cities,  have  sometimes  been  seriously 
embarrassed  in  securing  adequaie  revenue.  This  is  undoubtedly 
the  chief  defect  in  the  law. 

.\ll  these  defects,  however,  sink  into  insignificance  when  corn- 
pared  with  the  one  great  boon — the  acceptance,  even  in  in 
imperfect  way,  of  the  i)rinciple  of  the  .segregation  of  soiiicr 
as  between  local  and  state  rev(>nues.  For  this  all  reforim  rs 
have  been  contending  the  world  over— in  Krance  as  in  .Austii- 
lia,  in  Italy  as  in  .\merica.  To  hav(>  successfully  accomi)lisliril 
this  result  and  to  have  brotight  it  into  harmony  with  tlie  dn,  - 
trine  of  faculty,  is  an  achievement  of  sufficient  imijortance  to 
entitle  Dr.  Mi(iuel  to  a  high  place  in  the  ranks  of  fiscal  n  I'oriner-. 
The  year  ISil.')  will  mark  an  epoch  not  only  in  Prussian,  but 
also  in  internatitmal  finance. 


m 


.\ft(>r  this  survey  it  is  needl(>ss  to  point  out  the  l(>ssons  appli- 
{•able  to  the  I'liited  States.  The  ec()non)'c  conditicms  of  Uir 
civilized  world  are  everywliere  fast  becoming  the  same:  .nd 
ui)on  WW  changes  in  economic  conditions  deptMid  the  chain;' ^ 
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in  financial  systems.  In  old  Europe  as  well  as  in  youiiK  Aus- 
tralia the  same  tendency  is  unmistakable—  tli(>  trend  to  greater 
justiee  in  taxation.  When  four  widely  distant  countries  re 
form  their  systems  almost  simultaneously,  and  upon  the  same 
general  lines,  the  it.ference  is  irresistible  that  the  causes  of  the 
movement  are  of  U,r  more  than  mere  local  significance.  To 
shut  our  eyes  to  this  world-wide  movement  would  he  supreme 
folly;  to  profit  by  its  i"ss(ms  iinl  to  bring  our  own  system  into 
line  with  the  (iem.inds  of  modern  science  and  of  moderi  con- 
ditions will  be  no  less  wise  than  it  is  inevitable. 


<« 


CHAPTER    XVII 

KKCKNT    KKFOUMS    IN     TAX-VIION.       II.    TIIK    HKKOKMS 
OK    19()i»-19U) 
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NoTiiiNci,  pcrliiips.  ill  the  history  of  taxtition  is  more  striking 
tlian  tlic  appcaraiuf  i.l'  successive  waves  of  reform.  In  the 
precetling  chapter  we  liave  studied  the  nioveineiits  which 
culminated  at  ahnost  tiie  sane  time  in  various  coui  tries, 
some  of  them  widely  separ;  d  from  eaeii  other.  A  decade 
and  a  half  later  ue  find  another  reform  movement  which  swe[)t 
over  some  of  the  identical  countries  treated  of  above,  and 
which,  althouRh  in  some  rcsi)ects  proceediiiK  still  further  on 
the  old  lines,  yet  in  other  ways  struck  out  in  a  new  direction 
The  years  li)U9-l()10  are  marked  hy  sifj;niticant  changes  in  tin 
li>cal  sy>tems  of  llnsland,  Ciermany  and  Australia,  and  in  tlie 
same  year  came  the  adoi)tion,  after  several  decades'  strugs'*'. 
of  the  income  tax  bill  l)y  the  lower  house  in  France.' 

I.  (Irait  liiiUuti 

.  The  first  place  in  the  history  of  the  reform  movement  is  oc- 
c\ipied  by  (Ireat  Britain  in  the  famous  Lloyd  (leorjie  budncl. 
This,  while  making  in  some  n-spects  a  new  departure  in  fiscnl 
policy,  is  nevertlieless  to  be  considered  in  the  main  as  a  ioRi(;il 
development  of  a  movement  initiated  some  time  ago. 

The  aiiitation  for  augmented  revenues  in  (".reat  Britain  li:i~ 
been  precipitated,  as  is  well  known,  by  the  great  increase  in 
expenditures,  due  i)artly  to  the  prodigious  addition  to  the  iiavai 
estimales  and  jiartly  to  the  n(>w  social  legislation  on  old-a'z<' 
pensions  and  national  iiwur.ance.  Monniver,  it  is  everyviieir 
conceded  that  England  is  on  tin-  brink  of  still  greater  expemli- 
tures.  For  while  it  may  iiuleed  lie  exiM-ctcnl  that,  the  mad  rue 
for  increased  naval  armaments  will  before  long  reach  its  term, 
it  iMiot  unlikely  that  the  in:-urance  schemes  constitute  only  lie 

'  lor  ;i  st\ii|\-  nl'  till-  plinsc  of  tlic  siilijcct  uliicli  is  mil  Iri'utcil  ■if  !;■  re 
li(i-:iM.-c-  tiir  ri't'iirm   has  nut    yi'i    lii'cii   liii,ill>    ai-i-iniiplislii-il,   -I'c  ,'>clii;ni,iii 

V/,,    /..,;■..,,,..,    y...  .•     \,.v,    \  .,!■].;.   IMl  I.   irirl    1   .  I.,,i.k   J.  r\y,i\>    1' 
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first  of  a  series  that  will  call  for  increasinfjly  vast  outlays.  Even 
if  England  should  adopt  the  policy  of  so-called  tariff  reform, 
it  is  iiui)rol)abU  that  the  wiiole  or  even  thi;  greater  part  of  its 
increased  expt>nditure  will  l)e  met  l)y  inii)ort  duties. 

Until  tho  repeal  of  the  corn  laws,  the  national  revenues  of 
Hnsland,  like  those  of  almost  all  other  f!;reat  nations,  were  de- 
rived almost  exclusively  from  Indirect  taxes.  Hepinning  shortly 
Ix'fore  the  middle  of  the  century,  the  tendency  in  Enpiand,  as 
elsewhere,  has  been  toward  reliance,  in  an  ever  greater  degree, 
up(m  direct  ta.xes.  First  the  im-ome  tax  was  introduced,  al- 
tluaigh  timidly  and  only  as  a  temporary  measure.  Gradually 
its  administration  w.as  improved  and  its  yield  incresised,  until 
by  the  end  of  the  seventies  it  was  recognized  ;is  a  permanent 
part  of  the  tax  system.  In  the  nineties  the  de:ith  duties  or  in- 
heritance taxes  were  remodelled,  and  have  since  been  pitiying 
an  increasingly  important  role  in  tlie  budget.  And  now,  finidly, 
the  various  forms  of  land  revenue  wcTe  to  be  added  to  the  list 
of  direct  taxes. 

It  would  be  a  mistake,  however,  to  assume  that  an  over- 
emphasis was  put  upon  direct  tMX(>s.  On  the  contrary,  a  con- 
sidera'  '"  part  of  the  additional  r(>vcauc  in  the  new  budget  was 
to  come  irom  indirect  taxes.  In  fact,  so  far  as  its  fiscal  policy 
is  concerned,  the  Liberal  party  caimot  be  said  to  be  opposed 
to  the  use  of  indirect  taxes;  it  is  committed  rather  to  the  prin- 
ciple that,  in  order  to  meet  the  growing  needs  of  government, 
recourse  must  be  had  to  direct  as  well  as  to  iiulirect  taxes. 
The  English  policy  is  to  hold  the  t)alanc('  even,  not,  as  is  often 
hastily  as.sunied,  to  dispense  with  indirect  taxes.  Thus,  if  we 
take  the  period  from  189o  to  190S  — that  is,  from  Harcourt's 
budget  reform  up  to  the  year  preceding  the  Lloyd  deorgc 
budget— we  find  that  of  tiie  increase  in  revenues  of  44  million 
pounds  20  n.-liion  iK)unds  came  fmm  indirect  taxes  and  24  million 
pouinlsfrom  dirwt  (as  ap()cars  from  the  table  on  the  next  page). 
Mnrcover,  wlien  attention  is  directed  to  the  reduction  of  indirect 
t;ixcs  in  the  budgets  of  HHXl  and  1<»()S,  it  is  sometimes  forgt)tten 
fliat  e(iual  reductions  were  made  in  the  direct   taxes.'     From 

'  In  an  article  by  .1.  Watson  Oriic  in  (lie  Aii/irim-i  Rrtiiiiiniir  Review,  vol. 

i.  UOll),  p.  4iH)(/  siij.,  an  iiicorn    I  iti)[)n'ssi(in  is  left  <m  ilir  nvulcr's  mind 

an  tn  this  point.     All  the  rctnissinns  nf  itidircri   inxcs  iik  iitii>Mi't|  hy  Mr. 

(Irico,  like  tho.xc  on  coal,  su^'ar  and  tea,  were  simply  ninissions  of  new  or 

■Mitional  taxes.  itn))osccl  duriim  tlic  war  period,  and  were  nioretli.an  eouri- 

.     ..U..1 1    1    I-    .  I         ,       I         ,  ■  I,  I  ... 
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1903,  which  was  the  liinhwatiT  mark  of  the  new  budgets,  to  1908, 
tlie  remissions  of  taxation  were  nearly  the  same  in  eaeh  of  the 
two  classes. 

Uk.VENUS     (in    millions    ok    I'OUNDS) 


INDIRECT  TAXKS 


DIKECT  TAXh' 


!*• 


1S(».")  . 
l'.K)8  . 


-  -  — 

- 

("USTOMH 

KXCIrtKH 

MTAMFf* 

roTAi, 

tNCOMK 
TAXES 

1 

21) 

30 

(■) 

o() 

U) 

11 

•.ir> 

37 

8 

so 

39 

18 

a2 

3t) 

8 

TC) 

32 

lit 

27 
.57 
51 


It  was  (juite  natural,  tlierefore,  that  when,  in  1909,  Lloyd 
Cieorpie  found  a  little  over  14  millions  needed  to  carry  out  his 
program,  lie  decided  that  somewhat  more  than  one-half  of  tiic 
deficit  should  i)e  raised  from  indirect  taxes:  from  increased 
customs  duties  and  excises  on  liquors  and  tol)acco,  together 
with  additional  stamp  duties,  especially  on  securities,  a  gradu- 
ated tax  on  motor  cars  ami  a  new  tax  on  petrol.  To  tw  precise, 
the  additional  indirect  taxes  wi  re  to  yield  £7,350,000  as  against 
£t).850,000  from  additional  direct  taxes.' 


'  Th(>  items  lire  : 
I,i(|ii()r  lici'iisi's 

Spirit.s 

Stamps 

Petrol        .      .      . 

Motor-ciir  lirenses 


fellows: 

i;2,C)(H),(KK) 

l,!«H),()(H) 

1,()()(),(KK) 

.      .       tM(),0(M) 

.      .       3tO,0(K) 

.      .       2tiO;()0() 


Inoomc  t.ix  . 
PIsliite  duties 
Land  value  duti(» 


£7,3.">(),(XK) 
'I'lie  eliH'f  iiltenitioiis  in    .lo  indin  et  taxes  were  as  follow.s. 

Spirits:      old  duty.  ll"*.  1'/.  per  eal.  inrreased  to 

additional  duty,  3.s.  fiii.    " 

iJeer:          <.1<1  duty,  Cl-VJ.-.-.          "    liW. 

ailditional  iluty,  1.-..            "       "  "            " 

'I'ohaieo:   old  duty.  .is.            "    lb.  "            " 

additional  dutv,  >^i.    "      "  "           " 


.    2,8.")0,(M)i| 
oOO.OtHI 


£6,850,(K)0 
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Incidentally  it  may  l)e  remarked  that  the  law  of  lOO'.t  re- 
pealed the  old  prohibition  against  cultivating  tobacco  in  Great 
Britain  (the  repeal  had  already  l)c<"n  applied  in  Ireland  in 
1908),  which  had  been  introduced  o\ur  two  and  one-half  cen- 
turies ago  in  order  to  foster  the  growth  ot  tobacco  in  the  American 
colonies  and  to  secure  the  tobacco  revenue  entirely  from  customs. 
Henceforth  the  tobacco  revenue  in  (ireat  Britain  is  to  come  not 
only  from  customs  duties  but  also  from  an  internal  license  of 
five  .shillings  and  the  exci.se. 

Bearing  in  mind,  then,  the  important  part  which  the  increase 
of  indirect  taxes  plays  in  the  new  scheme,  it  remains  none  the 
less  true  that  the  chief  interest  of  the  budget  lies  in  the  direct 
taxes,  that  is,  the  income  tax,  the  inheritance  tax  and  the  new 
land  taxes. 

First,  as  to  the  income  tax.  Tliere  are,  as  is  well  known, 
two  different  kinds  of  income  taxation.  The  one  is  the  Prussian 
system  of  the  .so-called  "lumi)-sum"  income  tax,  where  a  man  is 
compelled  to  make  a  return  of  his  entire  income.  The  other 
is  the  stoppage-at-source  .system,  where  the  income  is  classified 
into  a  numl)er  of  categories,  and  an  attempt  is  made  to  have  the 
tax  paid,  not  by  the  person  wiio  receives  the  income,  but  by  the 
l)erson  who  i)ays  or  advances  the  income  to  the  recipient.  This 
is  tlie  system  which  the  Hnglish  have  adopted,  and  which  they 

."^pirit.s:       old  duty,  ll.v.         per  nal,     iticrcxscd  t(» 

riil):icco:  new  duty,  :is.  ti*/.  per  lli.  up        to 

.Motor        new  Kniduiitcd 

i':irs:  duty,  £2-2.^.         forti'jli.  p.    ••         "     £12 

for  ovcrtiO  li.  p. 
I'rtrol:       nc'v  duty,  :i(/.  per  ttal. 

Liipiar  liiTiine^: 

Wliolrsali-  dealers  in  .spirits:£l(>-l().<. 

Wliolesale  dealers  ill  heer:    C  :i     •).<. 

Ir  i.iil  dealers:  duties  inerea.-ie(l  aeeording  to 

vulue  of  the  licensed  preiuise.s. 

The  duties  on  cDiiveyanee.s  and  .sales,  ou  leases  (e\cei)t  the  |)eniiy  duly) 
:tti  I  on  inarki'table  .securities  were  doubled.  On  contracts  the  old  rates  of 
1/  ami  l.s.  were  inerea.sed  to  Ck/.,  rising  to  £1  on  .-ontracts  of  over  £2(),0(M). 
The  best  account  of  the  new  excises,  stamjjs  and  li(|Uor  licenses  will  !«> 
fniuid  in  .1.  W'ylie.  Liquor  l.iccnxf  Diilivx,  Ihvlh  Diilif^.  Inromi-  Duties, 
Stitiiiiix,  ('iisli,m.'<  1111(1  h'rrinrs,  iiiidtr  I', iris  II.  la  \'III  aj  the  Fiiniiirc  il!>()!l- 
I'l:  Art,  irith  vxitlnnatory  Sotts  and  Riftiritcea,  Rides  nn,.  R,ijiil<itii»is, 
i'r.  ;i.,n-,.;.)n,  V.)U)j. 
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considor  far  siiporior  to  tlic  I'russiaii.  I'lidcr  it  tlie  total  amount 
of  a  man's  iuconic  is  not  ilivuljicd,  except  in  the  case?  of  in- 
comes under  L"7(K).  wliere  certain  al>atements  are  permitted. 
Hut  the  lOnglish  system,  larijely  l)e<'aiise  of  tliese  arrangements, 
has  always  involved,  at  h'ast  on  all  incomes  over  the  normal 
amount  of  t!7()(),  a  simi>le  proportional  tax  and,  until  VM7,  an 
unditTerentiated  tax  as  well. 

The  interesting  feature  of  the  new  provisions  is  that  l',n;?lanil 
is  henceforth  to  enforce  hoth  the  dilYerentiation  and  the  frradua- 
tion  of  the  income  t;ix.  In  other  words,  not  only  is  a  distinction 
made  whereby  unearned  incomes  are  ttixed  at  a  hiij;her  r.ilc 
than  earned  incomes.'  hut  the  l)e}jimiii>i;s  of  a  real  profiressi\c 
taxation  are  introduced  liy  the  adoption  of  the  so-called  super- 
tax. That  is  tosa>-,  whenever  the  total  income  excei-ds  t!."),()()t), 
an  additional  duty  of  ('«/.  in  the  pound  (over  and  above  tlic 
normal  rate  of  In.  '_''/.)  is  charjie<i  for  every  pound  of  the  amoiini 
by  which  the  total  income  exceeds  L';?,(H)().  Moreover,  on  the 
smaller  incomes,  in  a<ldition  to  the  ab.itements  that  were  al- 
ready in  force,  it  is  provid-'d  that  in  the  case  of  all  incunir- 
under  I'oOO  a  reduction  of  L'K)  in  the  tax  shall  be  made  for  eacli 
child.  Thus  at  botli  ends  of  tlie  scale  modiiications  of  the  in- 
come tax  are  provide<l  which  look  to  a  greater  aijproximatioii 
to  the  prirciple  of  ability  to  i)ay. 

The  imi.nrtance  of  tlie  ch;ui,u:c  lies  chiefly  in  the  ap])licati(iii 
of  the  doctrine  of  jiroiires^^ion.  In  order,  however,  to  m.ikc 
this  possible,  it  has  become  necessary  to  abandon,  so  far  as  t!ic 
larfjer  incomes  .are  conceiiied,  the  old  principle  of  the  stop- 
l)a}j;e-at-source  and  to  replace  it  by  that  of  the  lump-sum  t,i\. 
That  is  to  say,  tlie  ])roportional  part  of  the  income  tax  will 
si  ill  be  levie<l  as  formerly,  according!;  to  the  stopi)a}!;e-at-s(iu!rf 
sc-heine,  but  the  >uper-tax  will  have  to  !ie  assessed  accordinir  In 
the  lumi)-sum  ]>rin(iple.  .Mthouifh  some  doubts  were  exprc-M.I 
;is  to  the  administrative  i)racticabilil \-  of  the  new  ])lan,  it  li  i- 
thu>  far  Worked  without  nuich  friction.  The  number  of  >upi  i- 
t:ixi)ayers  during  the  fir>t  full  year  of  the  opeiation  nl'  lln 
law  was  l)etwe('n  tiai  and  eleven  thousand,  with  an  ajiKreg:!!'' 


'  !r\  1007,  when  tlic  Kcncral  rate  of  the  inc<)iiii'  tax  was  l.<..  canicd  iiimni.  ■ 
lip  to  (.■■.>,(HH)  were  rliariicii  only  lt</.  'I'lic  fiiiaiicc  Act  of  I'.MMI  Ul.  uiiii  !; 
lixnl  till'  iioriiial  rate  at  Ix.  '_'(/..  Irfl  uilcamcil  iiicoiiii's  up  to  IJ.'.tHM)  al  :' ', 
ami  a»r»c(l  uiicariicil  iiicoiiics  licl  urcii  U_',(M)OmiiJ  L'i.OOO  at  \s.  I'or  fi,;; 
i!i'I:iii^  111  \v!tMt  i>  inrilit  Ii\'  i-Mflii-ii  inconir  llMili'r  tlji-s;*'  Im.ws.  S'*''  S*!"!?!:!!!  I  !■: 
Th,  h„;,ni,   Tax  {V.)U)<,  pp.  20'_'-20.J. 
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income  of  ;ilmo>t  i:{()  million  [xninds  uixmi  wliicli  iho  snpcr-lMX 
was  iibont  two  and  one-half  millions.'  It  is  wort  liy  of  note  that 
the  income-tax  inoject  adojjted  hy  the  lower  ';')us(!  in  Franco 
pursnes  the  same  donhle  |)lan. 

While  the  pro^rosive  feature  wa.s  only  hesitatin<.'ly  intro- 
duced into  the  income  tax,  it  has  been  ap|)lie(|  to  the  inheritance 
lax  since  IS'.M.  An  interestinji  feature  of  the  new  liudKet  is  the 
Kreat  expansion  in  ttie  scale  of  firaduatioii.  A  decided  step  in 
this  direction  had  alrea<!y  heen  taken  in  I'.tOT,  when  the  rate- 
of  the  duty  on  estates  over  CI •")().()()()  were  increa-ed,  hi  that 
estates  of  a  million  pounds  jjaid  ten  instead  of  seven  and  one- 
half  per  cent,  and  the  maxinnmi  rate,  on  estates  over  three 
million  pounds,  was  r.-iised  from  ei.Ldit  to  lift  ecu  per  cent.- 
Accordiiifi;  to  the  new  scheme  the  e>tate  duty,  which  licfjins 
at  the  rate  of  one  ])er  cent  on  est;ites  from  ClIH)  to  f,")(K),  now 
runs  up,  in  a  steep  jiraduatioii,  until  it  reaches  ten  ))er  cent  on 
estates  between  Ul.'iO.OOO  to  l"20(), ()()()  and  fifteen  per  cent  on 
estates  over  L"l,()(M),()()().'  li.  consicleriiiK  these  (iftures  it  imist 
be  rememlu'red  that  in  addition  to  the  estate  duty,  which  ap- 
plies to  the  whole  of  the  estate,  there  are  also  the  legacy  and 
succession  duties,  which  apply  to  separate  shares  of  the  estate, 
and  which  corres[)ond  to  what  are  called  in  America  collateral 
iiihcritaiu'c  taxes.  These,  which  are  graduated  according  to 
nlationship,   run  up  to  ten  p<'r  cent.     The  result  is  that   the 
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English  inlu'ritimir  tax  undiT  its  present  form  is  Knuluatcil 
up  to  till'  point  of  twt'iity-livc  imt  cent  -fifjun-s  which  an-  a-- 
high  as  tliosc  fotiiul  in  any  other  part  of  the  worhl  and  which, 
so  far  as  tiif  direct  inhcritancf  tax  is  conccrni-d,  exceed  any- 
thing that  is  to  he  found  in  tlie  I'niteil  States. 

Important  as  were  these  chan);es  in  tlie  income  tax  and  the 
death  duties,  the  most  significant  feature  of  tiie  t)ud>!;et— and  thi' 
true  cause  of  the  resistance  by  llie  House  of  Lords  wiiich  led 
to  the  epoch-making!;  constitutional  ciiauKes  of  tlie  foUowiiin 
voar — was  the  introduction  of  the  new  land  taxes. 


II.  The  British  Linil  Taxes 

Since  the  gradual  breakdown  of  the  old  Knglish  land  tax  and 
its  conversicm  in  1708  into  a  redeemable  rent  charge,  Land  in 
Mngland  had  not  been  subje  t  to  any  sjM'cial  taxation.  'I'lic 
local  rates  were  indeed  levied  on  real  estate,  and  the  profits  of 
land  were  subject  to  the  income  tax;  but,  botii  in  the  Inc.il 
rates  and  in  the  income  tax.  land  was  taxed  only  wiien  it  yieldtil 
an  actual  revenue,  and  wh(>'iever  land  was  not  rented  or  did 
not  yield  an  actual  money  income  it  was  not  taxed  at  all.  In  a 
country  like  luigl.and,  where  there  are  so  many  large  est.iic- 
utilized  for  ])uri)oses  of  jileasure  or  other  non-lucrative  end-. 
or  held  for  sjK'culation,  tliis  had  bec(mie  a  source  of  great  em- 
barrassment. Moreover,  e\-en  as  to  the  land  that  is  renlcil. 
the  lOnglish  .system  dilTers  from  that  of  the  United  Stato  in 
two  important  respects. 

In  the  first  i)lace,  in  the  I'nited  States  land  in  the  outskirts 
of  the  towns  is  sul-.ject  to  si)ecial  assessments  for  local  improve 
ments.  When  the  valu(>  of  the  land  is  enhancetl  by  the  oimii 
ing  or  gr.-iding  of  streets,  a  i)ortion  of  tiie  entianc<'meiit  dI 
value  is  taken  by  the  government,  which  in  a  sense  cre.alcs  ii. 
In  Kngland.  with  rare  exceptions  in  recent  years,  this  pr.icliiv 
is  iniknown.  The  Hritish  landowner  enjoys  the  increment  i>! 
value,  and  the  tmrden  of  the  expenditure  is  borne  by  the  ;:('ii- 
eral  ratepayer. 

In  tiie  s(  'ond  place,  land  in  the  United  States  is  tax.iblc  ni 
its  selling  alue;  and,  if  the  land  rises  in  valu(>  as  populatimi 
increases,  the  landowner  must  still  bear  liis  proportion  of  ilr 
lo<'al  burdens,  even  though  the  land  remains  vacant  or  is  u-r. I 
for  :!gr!<u!tur;t!  purpo-e-.  While  -otnc  Ameri'-an  tn-.v!!-;  ■■■'■■■■ 
indeed  in  the  h.ibit  of  assessing  v.ic.aut   lots  with  cousidcKii  1  ■ 
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ti'iiilcmcss,  otlicrs  pm-iH'  ;i  ditTcn-nt  practice,  and  in  every  case 
it  is  an  easy  matter  lor  an  aroiiseil  pnhiic  ^etitiinent  to  inaivc  the 
practice  conform  to  tlie  law,  and  tliiis  to  increase  the  i)ur(lens 
(if  the  land  /"'//  i>iis\ii  with  the  rise  of  land  values.  In  ( ireat 
Hritaiii,  on  the  other  hand,  lands  jire  taxahle  according  to 
rental  vahie.  If  I  hey  are  v;ii-ant  they  are,  as  we  have  seen,  fre- 
(picntly  not  taxed  at  all.  If  tiiey  are  rented  for  agricultural 
|iiiij)oses,  however,  their  rental  value  is  manifestly  far  lower 
th:m  would  lie  the  ca.-e  if  the  laiiil  were  used  for  liuililinns. 
( 'oiise(|uentl>',  even  if  they  are  s\iliject  to  the  local  rates,  they 
p;iy  a  pitifully  small  amount  compared  to  their  real  ability  to 
pav;  and  the  n'-owinj;  pros|)erity  of  the  town  results  only  in 
liciiefits  to  the  lamlowner  without  subjecting  him  to  any  corre- 
sponding lnu'deiis. 

'I'll  s  from  every  i)oint  of  view  the  owi.ers  of  unimi)r()ved 
land  in  ( Jrwat  Britain  constituted  a  favoreil  class,  'i'hey  were 
iKit  suliject  to  ^iM'cial  assessments,  they  were  not  t.axed  when  the 
land  was  unrentcd,  ,iiid  they  were  undertaxed  if  the  lanil  was 
rciilid.  In  all  these  re>i)ects  they  were  in  a  position  v  ry  dif- 
icrcnt  from  that  of  the  .\merican  landowners.  The  situation 
ill  (Ireat  Mritain  was  anom.alous.  'I'he  new  land  taxes  were 
ilcsi}j;ned  tt)  put  ;in  end  to  this  situ;ition. 

.\s  far  hack  as  I'.HH  a  roy;il  coimnission  on  loc.il  taxation  had 
-iiiijiested  a  local  tax  on  site  valiK's;  and  in  VM)\  and  afiain  in 
I'.tO.")  a  hill  to  this  elTect  had  reached  a  third  readinR  in  the 
lluiis<'  of  Commons.  In  Scotland  the  movement  had  lieen 
c\(ii  more  decided.  .\s  soon  as  the  Lilieral  i)arty  came  into 
p.iwer  in  I'.tOC)  a  fiener.il  land-value  t.ax  hill  ajiplicahle  to  Scot- 
land w;is  jiassed  in  second  reailin^r.  hy  .1  larjic  majority.  It  was 
ihiii  referred  to  a  connniticc  an<i  on  tl"ir  recommendation  it 
w  1-  withdrawn  in  fa\or  of  a  local  valuation  hill.  This  ."scotch 
laml-valuation  hill  jiassed  the  House  hy  ;i  larp-  majority  in  1907, 
I'lit  was  reje(te<l  hy  the  l.onN.  The  same  thiufi  hap])ened  in 
l!H)s.  In  VM)\)  hoth  schemes,  the  IJi}ili>h  and  the  Scotch,  were 
tiiially  t.-iken  up  hy  the  <joveinm<'nt  and  considerahly  extciivicil, 
ii"t  only  api)lyinj!;  the  princiiile  to  ( irea*  Britain  as  a  whole, 
liiit  al-)  includin}!  several  additional  kinds  of  land  taxes.  With 
th'  iiolitica!  strufifih'  wtiich  roulted  in  the  comphte  triumph 
"I  'he  ( 'oimnons  we  have  not  to  deal  here.  The  imi)ortant  |M)iut 
w  i~  the  tin;d  acce|)tance  hv  the  countrv  of  the  jirinciple  of  the 
!;•;:■!  t;ixe-. 

The  new  land  ta\e>  were  four  in  nuniher.  the  undevelo])ed- 
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hiiiil  duty,  llic  iiicri'iiiciit-valuc  duty,  tin-  n-vorijion  duty  and  the 
iniiifr:d-rinlits  duty.' 

The  undcv(l()|)cd-l;»i>d  duty  is  a  t;ix  of  oui-  li!df|M'niiy  on  the 
|M)und  i/u  tile  site  value  iil'  uiidcv clopt'd  ImikI.     Laud  is  dt'cland 
to  !•('  uud<'Vrlo|)('d  it'  it  lias  nut  Ipccm  dc\(  loju'd  liy  llic  crcrtiirii 
of  dwcliiun  Imuscs  or  nl;iss|inuscs  or  urctnliouM's  or  huildii;^;-. 
for  tilt'  purpose  of  auy  liusiue^s.  trade  or  iudustry  otiier  tlian 
aftrieuitiue,  or  is  not    otherwise   u-ed   hunn  Jiilr  for  any  >ui  li 
business.     .Mttiou^li  tlie  rate  of  tliis  tax  is  very  low,  it   w.i- 
feared  that  the  scheme  inijjht  i)ro\f  to  lie  !Ui  entering;  wedjic  fur 
future  increased  taxation;  and  this  apprehension  explains  the 
strong  opposition  which  the  proposal  excited.    .\s  the  hill  went 
through  the  House  it  w:is  consider.iMy  altered.     As  it  reaclii  d 
the  Lords  aixl  was  en.acted  into  law,  it  provided  that  the  t,i\ 
should  not  l>e  applied  to  any  land  where  the  -ite  value  did  imt 
exceed    L'.")(l   per   acre.      'I'his   ;it    once   exempted    most    of   ilie 
a;tricultinal   land.      It   was  also  provided  that,   in  the  cast    i,i' 
agricultural  laml  where  the  site  value  exceeds  L'.')()  per  acre,  tin 
tax  shoulil  he  cliarne.ahle  only  on  the  amount  l»y  which  the  -iic 
value  exceeds  the  value  of  the  land  for  aKricultund  purpo-r-. 
No  iluty,  moreover,  is  assessed  on  small  holdings,  that  is,  i  n 
aRricultural  land  occupied  ami  cultivated  hy  the  owner,  pm- 
vided  that  the  total  v.ilue  of  all  land  owned  hy  him  doe^  n^t 
e.xceed    L'.")()().     Ownrrslii])  imder  this  clause  inchnles  lease-  ..f 
fifty  years  or  more      Other  exemptions  are  made  in  the  ci-c 
of  parks,  irardeiis,  open  spaces  to  which  the  jiuhlic  have  ,h  1 1  -s 
as  of  ri^ht  or  to  which  the  i)ulili<'  enj(A-  reason.nhle  access,  hind 
used  for  Raines  or  recreations  when  such  use  is  not  of  a  pnn  1\ 
temporary  character,  and  in  general  any  land  where  the  n.iii- 
missioners  think  that  it  is  desirahle  for  social  purjMises  to  kn  p 
the  Land  free  from  huildinKs.    Furthermore,  no  duty  is  cli:irL;i  i 
on  the  site  v.ali'"  of  one  acre  of  land,  whatever  its  use.  occiiph d 
with  a  dwelliiiji  house,  nor  on  the  site  valu(>  of  five  aen-  oi 
garden   or   pleasure  urounds  occupii'd   with  a   dwelliiifi   \\nti-r. 
pro\ided  that  the  site  value  in  (|Uestion  does  not  exceed  l\\i  iit\ 
times  the  amuial  v;due  of  the  land  and  house  as  assessed  to  tl.r 
income  tux.     A^ain,  it  is  to  be  noticed  that  wlion  money  1 .1- 

'  Tlir  hcsl  iiccoiiiil  (if  tlicsc  can  t)c  fimnd  in  .1.  Wvlic,  Th,  Dulii  k  m.  /.  ■' 
\'idni-<  fiiiil  Miiitnil  lihihls  iiiiilir  ji'iii  I  nf  Ihi  l-'iimnii  'lUli:!  U>  .\r: .  I' 
liilrn.l,,,!,,,,,.  \„hs  ,,f,,l  Api,,  nilic..^.  ,/<■  il.ondiin,  I'.UO  Cl'  :il<o  m  I  >:' f 
ii;;i  [  \(i;!(  ;i:  lirii.i:;^;  i;i  ii,,  I', /;<,-!■,■,,■;/■  lu  i„,i  i  ,./  !i„  ( ■,,»,/„, .~.-,.,...  ■■! 
Inl.itiil  1;,...,,,,      j'.lil    .  ;,.   1  I'lW  ..,,,. 
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liccn  ('X|M'iiil<'il  wit  hill  Ini  '  vcmi- 


iiii  niMd-. 


>r\ViT> 


lith 


view  to  till'  (IcM'Inpiiii'iit  of  laiiil  iiuliiilcil  in  :i  sclii'iiic  of  land 
(IfVclol'Illtlil,  the  l.'iliil  i>  to  lie  (Irciiifd  dcvHopcil  to  the  txtcnt 
(if  (iMf  iicrc  for  cxcry  L'I(K>  of  siicli  cxiiiiiilitun',  ;iiiil  to  tliiit 
extent  tllcTforc  exclliptfil  from  (|lll.\-.  I''iii;iliy,  wlien  ttie 
iiKTfiisi  (l-v;iliic  iliity  ineiitiomd  in  tlie  next  p;irji)jr;iiili  \\i[<  lieeii 
|i:ii(i  otl  any  linileviloped  l.md,  tlie  site  value  i-  to  lie  reduced 
liy  a  sum  i'(|iial  to  five  times  tlie  amount  of  'Ueii  duty. 

in  the  second  place,  we  come  to  what  i>  perhaps  the  most 
iiilcrestinK  part  of  the  entire  sdieme,  the  iiicremeiit-\alue  duty. 
Tiiis  tax  is  payahle  when  land  chaiiKo  hands  under  certain 
ninditions;  that  is.  it  is  levie<l  on  the  lollowinn  occasions: 
(I)  the  s;ile  of  any  land  or  interest  therein;  (2)  its  lease  for  a 
p.Tiod  of  more  tlian  foiiiteen  .\ears;  C.i)  its  passing  to  a  new 
iiwiier  liy  reason  of  death;  '  (  f)  in  the  case  of  land  which  is  held 
hy  anybody  corporate  or  incorporate,  and  which  therefore  does 
iiiit  change  hands,  the  t;ix  is  levied  every  fifteen  years,  with  the 
privilege  on  the  jiart  of  the  owner  of  paying  in  fifteen  yearly 
instalments.  On  each  of  these  four  occasions  the  ^itc  value  of 
tlic  land  is  determined,  and  the  excess,  if  any,  of  the  site  value 
thus  ascertained  (commonly  called  the  occasion  site  value)  over 
the  original  site  value  constitutes  the  increment  value.  .\n  in- 
crement value  of  ten  ]ier  cent  is  not  taxalile;  Imt  on  the  excess 
(if  all  increments  of  value  over  ten  per  cent  a  tax  is  imposed  at  the 
r.itc  of  twenty  per  cent.     In  other  words,  the  t.-ix  amounts  to  a 


lifth    of 


any    periodical    mere, 


in    value   o\(r   ten    per   cent. 


The  orininal  site  value"  is  the  site  value  as  of  April  'M).  IdOlt; 


and  on  ea( 


hsi 


lccessi\-e 


pared  with  its  ontriiial  va 


on  ])ri'vious  occasion 


'occasion."  when  the  site  value  is  c(>m- 
credit  is  to  he  allowed  for  the  duty 

•dutv 


luc 


The  balance,   called   tli 


un-,itisfied,"  is  tlicreforc  really  a  tax  on  the  entire  increment 
siiii-e  the  last  settlement.     In  case  of  a  fee  sim|)le  of  land,  the 


■Illation  b 


easv;  but   where  the  interest  is  less  than  the  fee 


the  duty  collectible  is  proi>ortioiiat('ly  redini'd,  the  bal 


-llnple 

luice   ultimately   poiii^  to   the 


■xche(iuer   as   occus-ious    wliicii 


lit  the  other  interests  in  the  land  may  arise. 


his  period  was  iiiirc.i.scd  tii  twenty  V( 


ars  l)v  the  Hcvcnuc  Xrt  of  lOll. 


Am  interest  expectant  on  tlic  liTininalion  ol 


I  lil> 


or 


liv 
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^1  in  lanil  williin  tlic  mcanins;  of  iIh 
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ii'ii  a  life  tenant  dies,  tli( 


I'lll  t.i\  is  payahle:  l)iit  when  the  land  is  siihjciM  lo  a  scltlcincnl.  llic  iliity 


he  cli; 


on  III! 


Ian. 


prisons  lialilc  lo  pay.     .\1 


orcovcr.  in- 
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mninianc'c  ol 


f  the 


feV^i  ■ 
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III  onliT  1)1  proviilr  ftir  iiiiy  |M)->il)lc  li:inl>lii|)  .■lri>ill^';  frmn  i 
ili'prccialiiiii  in  llic  v.-ihir  <il  tlic  |;iiiit,  it  i^  |iii>\  iilnl  tli.i.  .shiH 
land  liiiM  'ktii  xiIW  or  IcmmmI  witiiin  twiiily  y<ar>  |iMtrc|tii;; 
.\|>rii  ;{(),  KKMI,  lIuTc  limy  he  Mil^liliitcd  lur  llic  uriKinal  -ih 
valine  <»iif  liax'd  on  the  (•(iii.sidcration  fur  the  >alf  nr  tlir  -urn 
M'ciin'd  hy  inortnanc.  The  Hivi'ituc  Ad  ol'  I'tll  >till  fiiitlMi 
extends  tlli>  rn|ice>si(tn  and  |»linil>  a  ,-.lll»titllte  >ite  \ali|i 
l>a-ed  on  the  piirctiaM'  jiriee  paid  liy  the  owner  of  the  land  nr 
of  any  interest  therein  at  an.\  period  durintj:  his  hfeliine,  pn.- 
\ided  lie  is  still  the  owner  at  the  dale  of  applieatioli. 

'I'hti  exemptions  from  inereinenl-vahie  duty  inelude:  ( I )  ami- 
iMiltiiral  land,  while  that  land  has  no  higher  value  than  its  luaik,  i 
vahieaf  the  time  for  a-jrieullural  purposes  only ;  I'Ji  >niali  Ikhim - 
and  properties  which  ha\e  lieeii  in  the  occupation  <pf  the  owin  i 
for  ',  .\elve  months,  provided  that  he  does  not  own  inoie  thm 
til'ty  acres  in  all  and  tli.at  the  land  does  not  exceed  seveMl\-li\ 
|)ounds  an  a''ie;  Ci)  land  held  liy  a  liody  eorponite  or  iiKniim- 
r.ite  and  Used  for  names  or  recreation;  (  I )  the  lease  of  tiiienit  in- 
or  Hats  in  an  a|)artment  house.  The  tax  is  jiaid  l>y  st,imp-,  :i- 
a  -t.amp  duly;  and  in  ease  of  ^ales  or  leases  a  stamped  in-iiu- 
meiil  must  he  presented  sliowinu  thai  the  tax  has  heeii  p.ii.l 
«ir  that  it  is  not  payahle.  In  llie  case  of  transfers  ari^inu  In.in 
death,  the  increnieiil-v.alui'  duty  is  to  lie  collected  in  .iccnt,]- 
aiiee  with  the  imivisioiis  noverniiiK  the  payment  of  the  i-i.h 
duty. 

'i'he  third  of  the  land  taxes  is  tlie  so-called  re\ei>ji,ii  lii.;-, 
which  is  i)ayalile  at  the  termination  of  any  lease  of  l.uid.  |i  i- 
a  tax  of  ten  per  cent  on  the  value  of  the  heiietil  accruing  In  i!m 
lessor  hy  reason  of  the  termination  of  the  lease.  'i"he  valin  i  ' 
the  heiiefit  is  ascertained  hy  takinn  the  total  value  of  tin  l.n.l 
at  the  time  the  lease  leriniii.iles,  less  such  amount  ,as  is  alti  il-u- 
talile  to  work  done  or  capital  invested  hy  the  lessor,  and  d.  ihiri- 
iiiK  from  the  halance  the  value  of  the  land  at  the  lime  the  1.  .-. 
was  orinin.ally  made,  as  ascertained  on  liie  h,i>i-  of  the  con-U.  i- 
ation  for  the  lease.  The  reversion  duly  is  not  chained  on  :.i:!i- 
cultural  land  nor  on  leases  under  twenty-<ine  years  nor  u  hi  ii 
the  reversion  has  heeii  iiurchased  hefore  l!Mt!»,  .and  the  !•  i-r 
terminates  within  forty  years  of  the  [lurch.ase  d.ate  o||ii!\'.;m 
than  hy  agreement  Let  ween  !e»or  .md  lessee,  'i'he  <liii-  i- 
payahle  hy  the  lessor,  who  is  re(|iiire(l.  on  the  termiii.it ic:  "i 
the  ie.ase  to  <;ive  particular-  of  the  Land  .and  his  estimate  i.i  'hi 
heiieiil   accruiiiji;.     i'rovi-ioii  i-  also  made  tiial  reversion  i;  ,!v 


ms 
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t!>;i 


:iti(l  irnT<tiiirit-\:ili|c  ililty  »li:ill  not  Ixifli  he  |);ii(|  i,ii  tin-  .illlf 
lllrrijix'  III'  \;ili|f. 

Ill  till'  fdiirtli  |(l:iii  .  the  iicw  |;i\\  pruxiiji-.  ji.r  a  -ii-c;illr(| 
iiiiiHr.'il-rinhi-  ilul>  ,  wlii.h  i>  ;i  i.i\  nf  livr  pi  r  iriil  oil  tlir  ri'ital 
\.iliir  111'  .ill  ritlit-  to  Work  iiiimr.il-  ;iiiii  ol  .ill  iiiintT.'il  way 
li.i\r>.'  I'Voiii  tlif  t;iN;il)|c  miiiir.i!-,  Iiowrsi  r,  I'ny,  Itrick,  (■••irtli, 
sitiil,  rli.'iik.  liiiiotoiic  ;iiii|  jrr.i.il  arr  cxn  ptifl.  The  tax  i» 
;i-M>^t(|  on  ilir  |iio|iriiior  o,  iniiiiiili.'iti'  i,--  r,  ami  it  tlir  lattir 
1-  hiiii-clr  a  l(-<,|.  li,.  j,  (iititli.l  to  rccoviT  liy  dcilin  tiiijf  the 
t:i\  I'roiii  till'  nut  ji.aiil. 

Ill  •lie  ca-f  of  iiiiiicr.il  l.iMiU  iititlii  r  uiiilrvilo|»i(l-l.iii(l  dutv 
imr  nvir^ioii  duty  1-  p.av.ililc  So  tar  a>  incn  iiniit-\  aliic  duty 
i-  iiiiM  Tiiid,  iiiiiHiiiN  air  not  -iilijict  to  tin  t.ix  >o  loim  a-  tins 
r'lii.iiii  i.nworki'd.  if,  lio\M\ir.  i1m\  Ixnin  to  In-  worki'd  after 
I'Mnt.  inciciiH  nt-v.iliic  duty  Ihcoih.  ~  payable  in  any  year  in 
uhich  till'  output  of  till'  iiiiiic.  a-  n  lii'iti'd  Ly  tlii'  roy.'ijtir-  pai'l 
in  till'  yc.'ir.  i  \iiid-  tiuht  prr  rent  of  tlii'  i-.ipital  value  of  the 
iiiiiiir.il'.  In  eoniputini;  tlii-  increment  vdiie,  an  ailowance  i- 
iiKide  tor  any  portion  of  tlie  reniai  v.ilue  uliich  repie-eiit-.  a  n- 
lurii  tor  Mini-  expended  within  fifteen  ye.'ir>  \>\  the  le— or  in 
hiirinti  or  otherwise  oroviim  the  niineniU.  When  increiiient- 
\  ihie  duty  i>  p.'iid  on  iniiier.'i!-.  the  ainount  of  the  tax  i-  de- 
|i  I'led  from  the  mimral-ritrht^  duty  ehartiealiie  in  that   ye;ir. 

A  ueiieral  provi-ion  ;ippl.\iinj  to  all  the  l.'nid  t.'ixe>  i-  th.'it. 
ud'ii  .my  liettermint   eh.irye-  lor  what   in   .Xnierica  are  called 

p.ri.il  .'l-M'--ment^|    have  l.eeii   levied,   ;illo\\  .'ilice  i-,  to  li<'  Ill.'ide 

tdrrifor  hy  deductiim  -Ucli  cli.-irue  t'roni  the  increment  value 
"!  Mie  l.iiid.  in  the  ci-e  of  increment-value  duty;  from  the  -ite 
■  line  of  the  i.ilid.  ill  the  ca>e  of  uiide\eloped-iand  duty:  .ind 
rri'iu  the  v.'iiue  of  the  heiietit  accruiiif;  to  the  loMir,  in  the  caM' 
el  ;■.  Ncr-ion  duty. 

With  reference  to  all  the>e  toui  land  t.'ixe-  it  will  he  reeojr- 
lii/'  <\  that  their  -iicce— fill  ojieratioii  depend-  upon  an  exact  valu- 
■■'i"ni)t  the  land.  The  re(|ui>ite  -iiiAiy  and  valuation  arepro- 
■>;  ;■  d  tor  on  a  nio-t  comi)relii'ii--ive  -cale.  their  piirpo.-e  heinn  to 
'i' '•  riiiiiie  the  value  of  .'ill  land  in  the  Inited  Kinpioni  as  it 
'\:-'.d  on  April  M).  UMI'.I.     ']"he  <lefinitions  of  the  terms  u>ed  in 
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\  niini'r:il  w;iy  li':ive  is  ilifii  ,|  ;w  •■;iny  \v:iv  ef  Ii'mvc.  :iir  |i':i\i'.  w.'itcr 
■      'T  rlllllt    Id   ll.-e   .'l    -ll.-ll't    liralltni    In  <,r  elljdM'.l    h\    a    ucirklun    lc»ce. 

:  'I  .ihoNr  '■-  :;:ii|i'i,'r.'  -..l.  i',,r  i|,,-  |nii|ie>i'  n|'  .-ircivs  In  nr  ,  |j|.  cijnMy- 
'  '  ■■■    \\\y.\-y\:-  --r  '  ■:.::':;■;:::::■    ;:-:;;:;:;;:r  ^;:  h;s  :.ii^;     ..r  ••Tt,.  i  u  lie 

:  iiiitMii  uilh  till   u,.     .iii;  ,.|'  ilir  iiiiiii  I'al-." 
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the  law,  such  as  gross  value,  total  value,  and  ;-ite  valuo,  arc  rat Imt 
elaborate.'  The  inagnitude  of  the  t.isk  involved  in  niakins; 
the  valuation  appears  I'roni  the  fact  tliat  the  nuiii'>er  of  hereilit:i- 
nients  in  the  Tnited  Kingdom  amounts  to  a'*  >■■:  •  :.viii  ;>)illioii>. 
When  the  valuation  hooks  and  majts  are  c  iiniiKtid.  ^lu  y  .ill 
form  a  n'cord  second  only  to  the  famous  )  :  lu-ihn  Ixxil.  of 
the  el(>venth  century.  The  government  .  i-  >!n;'!l>-  m  ,  •■, 
work,  and  \' e  are  told  that  in  the  course  of  tin.  s;i5\-.\-  dniv 
h.as  been  found  an  estate  wliich  has  remained  in  the  lian<i^  ii 
the  same  family  from  t!ie  time  of  William  the  ("onciueror  in 
the  prr.-cnt  d.M\-.'-  .\  good  beginning  has  been  made  in  tl:r 
jirocos  of  valuaiion,  although  it  will  take  some  years  before  it 
is  completed.  The  govermueiit  estimates  the  cost  at  about  two 
million  pounds,  a:  d  the  time  reiiuired  for  completing  the  valii;i- 
tioi!  at  about  five  years.  In  tiie  meantime,  n.'iturally,  tiie  fi~("il 
result  of  the  new  land  t;ixes  will  be  inconsiderable;  in  fact,  tlir 
slight  imijortance  attached  to  the  fiscal  side  of  tiie  new  l^'Xc 
was  among  the  cleverest  moves  of  the  government  in  its  coiii(-i 

'  .\  siiiiiiiiurv  iiiaiic  l>y  tlic  (illicc  dI"  iiilcnial  rcvcini    is  as  follows: 

fi'cdv.s  nihii  is  the  inarkcl  value  of  lli(>  laiiil  in  il^'  CAisliiit;  i'oiiililioii,  .ill 
hurdctis  a.ud  rest riiM ions  i oilier  than  rales  or  taxc.--)  heinj;  iiei^leeted. 

/•'/(//  .s//!  nihil  is  ^ross  value  less  t  lie  <lilTereiiec  hetweeri  the  nmss  value  nnil 
the  value  of  the  cleared  site. 

'/'()/(//  nihil  is  ;;ros.~  \alile  less  ihe  deiireeiatioil  due  to  any  lilllileli-  "r 
restrietioMs  whiih  have  llie  elieet  of  peniiaiielil  Iv  diliiiuishinil  the  \,ii';i 
<if  i  he  laud. 

A.-'.-iissiilili  ,v/,',  r.ihii  is  total  \  alue  less  in)  the  ditTercnce  between  uim-^ 
value  .and  full  site  value;  i'n  .any  enhani'cd  value  due  to  e\|)eiidinii'  in 
develo|>in<'nt,  a|ipro|iri;:lion  lor  pulilie  purpose?,  or  reilein|ilion  of  pi  im:  i- 
nent  Imrdens,  e/c,  on  the  part  of  jiersons  iiileresleil  in  the  Land;  e  i'-  i\- 
[M'nsi'  of  elearinu:  the  site,  where  this  is  necessary  for  the  piirpo  ,'  of  real/niL' 
the  full  site  value. 

.*>pe,akinu'  generally,  therefore,  {iross  value  and  full  site  value  n  pii -.  !;> 
respectively  the  \alue  of  llie  ,-ile  covered  and  I  he  site  cle.ireil  uii'  ;■ 
reference  lo  Ihiideiis  or  leslriiiions.  'I'ol.al  v.alue  corresponds  ap;  :■  \ 
iinalely  lo  ni.-irkci  \alue,  Assessalile  site  value  represents  the  price  wl  ii 
the  eli'arcd  sjie  would  i'clch  if  the  periilanenl  hurdens  reniaine<i  and  non  .1 
ilie  outlay  incurred  hy  tlii'  owner  in  developing  or  otiierwisi'  iinprox  ia-  'In 
.^ile  had  heeii  cxpi  tided.  Cf.  Fiflil-fonilk  h'tpiirt  of  I  he  Ci>iiiiiii^slnhi  '  ■/ 
Ills  Maji.stifs  l„/,iiiil  li<n  1,111    il'l'll    '.  p.  t.-ll. 

In  ihe  ca>e  of  miner.-iU  the  \alu.ition  is  expected  to  show  the  tulrl  <  '  -<. 
J  c.  the  in.arket  v.alui'  of  llie  minerals  in  llieir  exi^tinij  condition,  ainl  0.,.' 
f'ljiiliil  ■■'ihi< .  i  .1  .  the  lo  il  \  .due  le.~s  the  v.ilile  at  trihiitalile  lo  an.\  .  rl-; 
exiMaiteii  or  expense  iiKairie.'  i;i  hriiiiiinu  them  into  workinir.  The  cm  'il 
value  of  niiniT.ds  is  therefore  analouous  to  the  site  v.alue  <if  land, 

-  The  details  of  ho'h  valu.aliotis,  sepnraleil  l)\-  almost  nine  ccniurie-  ire 
nrinted  in  the  aoiiendiv  lo  I  lie  reoori  cited  in  >  !>•'  ori'. >ed!'<"  "ote 
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with  tlic  landed  interest,  for  it  i;reveiited  the  land 
r;iisinp  the  cry  of  liard>liip.     At  the  same  t 


owners  Iroin 


lline,  the  new   taxes 


re  ex|)eeted  iiltnnateiy  to  yield  a  sni)stantial  reve 


ntie;  some 


I'ompetent  autiiorities  estimate  it 


lik( 


ly  to  amount,  at  tlie 


present  rate,  to  hetween  five  and  six  million  sterlinfj  annually, 
It  was  originally  i)roposed  to  devote  one-half  of  the  jjroeeeds  to 
the  relief  of  local  taxation.  'Phi^  plan,  lunvever,  was  abandoned 
hefore  the  law  was  enacted,  and  the  consideration  of  the  jjoint 
was  deferred  until  the  time  when  the  entire  relations,  at  i)resent 
so  unsatisf.actory,  i)  ween  local  and  i^eneral  finance  may  he 
jjrojierly  adjusted.' 

From  this  hrief  -vey  of  the  i)rovisi(.ns  of  the  i)ud>iet  it  will 
he  recoKnizid  th.-it  l',.iK;,ii]d  is  jjuttiiip;  herself  at  the  head  of  those 
nations  wliich  are  seekiuf;  to  realize  the  importance  of  the  newer 

vy  of  taxalile  ca!)aci1y.     In  some  r<'- 


con 


sideratioiis  in  tlie  th 


spccts  the  reform  is  not  so  drasti 


as  it  inip,ht  at  tirst  appear:  f( 


iiithati)art  of  the  hudfret  which  aroused  the  greatest  opposition 
namely,  the  undeveloped-l.ind  duty.  lingland,  as  is  i)ointed  out 


ove,  liad  Im>(  n  I.Miisint!;  hehind  some  other  count  rit 
iiiction  of  a  tax  on  tl 


T\ 


le  mtro- 


le  capital  value  of  land,  irrespective  of  its 
rcnt.al  value,  m<Tely  puts  jjifiland  in  a  position  which  has  lon^r 
achieved,  for  exami)le.  hv  the  I'nited  Stat(S.     In  the 

II) 


n^land  Had  neen 


matter  of  the  unearned-increment  duty,  also,  Iv 

jireceded  hy  several  of  the  Ccrman  towns.     P>ut  taking  it  as  a 

whole,  the  Ijifilish  system  is  i 


n  adv.'UK 


e  of  that  found  in 


in\- 


cither  Ic.adiiifr  country.  For  it  ai)pli(s  to  the  income  tax  hoth 
ilie  principle  of  ditTerenti;ition  and  that  of  Kraduation,  of  which 
the  one  or  the  other  is  fotmd  in  other  countries;  and  it 


nil  IV 

introduces  into  the  inherit; 


ni  ('  tax  a  scale  of  progression  more 


Ir.istic  than  it  has  thus  far  been  found  possible  to  secure  ev 


en 


ill  <  >erm.iin'. 


It  will  be  seen,  therefore,  that  Ilniihind  is  attemi)tinfi  to  real- 


izf  the  more  modern  social  ideals  in  taxat 
tl 


ion.     In  the  first  place, 
I  far  as  thefiieat  mass  of  indirect  taxes  are  concerned,  I'jifiland 


lint  only  retains  but   inci 

wilDSi 


those  |)articular  indirect   taxe: 
e  social  effects  may  be  considere(l  on  the  whole  relatively 
iiiiiociious.     It  does  not  attempt  to  revert  to  the  discarded  sys- 
tnn  of  the  jiast,  but  confines  itself  virtually  to  the  three  fi''«'at 


cjiories  of  si)irit«,  t( 


)l):U'c')    a 


nd    st.aini)    taxat 


ion. 


It    tl 


uis 


■|iiv:i(ls  ove'  the  community  .as  a  whole  the  burdens  of  a  sv.stem 
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of  taxes  wliicli  tends  to  decrease  tlie  iglit  of  the  direct  taxes. 
Secondly,  in  tlie  case  of  the  direct  taxc:-.  Ilnfiland  is  approachint; 
the  realization  of  tile  social  ideaU  contained  in  the  modern  the(]r\ 
of  facnity  or  ahility  to  pay.  For  the  modern  conception  <il' 
ahilily  to  pay  inclndes  far  more  than  the  sacrifice  theory  ,i> 
formulated  by  .lohn  Stnart  Mill.  The  sacrifice  theory  look^ 
primarily  at  thi>  dis])o>inon  of  a  man's  wiaith;  the  newer  uUa 
is  tlu't  of  privilege,  which  looks  at  the  ac(|nisition  of  the  weahli. 
The  older  doctrine  was  a  consumption  doitririe:  <he  iicwir 
doctrine  is  a  production  doctrine.  The  modern  theory  o'  aliil- 
ity  to  pay  is  a  comi)oiind  of  iioth  elements.  The  sacrifice 
theory  is  seen  in  the  various  applications  of  the  idea  of  jmijiro- 
sioii  or  graduation  of  taxation.  Tlie  ]>rivilefie  theory  is  xcii 
primarily  in  the  system  of  differentiation  as  ai)i)lied  to  the  in- 
come tax  and  in  the  increment -value  duty. 

The  llnglish  hudfiet,  theicfore,  is  not  to  he  rep;ardeil  ;is  a 
triumph  for  the  sinf!;le  laxers.  It  accepts  indeed  a  small  part  of 
the  single-tax  reasoning,  liui  it  refuses  to  he  hound  hy  its  narmu 
limitations.  It  adopts  the  idea  of  privilege,  which  the  sinuie 
taxers  have  done  such  good  work  in  s))reading.  hut  it  decline-  tn 
confine  itself  to  the  ])articuhir  form  of  iirivilege,  the  alxilition  nl 
which  is  .so  dear  to  them.  The  Mnglish  budget  not  only  genemi- 
i/.es  the  concei)tion  of  i)rivilege.  hut  combines  with  it  lh.it  m 
>acrifice;  and  the  result  is  a  scheme  of  taxation  which  is.  on  t  lie 
whole,  in  advance  of  that  existing  anywhere  else  in  the  civili/< d 
world  and  which,  in  .some  of  its  elements  at  i'ast,  may  U(li 
seiveasa  model  for  the  I'nited  States. 

'I'he  forc(>s  which  are  resixmsiblc  for  Lloyd  ( ieorge's  budtiei 
are  gradually  leavening  the  life  of  all  modern  civilized  .■^ocietn  ~. 
and  the  translation  into  the  fiscal  sphere  of  the.se  social  Im.  ■- 
eaiuiot  nmch  longer  be  delayed,  whether  in  .America  or  on  tie 
Kuroju-an  continent.  The  new  Kngiish  laws  are,  at  bottom,  the 
fiscal  exjiression  of  a  great  soei;il  development. 


A- 


III.  llirniaini 
in  all   Federal  states,  the  fiscal  problem  in  (W'rm.aii)   i- 


three-fold,  dealing  respectively  with  national,  .state  ami  V 
finance.  The  reforms  of  ISiti  \Y.\,  which  have  been  descti 
in  the  preceding  chapter,  were  concerned  primarily  with  -t 
and  local  finance.  The  reforms  of  1!»()!»  10  deal  more  |)art; 
larly  with  federal  finance.  Hut  tiie  problems  of  feileral  fin," 
are  Ml  closelv  interwoven  with  those  of  st.ate  and  local  fiii.'i 
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that  in  order  to  obtain  a  clear  undcrstaiiding  it  is  necessary  to 
consider  tlieni  toKetlier. 

The  charairterisf  ic  features  of  llie  I'rnssian  reforms  of  18!)1  m, 
recounted  in  the  precedinp:  chapter,  were  the  replacement  of  the 
old  state  taxes  on  produce  hy  a  nuMJernized  income  tax,  and 
the  addition  to  the  income  tax  of  a  liKlit  supi)U'nientary  i)roi)erty 
tax.  This  pnjperty  tax  was  desifrned  to  secure  a  differentiation 
of  the  income  tax  hy  imposing  a  somewhat  heavier  burden  ui)on 
income  from  proj)erty  than  uiwn  those  incomes  which  in  Kng- 
iand  are  described  ;is  earned.  The  movement  .so  successfully 
inaugurated  by  Prussia  gradually  spread  throughout  the  empire. 
Havana,  v  liich  was  the  la.st  of  the  large  ( lerman  states  to  a<loi)t 
the  income  tax,  took  this  step  in  l!»l(),  and  the  s;ime  year  marked 
the  ailoption  of  the  sui)plemenfary  property  t;ix  in  the  smaller 
states  of  Sa<'liseti-Meiuiiigeii  and  S.achsen-Weimar.'  At  the 
beg  uiing  of  1!>12  the  general  income  tax  existed  in  all  the 
twenty-five  ( lerman  state.-,  except  the  two  Meckleiiburgs,  while 
the  .supplementary  i)roperty  tax  had  been  introduced  in  nine 
>fates,  including  Prussia,  Sa.xony,  He,s.sia  and  six  of  the  .smaller 
rornmonwealths. 

Sii'e  by  side  with  this  general  movem(>nt  came,  although  a 
little  Later,  the  gradual  ado[)tionof  a  system  of  state  inheritance 
taxes.  The  law  of  1S<»1  in  Prussia  had  indeed  reformed  the 
ersy.stem  of  prob.ite  fees,  and  had  intnxluced  a  light  tax  on 
lateral  inheritances  v  itii  rates  graduated  from  one  to  eight 
r  cent,  according  to  the  degree  of  relationshii).  It  was  not 
until  bS!)i»  that  Baden  intniduced  a  very  siightiv  i)rogressive 
'lirect-inheritance  tax.  From  this  time  on,  until  l!)(Mi.  v  hen  the 
imperial  government  intervened,  many  of  the  ( ierman  states 
livifd  direct-inheritance  ta.xes,  with  progressive  scales  that 
Uni.liially  became  steeper  and  steeper.  Thus  in  g(>neral  it  may 
I'l'  vuid  that,  in  view  of  this  double  movement  toward  income 
:n!il  inheritance  taxes,  tin-  ( lerm.an  reform  of  state  taxation  was 
pniiecding  ahing  the  lines  of  facu'v  or  ability  to  pay. 

When,  however,  we  come  to  consider  federal  taxation,  the 
^toiy  is  .-I  very  different  one.  '{'he  reform  of  190!)  cannot  be 
iiii'lcrstood  without  giving  a  short  review  of  federal  finance. 

\n  :i('('f)iiiit  of  thcilcvclo|>iii(iit  in  thi  Mpanitc  statics  fo  thccml  of  the 
V.  :;r  l',K)<)  is  to  l)c  found  in  Scliyin.iii.  Tin  Ihciihk  Tit.r.  part  I..  Ixxik  2.  cliai)- 
'"  I.  of  paratjrapli  ti.  In  the  sanir  <iiMplcr  will  also  he  found  :\  ilclailcl  ac- 
•■'•".u\  iif  the  minor  chnnni's  introduicij  into  tlio  I'russiaii  iticoinc  tax  hv  tlie 
!-''-  of  llMMi  and   I'lOtt. 
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I'rior  to  tlic  l•^tal^lisllnl('nt  of  ('icrniaii  political  unity,  customs 
duties  iiad  l)('(ii  colicctiMl  for  tiic  cominoii  accoiiiit  of  the  (icrniaii 
Customs  I'liioii.  In  18(17,  wlicn  tiic  Nortli  (Jcrman  iM'dtTation 
was  orKaiiizcd,  and  in  1S71,  wlicn  tin-  (Icrman  Empire  \\a> 
e>tal)li>lied,  till  >e  duties  and  tiie  other  common  receijjts  of  the 
Customs  I'liion  were  assinned  to  the  fech'ration,  resix'ctively  to 
the  empire;  and  it  was  jirovided  that  until  the  federal  jjoverii- 
ment  should  levy  independent  taxes  of  its  own,  the  fe<|eral 
expenses  should  lie  met  by  contributions  from  the  various 
states.  These  contributions,  analo^roiis  to  the  American  req- 
uisitions during  the  period  of  the  first  constitution  from  17SI 
to  17S!),  are  known  as  Mdtricubtr-Htitniin .  Durinji;  the  sev- 
enties, although  "extraordinary"  income  to  the  lUiiount  of 
nearly  ;5,(MM)  million  marks  was  drawn  from  the  French  war  iri- 
(Icnniity,  it  was  fonnd  necessary  to  collect  snch  contributioii- 
from  the  states:  from  1S72  to  1S7.S  inclusive  they  averajred 
nearly  tio  million  mark>  annually. 

After  l<S71t,  however,  in  coiiscfiuence  of  the  higher  custom- 
duties  established  in  that  year,  the  direct  receii)ts  of  the  empire 
became  greater  than  its  ex|)enditures.  The  state  contribution- 
to  the  emi)ire.  which  were  now  obviously  unnecessary,  were 
nevertheless  retaiiietl,  largely  for  jMilitical  reasons;  and  the 
foilowiiiK  somewhat  complicated  arnmj^ement  was  establisheil: 
the  surplus  of  a.U  revenues  from  imi)orts  and  from  the  fedeml 
excise  on  tobacco,  in  excess  of  bit)  million  marks,  was  assijrneil 
or  allotted  to  the  se|)arate  states;  the  .-^tate  contribiiti<iii- 
needed  to  balance  tlie  iinjierial  bnd<iet  were  charu'ed  ajiain-t 
the  several  >t.ites  .and  ^i  t  olT  apiin-t  their  res|)eetive  allotmeiit> 
as  both  allotments  ;iiid  contributions  were  distributed  ix  rcniiiln 
of  the  i)oi)ulation,  the  set-ofT  was  perfect);  and  any  surplii- 
'if  allotments  o\-er  contributions  was  p;iid  to  the  states.  ( "mi- 
tributious  charjiied  ajrainst  the  states  under  this  arran,u;eine!ii 
were,  a  little  later  on,  called  "covered  "  contributions,  bec.iu-i' 
exactly  covered  by  the  allotments;  while  any  additional  contii- 
butions  o\-er  and  .mIiovc  the  iillotinents  received  the  name  of  "  un- 
covered "  contributions.  Hut  for  years,  ;is  just  explained,  all  the 
<'ontributions  were  covered  contributions.  It  was  really  a  mut- 
ter of  bookkee|)inir,  as  no  Hritiiitic  were  actually  paid  by  tlic 
states  after  1S7'.*,  the  states  receiviiifi  in  cash  the  balance-  "i" 
their  allotments  over  their  contributions.  I)urii\fr  the  en^uinij: 
years  these  b;dances  jrrew,  because  cert.ain  surpluses  of  otli'i' 
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signed  to  the  states.     It   should  he  noted  tliat  all  the  federal 
taxes  that  had  been  iiiijiosed  uj)  to   1S91   were  iiidireet  taxes. 

During  the  hist  two  decades  of  the  century  the  states  th.is 
received,  through  federal  grants,  more  than  was  cliarge<l  to  tlum 
in  the  way  of  contributions;  and  from  18<»()  to  1!M)()  laws  wen- 
passed  from  year  to  year  regulating  certain  details  of  the  sur- 
plus allotment  to  the  van-  us  slates.  Uy  the  end  of  the  century, 
h(iwev<'r,  a  change  t-  .v  place.  The  increasing  (■xi)eii(iitures 
of  the  empire,  esiiecjally  for  armaments,  ch.anged  the  siirpluse-- 
into  deficits,  and  the  various  states  h.id  now  again  to  make 
uncovered  contributions  or  actu.d  linlnuf  to  the  emi)ire. 
Moreover,  the  system  of  federal  grants  to  tiie  states  beg.in  to 
introduce  considerable  confusion  into  the  state  budgets,  as 
the  states  could  never  tell  bel'orehaiid  exactly  how  much  was 
coming  to  them.  Accordingly,  in  1<)II4,  the  system  of  federal 
grants  was  aiiolished,  so  far  as  the  surpluses  from  customs  and 
the  tobacco  tax  were  concerned,  leaving  only  some  of  tlie  stamj) 
taxes  ;md  the  spirits  tax  -uli.ject  to  the  old  arrangement. 

In  tlie  year  1!MM)  the  increasing  needs  of  the  imperial  govern- 
ment led  to  the  ado|)tion  of  a  nmnber  of  nt>w  federal  taxes,  so 
that  the  system  henceforth  included,  in  addition  to  the  customs 
duties,  internal  taxes  on  tobacco,  sug.ar,  salt,  chami)agne,  beer, 
playing  cards  and  spirituous  li(iuors  aTid  stamp  taxes  on  securi- 
ties, sales,  lotteries,  railroad  freight  recei] )ts and  i)assenger  tickets. 
An  important  feature  of  the  law  of  I!»l)(l  was  the  introduction 
of  ,t  feder.ai  inheritance  tax,  from  which  din'ct  descendants  were 
c.Minpt.  The  rates  varied  from  four  to  ten  |)ercent,  according  tw 
til  '(letireeof  relationslii|);  and  in  tlie  case  of  itdieritances  ,)f  over 
2I).(>()()  marks  additions  to  the  respective  rates  were  imixwecl, 
ri-ing,  in  the  case  of  inlieritan<'es  over  one  million  marks,  to  two 
and  one-half  times  the  original  rate.  The  tax  was  to  be  levied. 
Iiowcver,  by  the  separat;'  states,  subject  to  the  federal  law  fov- 
cining  double  taxation,  ,and  siib.iect  also  to  supervision  on  the 
part  of  the  imi)erial  .authorities.  Two-thirds  of  the  yield  of  the 
iiiluritance  tax  was  to  go  to  the  empire,  on(--third  to  ihesei)arate 
>tates,  wliicli  now  were  to  ab.mdon  their  own  inherit.ance  taxes. 
It  was,  h(/wever,  i)rovided  tli.it  for  a  tew  years,  each  state  should 
be  iiuaianteed  against  any  loss  of  revenue  from  the  readjust- 
ment. So  far  as  the  indirect  taxe-<  were  concerned  the  old 
-v-tem  of  feder.ai  grants  to  the  st.ate-  w.as  retained  only  in  the 
e.i^eof  spirituous  li(iuors;ind  the  stamj)  taxes  on  ^eeinitie-,  -,iles 
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int'iit  (StuiKluiKj)  in  the  jKiyiiU'iit  l)y  tlic  states  of  their  eori- 
trihutions,  whenever  the  exeess  of  these  eontriliutions  over 
the  federal  grants  sliould  amount  to  more  tlian  40  pf.  per  head 
of  population. 

The  immense  outhiys  for  tlie  navy,  however,  caused  such  :i 
deficit  in  the  imiierial  finances  and  iH'omised  to  i)e  such  a  hurdeii 
on  the  states,  tiirough  calls  for  contrihu'.ins,  tint  it  hecaim 
necessary  to  readjust  the  wliole  system.'  It  was  Kenerallv 
recognized  that  an  additional  independent  federal  reviiiiU' 
of  otK)  million  marks  a  year  had  hecoine  imperative.  It  w.i- 
also  conceded  that  tlie  greater  i)art  of  this  addition  must  come 
from  indirect  taxes,  the  government  itself  proposing  thiil 
41K)  of  the  .')()0  millions  sliould  he  derived  from  this  source. 
.\s  regards  the  remaining  1(K)  millions,  the  government  sug- 
gested an  imperial  inheritance  t;ix,  to  he  extendcii  to  direct  ih- 
scendants,  and  with  rates  on  other  relatives  consideral)ly  higiirr 
than  under  the  existing  law.  The  exact  jiroposal  w;is  to  mM 
to  the  existing  inheritance  tax,  whicii  was  i)ayal)le  on  the  imli- 
vidual  shares,  a  tax  on  the  whole  estate,  like  the  Knglish  est.ilc 
duty,  with  rates  ranging  from  one-half  of  one  per  cent,  to  thn  r 
per  cent.  The  project  mcluded  the  -nteresting  |)rovision  ili;ii 
where  the  estate  had  i)reviously  i)a.sse(l  within  five  years  the  i:i\ 
should  not  again  he  levied,  and  that  when  the  estate  had  pn  \i- 
ously  jias-sed  within  ten  years  only  one-half  of  the  rates  slioulil 
he  imposed.  It  was  also  proposed  to  secure  for  the  federal  gnv- 
eriunent  som(>  revenue  from  the  increment-value  land  t.iM-. 
which,  as  we  shall  se(-,  had  Ix-en  rai)idly  developing  throughout 
( iermary. 

The  government  proposals  were  met  hy  counter-proiiosai-  mi 
tlie  part  of  the  large  landeil  proi)rietors,  who  vigorously  olijeri.  il 
to  the  new  estate  duty.  .\  heated  discussion  ensued.  ;ic(nni- 
panied  l)y  a  deluge  of  literature. -' 

'  I-'or  :i  (loo'l  stat-'iiicnl  'if  tlic  situation  .sec  Pr<)ft's.s()r  .Vdolf  Wmihii  i~ 
/>((■  Hi  irhsji  11(111  ziKil  mill  'III  I'jiiilili  ii  'lis  iliiit.-<rliill  I'd/Ax  liiit  siimr  /■..'  - 
.Thill  I'uriiiin.  Km  .Mnhiiinir!  lims  iilliii  Miiiinis.  Berlin,  IIKIS,  I'l..- 
I'rssdr  WuRiKT  siiticcsliHl  tliiil  a  part  of  tiic  nceili-d  revenue  sliould  <i  hh 
I'roin  an  iinpcrial  incoini-  tax. 

-  Tiie  best  account  of  tlu'  siovcrnincnt  proposals  is  coiitainiil  in 
liiich.\tiniiiizriforiii:  Kin  Fiihnr.  coiisistint;  of  i-ssa.vs  hy  pn.niiniin  |' 
lists,  and  published  by  the  Vcrcininuiif;  zur  I'iirdi  riiim  drr  Hticli^liiiMi  i' 
form.  2  vols.  Hcrlin.  i".M>'.>.  Many  other  hooks  or  pamphlets,  all  uii'i  '1 
same  iieneral  title  />/<  l{i  irhsji  iiiiiizi-'fnnii,  dt  Ziir  l{iisrhsliniiii:ri  lunn.  -  ■  i 
l>ii!,h,-!!ed  bv  niv.fe.  sops,  iifliejiils  nroniineMt  busines.-i  men.  (7c.  .\lHoiiu  '! 
most   important   were  those  of   Minister  ,'>ydo\v,  (Jraf  zu  Keveullow     H 
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Tlu"  novcrniiu'iit  was  ultimately  ronipcilcil  to  al>aii<l(iii  the 
proiKiscd  taxes  on  wine,  gius  liglitiiiK  and  advcrtiscnicnts,  to 
rt'ducc  the  increase  of  the  heer  tax  hy  aliout  one-half,  and  to 
jjive  up  the  project  of  an  inheritance  lax.  'Phis  last  fact  led 
to  the  resijinati')n  of  the  imperial  chancellor.  The  law,  or 
proiM-rly  sneakin"  t  he  laws,  of  1909,  as  finally  adopted,  provided 
for  three  cl;is>es  of  measures;  the  raising  of  the  recpiisite  aihii- 
tional  revenue;  the  settlement  of  the  fiscal  relations  between 
the  empire  and  the  states;  and  the  adoption,  in  principle  at 
least,  of  an  imperial  tax  0:1  the  so-calleil  nnearned  increment  of 
lanil.     Let  us  consider  each  of  these  in  tm-n. 

The  most  iini)ortant  jxiint  about  the  provision  for  the  addi- 
tional revenue  is  that  the  needed  increase,  namely,  .j(K)  millions, 
was  derived  entirely  from  the  new  or  augmented  indirect  taxes, 
with  the  <'Xception  that  2.')  millions  were  to  he  secure<l  by  a 
slijiht  addition  to  the-  Miitiicnliir-lii  ilriiiic,  and  by  the  turning 
over  to  the  empire  of  three-fourths,  instead  of  two-thirds,  of 
the  existiiiK  iidieritance  tax.  In  detail  the  soiu'ces  of  the  addi- 
tional revenue  and  the  amounts  derived  from  »'acii  .source  were 
as  follows: 
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Hrri- 

Spirits 

ToIkicco  and  cif;ar('tt<s. 
Tran.sfcrs  of  re;il  estate. 
Tea  and  colTec  imports. 


MILLION 
MARKS 


Kill 
St  I 

4(1 


Ninar ;{") 

l'i\i(lcn(ls      and      interest 

(  Ttihin.dv'ui) 27'  ■, 

Matches 2.") 


UILLirtN 
.UAHKH 


TA.\E» 

S'(iirities 22' 

llicctric  and  other  lamjjs.  .  20 

IJaihoad  tickets L>() 

rickets    and     receipts    of 
liaiik     dc|M)sils     (stamp 

t.-iM 10 

ispaiklin;?  wine .") 

Minor  stamp  taxes 1(1 


Total  from  taxes 47.") 

liicrcascof  state  contributions  and  of  pniportioiiof  inheritance 
lax ■)-. 


Total  additional  revomie.      .")(K) 

H'  ii'iixcn  and  I'rofcssors  Warner.  .SclMiinllcr.  Lainprcclit,  Hrcntaiio,  .Sclianz 
ihl  Mill  Hci-kcl,  .V  coniplch  list  of  this  litcraliirc  will  he  found  at  the  ciul 
-!  \  (liiinc  ii.  cf  till'  puhlicatidii  iiu'iitiiiiicd  at  the  hcuinniiiii  of  lliis  note. 
''  .ilso  Fritz  Scluiinatiti,  "Die  Ui'ichsfinanzri'fonii."  in  h'in(iii:-.\rrhii\ 
\"l  27  (I'.IKI),  np.  2(11  I'l."!.  folldwnl  liy  a  reprint  of  llic  successive  laws 
th.nisel\i.s  on  pp.  2Hi  :«):i.  See  also  I.eiisclimMiiii.  I)i,  l{<irhsli,i,ii,:r,f,iriii, 
l'..|lin.  1!M»<):  :in.l  A  IhKs.v,  •■  f^ie  1{eic!i>!i,ei>,:/i:eset;<e  vim  KMMt,"  iis'Cnn- 
r:ul',-. hirliKchi.-.  vol.  :!s  (I'.HH.O,  p.  7;!1  (/  s,  1, 
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All  tht'M  were  citlicr  lu-w  t.ixfs  (ir  iKldilions  to  old  t;txt's, 
with  the  (•\(."i)t'tm  of  the  taxes  on  sunar  iiiul  railroad  ticket-. 
As  to  simar,  a  p'-  viou:-'  'aw  Ol't'S)  had  provided  that  tlleexi^tilln 
tax  sjiould  he  low-red,  hejiiiininn  in  i'.KI'.l.  I'roin  t'ourleeu  to  ten 
marks  pvr  1(K)  kilojirains, — an  estimated  reduction  of  at>nut 
thirty-tive  million  marks.  'I'ho  new  law  of  I'.H)',)  proviilecl  that 
this  reduction  sliould  not  fjo  into  effect  until  11(1 1,  thus  lelaininK 
a  revenue  of  thirty-live  millions.  In  the  saiTie  way  it  had  liecii 
orijiinally  decided  to  drop  the  tax  on  railroad  tickets;  Init  the 
new  law  continiK'il  this  tax  and  thus  retained  twenty  millions 
of  revenue. 

Of  the  new  or  additional  taxes,  the  most  important  wasthal  mi 
beer.  'I'he  im]M'rial  beer  tax  had  not  been  a|»i)licable  to  Ha\a!i:i. 
W'urtemburfi  or  Baden,  which  had  rocrved  the  rii;ht  of  lev  \  ■ 
inj!  indeijcndent  taxes  on  beer.  The  law  of  I'.tO'.t  not  oiil\ 
applied  to  the  whole  empire  lait  considerably  increased  tl.c 
tax.  The  old  rat(>  of  1.71)  marks  ])er  hectoliter.  chan!ie<l  in 
l!lt)()  to  vary  from  l.bS  to  '2. 'A)  marks,  was  now  raised  to  I. oil 
marks. 

In  the  case  of  spirituous  liipiors.  the  Roverinnent  tii'-t  en- 
deavored to  introduce  a  tiscal  mono|)oly.  reverting  to  a  scheme 
that  had  been  orijjinally  iiitrodu<('d  in  iSSCt.  When  the  monop- 
oly i)roject  was  deicated,  it  was  found  ilesiralile  not  only  in 
increase  but  to  >implif,\  t!ie  exi>linii  taxes.  The  South  <  iir- 
man  statcrt  had  been  subject  to  the  imperial  taxes  on  spirit- 
since  1887,  but  there  had  firown  up  a  whole  code  of  taxc~  uii 
raw  material,  on  ])roce--  ;ind  on  jiroduct  i  Mnixclilmtllclis!,  n  r. 
Hrcnnliri  in-Mdtfndlsli  HI  r.  Iln  iiiisti  mr  and  1-  'nduclisdliijiilii  . 
Of  all  the>e  taxes  only  one.  n:imel\'.  the  tax  .ii  the  i)ro(lii(t 
itself  (  Vi  i\iniuchs<ih(j(i\i(  )  was  retained,  but  it  w:\s  now  inateiTillv' 
increased  from  .")()-70  marks  per  hectoliter  to  !().">  rio  ni.iil-. 
according  as  it  was  within  orwitlujut  the  "continj^ent."  '     Ih'' 
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'  'I'liis  ■•(•oiitinirciit"  .■irranni'inciit  is  very  coinplicatc^l.  Wlicii  llir  -pi!  '- 
tax  was  iiicrcascil  in  IssT  to  7(1  marks  per  lici'lolilcr  of  pure  alroliol.  it  m  - 
cxpi'i-l  il  that  llic  price  would  I'all  because  of  tlie  falling  olT  in  llie  ilriii;i!i  i. 
In  or  ler.  llieret'ore.  to  coinpeiisate  tlie  distillers,  the  tax  was  reduiid  !  > 
.")(!  rnar'v--  !nr  a  [i.art  of  ilie  doiiieslie  deriiaiid.  and  the  spirit-  snhjec  i  in  'h;- 
lowi-r  i..\  were  e.illed  tli<'  "cou; 'iiueiit  spirits."  It  was  expected  tli:i'  ''i'' 
price  nf  tlie  whole  output  would  eonforai  to  the  iiisther  lax  of  7t)  mark-  in 
I  he  non-eonlinijenl  p.art  of  the  -apply,  and  that  theret'ore  llie  doiiir-i:^- 
di-iiller  Would  )>.f\  a  hnuntv  of  '20  inark>  nc  the  eori'espondinij:  pari  I  lii- 
l„,ii!,iv  X,;,-  ■!,,.  >.,-.■:, !|,..!'  "l,,,..  .■•'■il'il'^iii' a"  •!.:,!.. ,,,!,. ,,,!.,  •_  Il  ^.  IS 
flintier  -iijipn-ed  ihai   if  there  shouM  tte  sue^i  a  ehaiine  in   th<'  dniii'    'ii' 
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tax  was  also  Krn.liiattil  acconliim  to  the  >i/c  of  ilic  di-lillcrics 
and  a  ilistiiictiori  was  mailc  lu'twini  ii«riciiltiiral  uiid  industrial 
distillcrifs. 

In  the  rase  of  tohacco,  tlu-  old  taxes  on  leaf,  were  increased, 
for  the  wneured  leiif  from  ;!C.  to  lo  rnariis  and  for  the  (  invd  leaf 
from  1.')  to  ")7  marks,  with  the  provision  that  in  ea>e  of  very 
small  fields  a  tax  on  the  ar(>a  ;)f  the  land  (lour  and  one-half  />/. 
for  every  s(iuare  metre)  should  l)csuli>titiitcd.  In  the  ease  of  rin- 
arettes  the  tax  was  inereased  so  as  to  vary  frotn  two  to  fil'teeu 
marks  per  thousand,  with  separate  taxes  on  ciir.'irette  pajwr  and 
cictarette  tohaceo.  I''inally,  the  import  duties  on  lohaeco  were 
(■(insideral)ly  increased. 

The  attem])t  to  levy  a  neneral  tax  on  all  wine  came  to  a  disas- 
trous end.  .\11  that  could  he  done  was  to  increa-e  the  tax  on 
sparkling  wine  v.hich  had  heen  im|io-ed  in  i'.IOJ  at  the  rate  of 
from  10  to. ")()/)/.  per  bottle,  so  that  from  now  on  the  upper  limit 
of  the  tax  was  three  marks  jM'r  Lottie.  Of  the  other  taxes,  ihc 
stamj)  tax  on  securities  was  raised  from  the  old  rate  (six-tenths 
of  one  i>ereent  to  three  per  i-ciit  1  to  two  to  live  percent;  and  the 
st.irnp  tax  on  transfers  of  real  estate  was  increased  from  oiie- 
thinl  to  two-thirds  of  one  per  cent,  to  continue  until  .-i  tax  on 
land  increment  value  should  he  iiuroduced.  In  addition  to  these 
increases  in  the  old  taxe-,  new  taxes  were  laid  on  petroleum, 
-ix  to  ten  marks  pvr  KM)  kilograms;  on  electric  lamps,  o  pf.  to 
eiie  mark  [mt  lamp;  on  matches,  one  to  live  i>f.  pvr  liox;  on 


^lil 


il'Tiiiimi  th:if  none  nf  the  7(1  marks  tiix  on  spirits  .slioulil  t)c  needed,  the 
priie  would  then  fall  and  llie  lioinily  di>ap|ieMr. 

As  a  matter  of  faci  there  always  remained  a  ilitrerrnee  of  •_>()  marks  in  the 
|iriee  hetween  the  contingent  ai\d  the  non-i-ontinirmt  spirits;  ami  -ince 
i«t,  million  hectoliters  weiv  ii>ed,  the  hoimty  amounted  to  1()  million 
laarks,  the  so-called  \i(r:t<i  Milli„t,iii  Ci^rhnirk.  Hut,  as  the  ilematnl  fell 
iilT.  the  price  did  likewise,  s<i  that  the  distillers  really  made  no  more  than 
hcfore. 

I  he  details  of  the  •■('otititmeiitienmi;"  wi^re  ehaimeil  frotn  time  to  time. 
In  ISS7  the  eontinu'eiit  was  fixed  at  four  and  one-half  liters  per  hi^ail  of 
P'lpiilation  every  ti\i'  viars.  Hut  this  tin-ne<l  out  to  he  unsatisfactory 
i^rcause  the  demand  for  lii|u<ir  stood  in  no  rel.ation  to  (lopulatioii.  'I'hcre- 
lutv  the  i„r  riii)lt,i  caliailalion,  which  \arie<l  the  contiiment  accordint;  to  the 
'Mhiiint  of  alcohol  i)roducei|,  was  tnodified  accordini;  to  ehannes  in  the 
process  of  mamifacture,  the  amount  of  land  eniploved,  the  si/e  of  business, 
''■  In  1(H)'J  further  modificatio'is  were  made.  Hy  the  new  law  of  1(M»(» 
ihc  total  contintrent  was  li\ed  for  two  years  at  •_>.:',( )!),'_>  12  liters  of  pure 
ali'(rliol,  beini:  ap[M)rtioned  to  eaeli  state  acc.iriljim  to  a  se^!e^  of  coinidi- 
cated  rules. 
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I'hi'cks,  ten  /)/.;  mikI  dm  dividends  :ind   interest   (the  so-ciilleil 
Taliiii.stiiur),^  one  |ht  rent. 

It  will  1m'  seen  tlial  ( lerinany  has  Koiie  niiieli  further  th.iii 
Cireat  Britain  in  its  reliance  on  indireet  taxes.  It  can  hanllv 
he  d()ul)ted  that  ( Jerinany  (ivershot  the  mark  in  refnsini;  tu 
accept  tlu'  inheritance-tax  imiject.  Intleed  it  is  not  at  ;ill 
itnjirohahle  that  hefore  lonjt  th-  ridinal  scheme  will  reappi.it. 
Hilt  even  with  the  ])(>ssilile  .•idopiion  of  the  irdieritance  tax.  ii  i- 
ohvious  that  the  jjreat  mass  of  the  additional  revenue  will 
still  come  from  indirect  taxes. 

The  second  iH)int  in  the  new  (Jerman  law  was  the  settlement 
of  the  c(mtril)ution  (piestion.  It  will  he  rememliered -'  th.ii 
just  l)efore  the  new  law  went  intoelTect  there  were  no  less  th: n 
three  kinds  of  MittncuUir-liiili(i(\i-:  first,  the  "fxistponed  "  ciu - 
trilnitions  referred  to  ahove;  second,  the  contrihutions  coverni 
hv  the  return  jtrants  from  the  empire  to  the  state;  and  tliinl. 
the  uncovered  contriliuti.ms,  amounting  to  forty  /)/.  jmt  head/ 
The  postiX)ned  cont rihutioiis  were  now  ;dH>lished,  and  the  oiit- 
stanilin^  amount  of  \\\  million  marks  was  ass\imed  l>y  the 
emi)ire,  to  he  funded  into  imperial  debt.  .\s  to  the  secdiii! 
cateKory,  it  was  provided  that  there  should  lienceforth  he  diilv 
out'  class  of  imiK'rial  grants  {Uchcnn  Isiui(icii),  namely,  thu-,' 
consi>tinii  of  the  net  yield  of  the  tax  (^n  spirits  mentioned  aluAr, 
Finally,  the  uncovered  contributions  were  increased  to  eit;lity 
jif.  per  head.  Since,  however,  the  individual  states  were  hcnif  - 
forth  to  retain  only  one-foiuth  insteail  of  one-third  of  tlic  in- 
heritance tax,  it  was  ))rovided  that  if  the  excess  of  contrilnition- 
over  grants  amounte<l  to  more  tli.an  a  sum  fixed  for  the  fir>t  \i  ,ir 
at  tS.,")12  million  marks,  and  chanjjiuK  thereafter  accordin;;  t.i 
the  pir  cnpitd  jirovision  just  mentioned  tiie  sur])lus  shoulil  i^ 
defrayed  at  first  out  of  a  loan  and  then,  aftei'  April,  1!)11,  oul  ii 
imperial  fun(h;.' 

The  third  im])ortant  point  ii\  the  new  legislation  wa^  the 
a<loption,  in  principle  at  least,  of  an  imi)erial  tax  on  the  une.ininl 

'The  Tidiihsti  iiir  was  imposed  on  (liiritiii-.Xiitiihchi  iiif  Mini  Ziit^in.,' 
(i'(iii|)(m  shiclsi.  'I'hc  "tMloii"  Ls  that  part  of  the  coiiih):!  wliirti  en'  'l^- 
till'  Ix'arcr  to  a  scries  of  new  coupons  wlicn  tlic  coui)ons  arc  e.vhaustc<l  1" !  n 
till-  iluc  ilate  of  till'  lioiiil. 

-  ''/.  miprn.  [uip'  tH'^. 

'  ( 'f.  ■■•iiiirii,  p.  .")()(). 

'  I'lic  excess  of  su<li  coiitrilmt  ions  over  iiapcnal  grants  wIiicIl  liii  :- 
..,.,;,,,.(!  :•!  t'hoi!!  '1\  nsilho!!  liiarks  froni  !U!!2  to  \*M)'.\  rose  to  SS  !!•!!!!"'-  " 
I'.io;,  to  l.")(l  millions  Ml  I'.K/S  and  to  JHl'  millions  in  1!H)<). 
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incrfincrit  of  l.iml.    'I'hvs  rii.ittcr  i>  xi  important  as  to  dcscrvf  a 
M'|)uratt'  section. 

I\'.    7'hi  <i'i riimii  Tnj  nti  (  iiKirnid  liicn nniit 

When  tills  tiiattcr  canif  up  for  ilis<'iission  in  parliatncnl  if 
was  s(M>n  recognized  that  more  time  would  he  needed  to  work 
out  tlie  details  of  an  adeipiate  |;iw.  It  \va>  therefore  dicided 
to  a<'cept  only  the  principle  of  the  tax  and  to  ])osfpone  the 
enactment  of  the  law  imtil  !'.»!  1 ,  fillinu  up  the  jjap  in  the  Iiu<Ik- 
et  \>y  a  temiM)rary  stamji  tax  on  sales  of  real  estate.  It  was 
found  doir.Me,  however,  for  various  reasons,  to  expedite  the 
prejiaration  of  the  hill,  which  was  fiiiallv  enacted  into  law  Feh- 
ruary  '1th,  li»l(). 

Hitherto,  with  few  excei)tion-,  increment-value  tiixes  on 
Lind  had   heen   levied   only   hy   municip;ilitie>.'     The  tax   w:is 

'  A  cikhI  iicrimiit  of  iIm'sc  I:iv<  will  Im-  l(,iiihl  ill  I  he  report  l>y  H(rii:ir<l 
\l:illit,  ••'I'lii  '|",iM;iii(,r  of  hirniiirni  X.-iliiciii  I  raiiklorl  iind  oiIht  ( iiriiian 
.Sillies,''  ill  (lie  liliic  hook  (■iilillc-<|  'I'fi.iiiliiiK  i,(  l.diifl.  ilr.  /'n/H  i.s  h,  iiniKl  on 
l.'iii:!  Tiijis  mill  1)11  I  tin, III,  Till-.  ,lr.,  in  r,  iliini  /■'../.  ii/i,  ('minlnia,  iiml  ,iii  Ihr 
Wiidini/df  Tii.riiliiiii  1,/Sil,  \'iil,„  ■<  ,/,  ,■./■/,(//,  S/nl, .-  „)"//-(  rnilnl  Slnl,  s  nml  i,i 
Hnlish  Ciiliiiiii.t,  liujithir  irilli  E.rlntiis  ,,l,ilii,  In  i.nml  Til.riiliiiii  friiin  10- 
lioti.i  i,f  lioi/iil  r«;/(m(.s.-"  ,,.s  mill  I'lirumm  n'nrii  I'lmiiiiill, ,  s.  (Cd.  t7.">0l 
I...M.|on  (HMMIi.  Aii-oiilils  i,\  the  c.irlicr  ilrvclopinc'lil  will  he  found  in 
If  HriiiiliiilHT.  ■•  r:i\.ilioii  ipf  liic.iriir-.|  Iiicn  incnl  in  ( Icriii.in.v,  "  in  ipim- 
lirh)  Jiiiiniiil  i,f  t:'riiiiiiiiiirs.  \(i|.  xxii.  i  l!M)7i,  [)p.  s:i    MHl;  :iimI  ill  |{.  (  '    Urooks. 

Till-  New  rncarncil  Incniiicnl  Tuxes  in  (leniwinv."  in   Vuli   h'l  n,  n-    \ol 
li.    1!M)7),  pp.  2:{ii  L'til. 

Ill  (icnnany  llic  fullest  .■icroimi  will  !«•  lomid  in  the  siiiTcs-iv  c  nunilxi'i 
"f  the  <piarlcrly  periodicMl,  Jiilirhnili  il,  r  HihI,  ,i,;f,,iii,,  ediled  hy  A.  Dmiii- 
a-like.  Cf.  especially  tlic  aili.l,.  I.y  i'folc~M,r  Adolf  Wairncr,  •■/.iir  ttirhl- 
<'  UiiHtKjilir  Wirtziiiniihs.i,;,!.  in  \nl  ii  I'MMl  Aiiioni;  I  lie  earlier  works 
'lir  most  imiKirtant  are  Adolf  Wih.  r,  rihn-  li,,.l,  m;  ni,  i,,iil  li,„l,  ,i.^i„tf,lii- 
''■1,1  in  ihr  i)ii»!rnir)i  Slmll  >  l.eipziu'.  I'.Kd  ;  H.  lininliiiher.  Dn  W,  i/:iiinirh:<- 
••.  i.r  ,n  I'nixia  iiml  Tmni  '.leiia.  \'M).', r,  Wessel-ki.  I)i,  liitiiUiiniiii ilir Slmll- 
'•■■nillunii  iiHi  Hi,iliii-\\'iii:iii,i,rli.-.-  (Herlill,  I'.M)."),.;  j'alisl.  l)ii  I,li,  ,i,„r 
/;.  /.  ni  mini  ilir  Kiiiijiii:ihii-<!,  iimn,  mi  (irmuhliiiki  ,i  nml  Ii,  lidnil,  n  i  Uerlin. 
l'"Mi  ;  h.aiinieister  iind  .liiuer,  />/»  WniZH'iniii^^sli  m  r  iMerlin.  lIMItli;  .).  \. 
Hri-dl,  l)i  r  \i'<  ii:iiinnlis  mi  Cninilsliirl.i n  iiinl  .<,  m,  Ii,  ^li  n,  i-ii,,,/  in  /V<  k.v.m  i, 
Brrlin,  I'.MIT):  K.  Kuiiipinann.  Dn  W'l  rtzniniili^.^t,  m  r  (Tiil.iiitien,  111(17  ; 
•I  11.  Kp.steiii.  Znr  \'i  li,  iiliii„,i,i  ,l,r  /mnulissli  ,„  ,■  i  Merlin,  l!tU7i;  M. 
Dirfke,  />/.  \V(rtinwii,-li.'<.<tiiHr  (Merlin,  l!H)Si.  I'erliap.s  the  liest  of  all 
!k'-e  earlier  works  is  thai  of  I).  Mol.l'.  Dii  W'l  rt'.niini-lisxUiirr  CM  edition, 
l'r!niund.  KHMtl.  .\inont  tlir  l.iler  works  aie  tho.-e  of  Keller,  Die  li<- 
>■•  •runii  ilir  dilxinil,-  iinil  Umi.sti  lli  >i  i,is>i,.ii,nili  rr  \\',rt:nimrlisnl,-,irrn  (MiT- 
liii.  l'.tl(l);  11.  \Veis.senliorii.  I)ii  Ii,  si,  n,  i-,inii  nncli  il,  in  W,  il:iiii;irhn  (Merlin. 
I'dil  ;  and  ,).  ."s.  Slemer,  l)n  W,  ri:,iii;nli>sli  n,  r  in  Ih 'lUi-liliunl  nml  il,r 
>■■>  rii:  ;Ziiricle  mill  ;  Cf  lU,,  I'.ihn/!.,  Natcjli.  /  •nni)Kh!  >:•■//'  i;:rri:::r:  11 
'■    •■linn  ill!  .sunt,,  n.hmni  iVhUtuih.  I'.MIs' 
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\\r^\  itiifxis'd  ill  tlic  <!(TriiMn  ioIohn  ul'  Ki;iii<li:iu  in  |S'»S.  Winn 
the  ( l(  rill,! II  y;ci\(riiiiii  lit  lnuix  <i\(r  thai  |Mi»(~>i(>ii  tlir  Ailiiiii  il 
in  iliarcc  von  I  )i((|i'ri(  li,  \\a>  iiiiicli  ('(iiu'MIiiiI  umt  the  ditli 
ciiltir-^  that  hail  tlcvi  Iii|k(I  in  ^onic  <it'  tlic  .\>iatir  ctildiiit^,  ami 
r>|H'iiali>  ill  llir  cities  (i|)i'ni(i  tii  tlic  uurjir^  traili'  l>v  (  liiiia  iii 
IS'.I.').  wliclr  a  )V\\  >|tcciilatw/>  hail  liniiirlit  up  liiurli  (if  tin 
land  tiir  ri(liiuluii~l\-  »iiiall  •-iini'*  and  thin  luid  it  fur  >ali  Im 
l!iini|iians  at  \(i\'  hitdi  priii^.  The  ( Iciiiiaii  ijiiv  irnniint  u:i- 
aliiiiit  III  niaki  laitir  niillays  in  ciiii^tiiiitint;  harlMUs,  crrci 
iiiK  Kiivcrniiiciit  liiiildiiiK^  mik!  luiildiim  laiimad  >tatiiiii>  ami 
t'actorifs.  'I'lir  admiral,  t'nrisccinu;  a  Kiral  li-r  in  land  \aliii« 
thought  that  il  umild  lir  dc-iralilc  t'nr  t  he  novi  riiinciit  tn  pui- 
chasc  a  larKr  part  nt  the  land  and  llicii  mII  it  to  intending  piii  • 
chasers  as  niinht  lie  needed.  \\  ith  thi-- nlijei  t  in  view,  he  i-siiiil 
iin  the  ver\-  day  nt  (>c(ai|)aiic\ .  Nii\eiiil>er  I  I,  ISltT,  a  piui  - 
laiiiatiun  I'mliiildinu  any  transfer  nf  l.ind  uithmit  the  aiitliui- 
i/ation  of  the  (.'I'^'innieiit.  As  ''le  ii,:uiediate  piirclia~e  I  \ 
the  !iii\eriilllellt  tuilied  (lUt.  hn\ve\er.  ti«  lie  inipract  i(  al  >li  . 
the  admiral  ciiiiteiited  himself  with  (ilitainiii)i  i'ruin  the  ii.iti\i 
hiilders,  liy  nlTeriiin  them  a  reinissinii  nf  a  certaiii  part  nf  iln 
annual  land  tax.  .•m  iiiitiun  on  the  land  at  prices  xistinu:  at 
the  time  of  oeeup.ition.  As  the  land,  however,  even  if  not  iii 
liossession  nf  the  government,  was  sure  to  increase  in  \alur 
almo.st  eiitireJN  liecaiise  of  the  prospective  oiifl.ay  li\  the  t;i.\- 
ernmeiit.  an  otiici.il  memori.al  of  April,  IM'S.  sunRcsted  tli.-t  im 
future  tr.iiisfer  of  Land  should  lie  pern.itted  w  ithout  the  aiitli.'ii- 
z.'itioii  of  the  (i;o\-eriiiiii  lit,  which  should  .also  participate  in  tlii 
])rolits.  The  ideas  of  the  memorial  were  carried  out  in  iin 
famous  land  ordinance  of  I.S'.tS.  This  |)ro\ided  th.at  >\liciHMr 
any  plot  of  Land  in  the  colon\'  was  sold,  one-third  of  the  iii- 
creasi  in  its  \-.alue.  after  deduclinn'  .any  improvements  in  ni  ■■\i 
the  land  lll.ide  li\-  the  ow  tier,  should  lie  paid  to  the  y;oveMilii'  lit  , 
.and  that  in  case  the  land  w.as  not  sold,  it  should  lie  \:i!iii'! 
e\(iy  twenty-ti\e  >ears  .and  one-third  of  an>'  increase  in  '!r 
\:ihii'  lie  siiiiil.arly  paid  t"  'lie  government.  The  first  was  ca!!.  ij 
the  direct  iiiereineiit  lax  {llir  l:l<  /.iiinifh.-<t<ttnir),  the  secdiii, 
the  indirect  increment  tax.' 


I, 
i 

•i  ' 


'  The  '■l.aiiildnlimn):"  "i  Kiaurli:iu  i>  priiitiil  in  full  in  tlic  lirsf  iiiii','"i 
i.r  llir  .hil',liiirli  ,!,■■  11,1,1,  .:,;fnnn.  I'lO.",,  |i.  rill.  A  I li(ir(iii|;li  sliiily  ■  '  'i' 
rniirc  III.! 'rr  i>  nui'lc  li\'  I  )r-  W  .srhi-.iiiiiiil'T  in  tun  artirlcs:  "l)i'  i  !• 
lir'ililN  im  Ki:i!|i^c|iiiiii;i  I'iri."  :iii.|  "Wm-  Siiiirr-lii'li!  ik  im  Kiaii'-i  I  ■  .-■• 
Iilct       II!  I  Ih    -amc  |irno(|iral.  vol,  \\  ii.     I'll  1  i,  |i|).   l-li.',  .tllti  vol.  Vlil.  ,  1'''-' 
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XfithiT  the  (itli(i:(l  uliu  u.i>  pnmaril.N  n-|Miii-ili|i-  U  r  \\\v 
{il.'iii  tior  the  ;i(|iiiir,il  uliu  piii  ii  m  lurn  u,i,  .1.  .|ii:,ini(  d  uith 
the  llid.ric^  cf  .•ith.r  .li.liri  Siu.iil  Mill  t.r  ihins  <,..,r>:,.. 
The  IllciMiic  u.i-,  ;i  piinly  pr.ic!  jcij  iih  ,iiii|  ua-  ci(-ij;i!.(| 
not  -<)  iiiiicli  t<i  x'ciirr  (i-cal  n-iijt-^  .■!>  Ill  pnv.tit  ^pciiil.i' 1011 
(iti  the  part  (if  Ih.'  (  liidt-..-  ami  llic  a((|HJ-itii.ii  u\  tlu'  lir^l  iaiid 
liv  private  iliilivi.jiial-.  In  tac'l.  Ilir  \  icM  of  til,-  tax  wa-  iHuii- 
U'llili',  till'  urialf^t  nvciii;  ■.  -.iciirnl  in  |'.t(»|  irj  ainountnin  tn 
only  S2,0<M.  On  tlir  olli.r  lian.l.  -nice  ih.  land  wa-  -..|,|  only 
to  tlidsc  will)  "iUarantiiMl  to  liiiiM  it  oinr,  ilir  -ptiiii  iior  ua> 
'tlVctiially  ili-roiMai;ii|. 

Tlif  Kiaiirliau  cNpi  rinuTit  at  oikc  attr.irtrd  ihr  attinlioii 
1. 1  thf  land  rili.nncr-  in  Crrniany,  TIh  Cirinaii  Land  lii  lurtii 
l.r.iliiic  pctiiioiKil   till    jjoMrnrmrit    to  ixti-nd   tlir  priiicipji'  to 

thr  other  Cerinan  inlnniis.'  At  the  (  olollial  (  olltiri  -s  of 
KM)'.'  in    I'lerlin    the  -nn  i~-  of  the  Mheine   \\a<  eIllpha^ixed.  and 

I-  a  rcMilt  till  po-Ml.ilit>  of  applyinjr  the  plan  uithin  <  ierniaip- 
i'-ilf  heuali  to  lie  i|i-iii>-!(|  in  the  pn  >s. 

The  -.itiialioti  in  (iirni.'iny  \\a^  peiiiliar.  The  cities  were 
i:;-..\,  iii)i  with  a  mpidity  exeeeded  perli;ips  nowhere  in  the 
u.iiid,  and  there  \\a^  aeeordiimly  frreat  opporliinity  for  >i)eeu!a- 
tive  activity.  The  (  arnian  t;i\  >y-teni.  tnoreover,  played  jiecul- 
i:irly  into  the  liiinds  of  the  speculators.  In  the  first  filace 
.ilthoiitrli  a  fewci'ies  pr.actise  the  -y-tein  of  -pec'al  .-.-so^-nients 

I'.'^lrihi,  I.  they  are  in  ino.-t  c;i>es  levied,  not  .1-  :n  the  I'ljitid 
>t  ;te-  when  the  iiii|)ro\  eiiK  tits  are  niadi',  lait  only  when  the 
hiililinir  i<  ereitid.  There  i-  thus  every  inducement  to  keyp 
tl.''  hind  idle  a-  lolic;  a-  po>-iljle.  Secondly,  the  land  tax  is 
I -t  :ivM»ed  on  the  M-lliny;  v.aluc  of  tiie  land,  a-  in  tiie  I'liited 

^'  '"■-.  I'llt  on  il-  a>-Uined  plodllce  or  yield.  .Moreo\er.  the 
■■■ilclll.-ltion  of  the  e-tiin;lteil  yield  of  the  l.ilid  ll>ed  for  aKriiMll- 
t'ir.il  purposes  i-  revi-ed  only  at  loiiii  interval,  in  I'ru»ia.  ( .(/. 
■■.'■n-  fit'teen  ye.ar-.  .V-.  therefore,  the  town-  r.apidly  encroach 
Ml". II  the  atrriciiltural  -ulnuli-.  tlie  l.iiid  coiiiinuo  for  a  lon^ 
n'iitd  he  a— .e-ied.  not  wit  h-taiidiiiii  its  enorinou-  ri<i'  in  value. 

:'    "rdiim    to    it-    as>unied    l)riiiluce    as   -o-c;illed    "potato    hand." 

I  \  I-  re>ult,  of  courM',  is  to  otter  e\ery  inducement  to  the  specii- 
■:'tor  to    keep   Land    out    of   u-e.      .\s   a    <  on.-ei|Ueiice.    <  ierman 

'■'  '  ''^-  II  I'll-  will  al-n  lie  till  III.  I  ,-1  reprint  nl'  tlir  inriiiiiri:il  or  />■  'J  .-i-hnfl 
■   ■     l.^nnl  .i„,l  Sl,,nr,-,  .,,,. 

!"1...    I  ;,    J........      I      _.,     !      I',. ;■.,....     I...., : !      '/,.„      '    .';• 
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towns,  osproially  those  of  m<«loratp  size,  have  been  confronted 
by  a  housing  problem  (Wuhniituisnot),  such  as  is  found  nowhere 
else  in  the  civilized  world.  For  in  Kngland  the  cities  have 
not  grown  at  (juite  so  rai)i<l  a  pace,  and  in  the  I'nited  States 
the  practice  of  assessing  the  real  j)roperty  tax,  on  the  basis  of 
actual  soiling  value  couj)led  with  the  sy.stem  of  special  a.ssess- 
ments,  which  imposes  a  heavy  burden  on  tlu>  land  before  the 
building  improvements  are  made,  (>ffectually  i)revents  the 
(iprman  abuses.  In  (iermany,  therefore,  since  the  beginning  of 
the  twentieth  century  :\  great  literature  has  arisen  (>n  the  h';using 
problem  as  connected  with  the  fiscal  (luestion.' 

The  reform  movement  assumed  two  forms.  The  first  was 
to  introduce  a  tax  on  the  selling  value  of  real  estate  (Steiirr- 
nach  dem  gemeincti  Wcrl  or  Hc.sitZfitciicr).  eitluT  in  place  of  the 
eyisting  tax  on  assumrd  ]>roduce  or  in  ad<liti(m  to  it.  In  a  few 
cities  such  a  tax  has  now  been  introduced,  although  at  a  far 
lower  rate  than  is  customary  in  .\merican  cities  and  with 
correspondingly  less  effect  in  removing  the  evils  of  the  situa- 
tion. 

The  second  phase  of  the  reform  was  the  introduction  of 
a  tax  on  unearned  increment,  based  on  the  Kiauchau  experiment 
discussed  above.  The  first  city  to  introduce  the  increment-vahn 
tax  was  Frankfort  a.  M.  which  initiated  the  system  in  1904.  In 
the  following  ye.ir  Cologne  an<l  ( ielsenkirclien,  and  in  KMHl  Dorl- 
mund  and  I'.ssen  adojjted  the  scheme.  From  that  time  on. 
the  movement  spre.id  rapidly  througliout  (iermany:  by  Ai)ril, 
li)10,  the  increment-v.'ihie  tax  was  found  in  about  4..")(l(i 
cities  and  towns,  including  about  oiK'-fourth  of  the  entire 
f)opulation  of  the  (lermaii  empire.  The  tax  varied  in  it- 
details  from  i)lace  to  place,  but  the  fund.amentiil  princiiilc- 
were  every wliere  similar.  .\s  these  .sejiarate  taxes  have  imu 
all  been  abolished,  it  will  .suffice  to  call  attention  to  their  chict 
features. 


'  {'oniparc  I'aiil  Voipt,  (Irnudmiti-  iiiiil  Wohnuiinsirdgv  hi  iiirliu  111,4 
xmitu  X'onirliii  i.lcim.  1!(0I);  .Xilolf  WCtxT,  fV/MT  HiHlmniifi-  iiiid  Hiul,  n- 
Kixkiildtiiin  ill  liir  niDiliriiiii  Slmll  ( Lcip/.ijt,  KXIli;  Kiiclis,  Xiir  ]\'oliiiuhii.-.- 
friii/,  (l,ci|)/,i(:,  l!M)t):  H.  Kl)('rst:i'!t,  Dii  Siulnitn/ioii  iiii  miiuillirlii  11  >,ihl- 
tilmii  (.Icna.  Iil07i;  .•md  Ifiiinlliiiih  il< .1  Wiihiiiiiii/.i  i/v.^.  ■/.>•  iiiiil  ilrr  Wiihicin  :~- 
friii/i  (.Ii'n;i,  I'.MI  i;  K.  von  MatiL'oMl.  IHi  xtwtlisrhr  liiMtiiifriuii  |('ioltiiii;(  i.. 
l!»07i;  ().  (iiitzcit,  Dii  limli  imfiinn  1 !  cipziu.  1!K)7);  .).  von  Hrnll.  !>'■ 
Xiilii>iiiil-()i i;iinii)iiii-  ill.'  HihIiii  (Hcrliti,  HH)Si;  .\(lolf  Wchcr,  fUuliii  .  ./ 
Wiiliiiiniii  {I.cipziji,  l!H)Si;  and  W,  ('iiMniind.  Hmlinfrnui  nml  liiHliiiimliik 
vli.riin,  lliUi. 
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The  increased  value  on  which  th(>  tax  wa;-  api)lie<l  was  gen- 
erally interpreted  to  mean  the  difference  between  the  last  pur- 
chase price  and  the  present  selling  price.    Allowance  was  almost 
universally  made  for  expenditures  incurred  in  the  improvement 
of  the  land  and  for  the  cost  of  new  buildings  or  rebuilding. 
Allowance  was  also  usually  made  for  a  sum  equivalent  to  the 
•stamp  tax,  the  transfer  tax  and  other  f(>es  connected  with  the 
change  of  ownership.    A  further  sum  was  usually  allowed  rej)- 
resenting  the  interest  (not  compound(Hl)  from  the  time  of  the  last 
sale  to  the  present  transfer.     In  some  places  these  sums,  es- 
pecially the  cost  of  imi)r()vements,  were  subtracted  from  the 
selling  price,  while  in  others  they  were  added  to  the  purchase 
price.    In  .<»)me  jilaces  again,  where  certain  jiarcels  of  an  entire 
tract  owned  by  a  single  inilividuai   had  been  sold  at  a  loss, 
allowance  was  made  therefor,  provided  that  the  losing  .sales  oc- 
curred at  the  same  time  as  those  that  were  profitable,  or  within 
a  limited  period  previous  thereto.     In  most  cases,  again,  slight 
increases  of  value  were  exemj)ted.     The  tax  a|)plied  in  general 
only  to  increments  of  value  exceeding  ten  per  cent :  sometimes, 
however,  it  began  only  at  twenty  per  cent,  and  in  Frankfort  only 
at  thirty  per  cent.     The  rati's  were  almost  always  progressive, 
hut  the  minima  ami  maxima  vjiried  greatly,    thus  in   Ham- 
burg the  rates  were  graduateil  from  one  to  twelve  and  one-half 
IMT  cent,  while  in  Cologne  they  rose  from  ten  to  twenty-five 
per  cent.    In  ( lelsenkirchen  the  maximum  was  thirty  per  cent. 
Th(>  scale  of  progression,  moreover,  varied  considera!)ly,  from  one 
[XT  cent  for  each  ten-per-cent  increase  of  value,  as  in  Cologne, 
up  to  ten  j«T  cent  for  each  five-(x^r-cent  increase  in  value  in 
some  other   cities.      The   maximum   limits    varied   .still    more 
widely:  in   PaderlM)rn.  for  instance,   the   highest   rate  (fifteen 
per  cent)  was  imi)osed  in  case  of  an  increase  of  value  of  over 
seventy-five   per  cent,   while   in  other   towns  the  increase  of 
value  taken  into  account   in  determining  the  rate  was  c(m- 
siilerably  higher,  rising  in  some  cases  to  two  hun(1red  j)er  cent. 
riic  highest  tax  imjKJsed  anywhere  was  thirty  [ler  cent  where 
the  increase  of  value  was  over  one  hundred  and  fifty-five  per 
I'i'iit. 

Owing  to  the  short  time  that  these  local  tic.xe.  'd  In-en  in 
t'inc  the  fiscal  results  were  not  proiioimced.  Hut  the  taxes 
:i|i|iroved  themselves  on  the  whole  to  the  authorities  and  the 
>v-ieni  was  iH'ginniiig  to  spread  even  to  the  state  governments. 
\  ••!!!  tor  a  state  iinrriiicnl-v.ilue  fax  was  intnxlucfd  in  Bavaria 
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in  1909,  and  in  January,  1910,  tlio  first  state  increment-value 
tax  was  ostal)lishe(l  in  l.ippe-Dj'tmold.' 

The  project  of  an  imperial  tax  on  increment  value  was  fir.-t 
.-uggested  by  Dr.  Wilms,  mayor  of  Posen,  in  a  sjK'cch  in  flic 
Prussian  House  of  Lords  on  March  28,  19().S.  The  scheme  was 
at  once  taken  up;  a  few  weeks  later  it  enlisted  tlu>  supjjort 
of  Professor  Adolf  Wagner  in  a  sjx'cch  at  a  convention  of  land 
reformers.  A  heated  discussion  ther(>u(M)n  ensued  Ihroughout 
t  he  country.  The  project  was  vigorously  opi)osed  by  the  various 
lo'-al  interests  that  had  now  come  to  consider  the  unearned 
increment  as  a  valuable  object  of  local  taxation.  The  advocates 
of  the  scheme  had,  however,  no  difficulty  in  showing  that  if 
site  values  were  the  result  of  the  numbers  and  pros]x'rity  of 
the  ix)pulation,  the  empire  as  a  whole  also  contributed  to  this 
prosperity  and  to  these  numbers;  and  that  in  reality  no  legiti- 
mate stopping  place  between  locality  and  empire  existed. 
Tiio  most  that  the  supporters  of  the  jiroject  conceded  was  tli.it 
the  localities  had  an  undoubted  right  to  a  large  share  of  tlie 
proceeds. - 

The  movement  in  favor  of  the  scheme  became  so  stronir 
that  in  May,  1904,  the  finance  committee  of  the  l{eieli>t.i!; 
resolved  to  ask  the  government  to  introduce  without  del:i\  i 
bill  for  an  imiK>rial  unearned  increment  tax.  Secretary  Sydow 
stated,  however,  that  he  nuist  first  submit  the  whole  project 
to  the  opinion  of  experts.  The  judgment  of  these  ollicials  was 
on  the  whole  adverse,  and  a  memorial  was  submitted  in  oi)pci>i- 
tion.'  Notwithstanding  this  adverse  judgment,  a  liill  w;i<  in- 
troduced and  jiassed  in  a  second  reading  on  June  2:')d.  A  lew 
weeks  later,  however,  it  was  decided  to  i)ostpone  the  etijctnimt 

•  Cj.  ''  Die  erste  staalliche  Ziuvach.s.steuer,"  in  Jahrbuch  ilif  IMiiinU'i  "i, 
vol.  vi.  (1<,»1()!.  |>i>  V.\  :u. 

-The  most  iiii|)(irt,iin  of  llio  works  in  f:ivor  of  tlu;  .selienie  urn  ;  I  )r 
VVihns,  Dii  H, ic)is-Zim-iir}isst,  iitr  (I'.XHM;  \.  PiiLlinan-IIoliena.-iM  .  Ih- 
crtitf  Schrilt  zii  iiisniuli  n  Fiiiiinzin  (lA'i]y/.lfi,  l'.H)il);  A.  DMinMschkc  /  ■' 
Kdiiipfv  iiin  ilii  l{(  II  hs-Ziiicdclissli  mr  (\\i'T\\\\.  1(110).  Cf.  al.-o  ,i  miI'-  "f 
.seven  articles  written  from  tlic  point  of  view  of  each  of  tlie  various  ccnihin;'- 
interest,  sucli  as  auricullure,  imkistry,  commerce,  huilihnu  trailes, ./.  .,  n,  t\ir 
Jiihriiiirli  lUr  liniU  inifonn  vol.  vi.  (inlOj,  pp.  ll)l-'J'_".t.  The  chief  art:iiiii'  m- 
in  opposition  were  expressed  l>y  Dr.  Stnilz,  Jiilnirhliniiii  ii  ziir  /,'.'- 
Xuiriiihssl,  HIT  (Merlin,  litlO);  and  Karl  DichI,  "Ziir  Kritik  der  I'l  ilis- 
Znwachssteiier."  in  i'lmr-MVs  .fnhihiirhcr.  vol.  U)  (KHOi,  p.  2S<,»(7  .-c/, 

■|'hi-^  Ihiiksi-lirifl  hilniji  ml  ilii  n  Ichsi/i  s,  l:lirhi-  Kiiifiihniiiii  limr  \\  '  rt- 
y.iiiiiii  lix<ii  III  r  fur  I  iniiniliilii  u  is  printed  in  tlie  Jnhrhmh  ilir  liiMltiinjinn, 
v.ik  V.  1  HKiii',  pp.  VM-M\. 
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of  tho  law,  anil  for  tli(>tiin<-  hcinp;  a  stamp  tax  was  sul)stitiitf(l. 
Xt'vortliclcss,  tlic  law  coutaiiicd  a  clauso  that  an 
cariii'd  increment   tax,  (losigncd   to  yield   twenty 


imperial 
ions 


un- 
of 


inn 


rivs,  sliould  he  introduced,  if  praetieahle,  hy  April,  1011,  and 
surely  not  later  than  April,  1012. 

The  prospect  of  an  imperial  tax  evoked  all  manner  of 
sciiemes  on  the  part  of  the  landowners,  designed  to  frustrate 
or  to  evade  the  projected  legislation.  This,  toRelher  with  the 
urgency  of  the  fiscid  situation,  decided  tlie  Kovernment  to  e.\- 
ix'dite  matters,  and  a  hill  was  introduced  in  A])ril,  1010.  It  was 
referred  to  a  committee  and,  after  considerahle  discussion  he- 
ciuiie  law  in  Fehruary,  1011,  hut  witli  retroactive  force  to  I)e- 
cemher  31,  1010.' 

The  new  imperial  tax  replaces  all  tlie  former  state  and  mimici- 
pal  taxes  of  the  same  kind.  The  law  i)rovides  that,  in  the  case  of 
the  transfer  of  any  property  interest  in  real  estate,  a  tax  shall  he 
levied  on  the  increase  of  value  which  occurs  vvithout  the  activltv 
«'f  the  owiier.  In  this  statement  two  points  are  to  he  noticed: 
tlictax  is  hnposed  not  simi)ly  on  land  values,  as  in  Kngland.  hut 
on  real  estatt-,  thus  raising  the  (juestion  of  how  irni)rovements  on 
i;ind  are  to  Ih>  treated.  In  the  second  place,  the  words  '-with- 
out the  activity  of  the  owner"  raise  the  (|uesti(jn  how  far  the 
increase  of  values  is  due,  on  the  one  hand,  to  the  growth  of  the 
community  or,  on  the  ot  l:er,  to  the  efforts  of  the  l.nndholder.    The 

'The  ori(jin:il  hill  with  llic  iiiiicndnicnts  of  the  Coiiimissidn,  iiinl  nf  lUc 
hr>t  :iii(l  .sccon.l  rcadiiit:,  is  |irinl.',|  in  ili.-  Jnhrhmh  fiir  Ho,U„r,J<,rm.  vi.l. 
VI  I'.IIUJ,  p.  lit  ,/  s,,i.  The  l:i\v  .-iti  inost  (•(iiu  .■Mi'cndv  l)c  coiisulli.l  in 
h,^'na-Arrhir,  vol.  xxviii.  (I-Mli,  p.  sl7  ,/  ..,,/.  r /.  also"il,c  ./,,/„•/»»■/,  fur 
li.:l.„r,}„nii,  vol.  vii.  (1011),  iip,  i;.'  s,-,.  '1|„,  ^amot.-.tc,!  law  has  lM.,.n 
liubiisiii^hn  various  annotated  edit  ions.  ThrlM.-t  pcrii.ips.  is  Dr.  II.  Koppc, 
h'l^  Znwm-Usl,„rr-(;,Mlzr,m  :',h.  /  ;,  /,'*//,  ,,,,7  ,/,  „  AusJuhrnHiis-Hi  slnn- 
f'ln,/,  „  ,lvs  Iii(i,il.sr>il.s  I'niis.s,  !,.•<,  lidi/,  rn.s  „/,</. SV/,/,.v,  „.<  1  Munich  and  H.'ilin, 
!:dl  i.  Good  discu.ssions  of  the  n<AV  law  arc  tliosc  of  Dr.  (;.  Stnitz,  ••Die 
H' ;i  h.s-Zinvaciis.stcucr  voia  so/.i.il-pohiisihcn  Slandpiniktr,"  in  uVaun's 
.l,,,„./,„  fiir  So:itil  I'lililik  mill  <ii:';/:,iil„ii,<i.  vol.  I  (I'Ml).  no.  1;  and  of 
M.  \\(  vmnann.  "Die  I{pich.s7,iiwa(hssi(  ncr  voni  sozialiioiitischcn  Gosicht- 
>:"aikir,"  in  SclnpolltT's  Jiilirhiirli  fur  (n.s,l:,i,)„ui<i  Wrwiillunf/  und 
\-'!;.r,rtsrh„fl,  vol.  :«•,  (lOfJ),  pp.  -.'s:;  .{(«.  (/.  i.l.so  Pmfcssor  Gustav 
<  "liti.  ■■  Ihc  Taxation  of  rncafiird  Incr.iiicnl  in  Gcnnanv,"  in  Thv  liritish 

;■;■ '""'  •/'""■""/.  vol.  x\i.  I  KM  1  ,  p.  I'l-J  w  «,/.:  .■aid  I{.  C.  Brooks.  "The 

<■;  itnai!  Imperial  Tax  <in  the  riieariH.I   InrrrMieiii.-  in  QmirUrhi  Joiin„il 

"■'  '  ' """■■'■  \'"'-  ^>:v.  I  I!I1  1  \  p,  (Isj  ,/  s,,/..  with  ;i  translation  of  the  law 

'■n  I'P.  ..)l-:(l.->.  In  K.  l',i^k:r,  U,  „'l,.,r,  rWnmrh.-oi,  ,„  r.  Dox  f/(lt,i„lc 
['■  '■  .u.l  ,l„  /i,l<  s,n„r  li,u,n„.  Hrrhii.  I'.H.'.vmII  hv  found  a  twehc  paite 
■    ■    i"-i^i|>ii>  oi'  till-  lopii-. 
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small  interests  of  the  lower  niidtlle  classes  are  exempted:  the  tax 
does  not  ai)i)ly  to  any  interest  in  real  estate  of  less  tiian  2(),(MMI 
marks  in  the  case  of  improved  pro|H'rty,  or  of  less  than  "),(MHl 
marks  in  the  case  of  vacant  land;  pr»)vi(UMl  always,  that  neitlitr 
the  owner  nor  his  wife  had  more  than  2,(HK)  marks  income  in 
the  i)recedinn  year,  and  provided  also  that  neither  of  them  w;i~ 
enpaged  in  the  real-estate  business.  Other  exemptions  inchnlc 
associations  for  building  purjwses,  for  et)lonization  and  the 
like,  provided  thattheir  profit s  are  limited  to  four  jwr  cent.  Cer- 
tain transactions,  moreover,  are  not  liable  to  tax,  such  a- 
transfers  by  inheritance,  under  certaii\  conditions  or  by  marriaur 
settlement,  or  for  the  purjKtse  of  agricultural  improvement-, 
such  as  the  redrawing  of  boumlary  lines  amc.ng  scattered  strip- 
of  real  estate  [FliirvtrilnLijiinii  and  ['nihijiiiKj).  In  order  in 
meet  a  connnon  metluul  of  e\;'  'ing  the  tax,  it  is  provided  that 
any  transfer  of  securities  of  a  i(>riH)ration  whose  assets  consist 
of  real  estate  slu)uld  be  considered  a  transf(>r  of  the  land  itself. 
The  increment  of  valu(>  subject  U)  tax  is  defined  as  the  ditYcr- 
ence  between  the  imrchase  iniee  and  the  selling  i)rice.  To  tin' 
last  purchase  i)rice.  however,  the  following  additions  are  to  It 
made:  (1)  Four  (kt  cent  as  re|)resenting  the  original  cost  of 
ac(iuisition.  If  it  can  be  i)roved  that  the  transfcT  fees  wm- 
more  than  this  sum  the  actual  cost  may  be  substituted.  {'2)  Tl  r 
amoimt  of  sjKx-itil  assessments  ft)r  oiK'ning  streets,  construcliim 
sewers,  etc.,  together  with  interest  at  four  per  cent  for  not  nior.- 
tlian  fifteen  j-ears.  {■\)  If  the  puichase  took  place  througli  tii- 
foreclosure  of  a  mortgage,  the  amount  of  the  mortgage  i>  m 
be  added  to  the  ("(juity.  (l)  All  outlays  for  [MTmanent  iin- 
l)rovements,  together  with  five  i)er  cent  on  such  outlay  .r, 
where  the  owners  are  engaged  in  the  building  industry,  fifteen  j"  r 
cent  of  sui'h  outlay.  (5)  .Vn  ailditional  amount  equal  to  twn  .mi 
one-half  jxt  cent  in  the  case  of  certain  small  properties.' 


'Tills  (oinpru'ati'd  iiiiii  i>  clcMriy  cxpluim^l  on  p.  t)!)4  of  llic  i--i\ 
broiiks  iiinitioiuil  ahovi-.     •If  ilic  ^)^i^;inul  purcli:us«'  price  ami  llic  pin 
ncril   iinproviiiiciils  lalci'i.  totictlicr,  .siiow  the  property  to  lia\c  c"-' 
tliaii  100  marks  an  <in  (^*MS\  per  acre),  ur  three  limes  as  miiili  in  tlii'  ■  ,- 
\irieyartl  land,  an  amount  e(|iial  to  2' 2  pcr  cent  per  anmun  from  th-   '  : 
of  the  purcha.sr  in  the  ra.s<'  of  purehii.se  price,  and  from  the  'ime  of  uiak  : 
improvements  in  their  ea.»e  shall  he  addeil.     In  tin  (■a.s<'  of  land  wl  1. ' 
the  s.iine  ba,sis,  repre.-Nents  a  higher  value  |)er  "Ci .  there  shall  he  aiii'  ; 
>U(li  exee.s.s,  if  unimproved.  '2  per  cent  |«'r  annum;  if  improved.  I  '  _•  P'  r  •■ ' 
If  the  i«'ri(Hi  of  ownership  has  hi-en  less  than  fi\e  years,  and  the  l:iii  1  ' 
remained    uniliii. roved,   tiiese   additions   are    redili-ed   one-haif  "     ( 
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It  \v!i.s  in  cormcclion  with  the  (lucstion  of  improvements  that 
the  ehief  disciissictn  took  place.    In  some  of  the  miinieipal  taxes, 
as  we  have  .seen,  the;  cost  of  imi)rovemenis  was  suhtraeted  from 
the  .seNing  price,  while  in  others  it  was  added  to  the  purcha.se 
I)riee.     In  many  ca.ses  this  <lid  ncjt  make  much  difference,  hut 
in  the  new  imiu-rial  tax  the  rates,  us  we  shall  see  in  a  moment, 
,ire  hjused  on  the  [XTcentaKcs  of  the  unearned  increment  to  the 
piirchiuse  price  of  the  property   plus  the  cost   of  permanent 
improvements  and  the  other  additions.     It  is  obvious  that  if 
the  value  of  the  imjirovements  is  added  to  the  cost  price,  the 
jxTcentage of  increment,  ami  therefore  the  tax  rate,  will  he  much 
less  than  would  otherwise  hi  the  case.   In  the  original  draft  of  the 
l»iii  the  value  of  [jcrmanent  inifjrovements  was  suhtracted  from 
the  selling  pri(;e  inste.-id  of  heiny  added  to  the  purcha.se  i)rice. 
The  advocates  of  this  jirovi.sion  supjxirted  it  on  the  ground 
that  the  increa.se  of  value  was  almost  always  due  to  a  change  in 
the  value  of  land  rather  tlian  in  the  value  of  imi>rovenients. 
More<jver,  it  must  he  rememhered  that  the  (lerman  law  pays 
IK)  attention  to  depreciation  in  the  value  of  huildings.     It  is 
ixrfectly  conceivahle  that  where  a  fairly  gixxl  house  is  sold  a  long 
time  after  it.s  purcha.se,  when  it  has  hecome  greatly  in  need  of 
repair,  the  increase  in  the  value  of  the  land  might  hcswallovvj-d 
up  by  the  decrea.se  in  tin?  value  of  the  hou.se.    In  such  a  case  to 
P'-rniit  the  owner  to  add  the  value  of  the  im])rovf  ment  to  the 
co-t  price  is  virtually  to  exempt  him  from  the  tax,  notwithstand- 
iiiK  the  rise  in  land  values.     Xevertheles; .  in  the  contest  that 
•  nsued,  the  landowners  succeeded  in  .securing  a  change  in  the 
I'ill.  and  the  law,  as  adoptt  <l,  permits  the  owner  to  include  the 
"i-t  of  improvements  in  estimating  the  purchase  price.    This, 
It  is  obvious,  greatly  diminishes  the  rigor  of  the  tax. 

From  the  selling  i)rice,  on  the  other  hand,  it  is  i)ermissibl(> 
tn  deduct  first  the  costs  of  the  sale,  including  fees;  second,  a 
"iiiipensation  for  any  diminution  of  value  that  may  occur  after 
■'n.  10,  1<)11:  and  third,  the  amount  by  which  the  annual 
yi'  111  on  the  land,  for  a  period  of  not  more  than  fifteen  ye;irs, 
':ii.~  short  of  three  per  cem  on  the  original  purchase  price,  includ- 
iiii:  the  improvements.     This  pr.ictically  frees  the  holder  of 


'•t':.     The  object  of  tlicsr'l 


)ro\  i^ioiis  1- 


tlirce-fold:  first,  to  favor  UKrifiil- 


i  land,  and  csiM-cially  vineyard  land,  wlierc  llie  \aliie  of  tlie  land  i 
'liie  to  tlie  efforts  of  the  ciillivator;  s 


second,  to  ni(Tea.-<( 


t  he  t 
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I  longer  used  for  auriculliiral  jiurposes  and  is  "ripe  "  for  hiiildinn; 
ronipi-n.sate  the  l.indholdi  rs  for  a  rise  of  values  which  niav  he  in 
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vacant  land  from  any  tax  unless  the  annual  incri-nn'nt  of  value 
is  more  than  four  or  five  per  cent. 

An  imjjortant  section  of  the  law  provides  that  if  the  last 
transfer  took  i)lace  more  than  forty  years  {)reviously,  the  value 
of  the  proi)erty  at  a  period  of  forty  years  before  the  transfer  is 
to  be  taken  as  the  purchase  price,  unless  it  ran  be  shown  that  the 
property  commanchxl  a  higher  value  before  that  period.  Kur- 
therniore,  if  the  last  transfer  took  place  before  the  year  188.")  its 
value  at  that  date  is  to  be  taken  as  the  ])urchas(>  price. 

The  rate  of  the  tax  depends, as  stated  abov(>,  on  the  percentage 
of  the  unearned  increment  to  the  jiurchase  price  of  th<'  property 
plus  the  cost  of  p(Tmanent  improvements  and  the  other  legal 
ad<litions.  Where  the  increnn^nt  of  value  is  ten  per  cent  or  less, 
the  tax  is  ten  per  cent  of  the  increment.  The  rate  increases  otic 
per  cent  for  every  additional  twenty  per  cent  of  intTemeiit 
until  on  increments  of  170  to  15)0  per  cent  it  reaches  a  rate  dI 
nineteen  per  cent.  Thereafter  the  rate  increases  one  jier  cent 
tor  every  iulditional  ten  })er  cent  of  increment  of  value  until  it 
reaches  a  rate  of  thirty  per  cent  on  all  increments  of  value  (it 
2!)0  per  cent.  A  diminution  of  one  per  cent  on  the  tax,  how(>vcr, 
is  permitted  for  every  year  since  the  last  sale;  and  wh(>re  the 
last  sale  took  place  before  January  1,  19(X),  this  diminution  is 
allowed  at  the  rate  of  one  and  on(>-half  ix>r  cent  annually  up  to 
.lanuary  1,  1911.  'I. lis  makes  the  maximum  rate  diminish  witii 
llie  length  of  ownership,  so  that  if,  for  instance,  thirty  years 
intervened  between  the  purchase  and  the  sale,  the  tax  rate- 
would  be  graded  from  seven  to  twenty-one  per  cent  instc.nl 
of  from  ten  to  thirty  per  cent. 

The  tax  is  to  be  assessed  by  the  state  authorities  in  cacli 
commonwealth,  but  under  the  general  supervision  of  the  impe- 
rial officials.  Of  the  proceeds  fifty  per  cent  goes  to  the  enipirc 
and  forty  per  cent  to  the  locality,  the  remaining  ten  per  (ciit 
being  reserved  by  each  state  to  cover  the  cost  of  collection.  Tlic 
localities,  however,  are  p(>rmitted  to  levy  additions  to  tln' 
tax,  with  two  restrictions:  they  may  not  imjwse  more  tliaii 
double  their  own  share,  and  the  total  tax  imposcnl  in  aii\  in- 
dividual case  may  not  exceed  thirty  per  cent  of  the  increiiiciit 
value. 

Contrasting  the  (Jerman  law  with  its  English  analogue,  wr 
notice  not  only  its  great  complication,  but  the  presence,  in  \\'<' 
endeavor  to  lie  just  to  all  interests,  of  many  awkward  pnivisimiv 
The  ditTercMccs  may  lie  summarized  as  follows:  the  tax  i>  n.it 
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one  (HI  pure  liiiid  v;iliit>;  second,  no  allowance  is  made  lor  dej)re- 
ciation  in  the  value  of  improvenn-nts;  third,  the  conc<'ssions  to 
the  hmdowners  rncMtioned  aiiove  will  seriously  reduce  the  fiscal 
im|)ortance  of  the  tax;  and  fourth,  many  of  tlie  provisions  arc 
so  comph'X  that  they  will  undoubtedly  create  difficult  v.  With 
all  its  defects,  however,  the  law  is  a  strikiiiK  <xamplc  of  progress 
in  the  conception  of  fiscal  ju.-tice,  and  an  evidence  of  the  in- 
fluence of  modern  chanKcs  in  economic  conditions  on  the  forms 
of  taxation. 

If  wc  compare  the  (lerman  reforms  as  a  whole  with  tho>e  in 
(Jreat  IJritain  we  notice  some  striking  analogies  accompanied 
hy  no  less  striking  dissimilarities.  IJoth  countries  have  relied 
for  their  increasing  revenues  to  a  larse  extent  on  indirect  taxes. 
Both  countries  have  developed  and  perfected  their  iiiconn 
tax.  Both  have  introduced  somewhat  similar  land  taxes.  On 
the  other  hand,  while  Kngland  has  further  developed  its  in- 
heritance tax,  the  Cerinan  effort  in  the  same  direction  was 
frustrated.  Per  amim.  however,  the  adjustment  of  the  relations 
between  local  and  ceiitnd  finance  has  made  more  i)rojjress  in 
(lermany  than  in  Kiijiland.  In  the  case  of  indir"-t  taxes,  the 
cxistinK  British  system  is  on  the  whole  sui)erior  to  the  ( lerman, 
lioth  as  regards  financial  results  and  hy  virtue  of  its  limita- 
tion to  imposts  that  are  in  the  main  innocuous  from  the  point 
of  view  of  business.  The  British  income  tax,  afjain,  not  only 
compares  favorably  with  the  ( lerman  system  in  simplicity  of 
administration  and  in  fiscal  results,  but  is  more  nearly  in  accord- 
ance with  the  modern  theories  of  ability  to  pay.  In  the  matter  of 
inheritance  taxation  (Ireat  Britain  is  far  in  advance  of  ( ierr  .uiv . 
The  British  lanrl  taxes,  finally,  are  more  comprehensive  than  tin 
<!ermun,  and  the  increment-value  tax  in  |)articular  is  both  more 
simple  and  more  in  aftreemont  with  correct  theory.  It  is  only 
ill  the  single  point  of  adjustment  between  local  and  imperial 
taxation  or,  as  in  Cermany  between  local,  state  and  imperial 
iaxati(m  that  the  British  system  is  inferior  to  the  ( lerman. 
Taking  it  all  in  all,  therefore,  it  iii.iy  bo  said  that  while  the  recent 
'lirnian  reforms  constitute  an  undeniable  .step  in  advance. 
many  further  steps  must  be  taken  before  the  ( lerman  fiscal 
~y-tem  can  be  cleclared  to  be  on  a  level  with  the  Knglish.  It  is 
II' it  .it  all  improbable  that  the  coming  years  h.ave  in  .store  for 
•"tniany  an  improvement  in  the  methods  of  the  income  ta.x 
'iid   the   adoption  of  a   revised   and   modernized   inheritance 
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\.  Auslralnsia 

Tho  roccnt  tax  reforms  in  Australia  and  in  New  Zealand  have 
cffccttHl  no  dramatic  changes  like  those  of  WW.)  10  in  Knuiaiid 
and  (JcTmany.  The  movement  in  the  aiiti|M)des  has  been  a 
continuous  progress^  on  the  lines  discussed  in  the  case  of  New 
Zealand  in  the  last  chapter.  The  year  1010,  however,  is  inarkcil 
not  only  l)y  the  extension  to  the  Conunonwealth  of  Australia  of 
certain  taxes  previously  reserved  for  the  separate  states,  Ihii 
also  l)y  some  significant  changes  in  the  laws  of  the  states  tlu  in- 
selves.  The  Australasian  movement  may  he  discusse<l  under  four 
heads:  (1)  the  land  taxes  in  the  states  and  the  commonwealtli: 
(2)  the  exempticm  of  improvements  in  the  localities;  (;})  tli< 
spread  of  the  income  tax;  and  (I)  the  relation  between  local  ant! 
general  finance. 

The  land  taxes  in  Australasia  were  oripinally  iin|M)sed  ])artly 
for  revenue  purposes,  but  chieliy  in  order  to  discourajje  thr 
formation  of  larfje  landed  t'states.'  The  earliest  law  of  llii~ 
kind  was  enacted  in  Victoria  in  1.S77.  It  provided  for  a  tax  dii 
rural  lands  over  ()40  acres  in  extent  and  over  t'2,.')()0  in  value 
It  was  followed  by  the  South  Australian  law  of  1SS4,  with  the 
introduction  of  the  progn-ssive  princii)le  in    1890.'-     In  buili 

'  The  best  account  of  the  Atistr:il;u-i:iT>  land  taxes  will  be  found  in  '!■■ 
Fhiiliicial  Yinrhoiik  iij  thf  ConiniDiiirinllli  of  .t i/.v/ni/d;,  l',K)l-l(),  by  (i  II 
Knibbsi  (Mclbournf.  llMli;  especially  in  st-cs.  vi.,  xix.  and  xx.;  and  in  ''■ 
Xiir  ZailniKlOtlirinl  YnirlHuil,-,  liMl,  liy  M.  Frazcr.  Wcllincton.  I'.Ul.  1  h- 
British  Hhlc  Hooks  on  the  land  taxes  of  Australia  and  New  Zealand,  p:;!- 
lishcil  in  KHHMIT,  were  reprint  I'd  with  additions  in  l!M)<t,  under  the  title  /  ;- 
iitiiin  (>/  Limit,  lie.  /'((/«  rv  hniriinj  on  Imiil  liuis  nnU  on  ini-.)iiii  Uixis,  ,:,■  , 
rertdiii  fiiriiiin  roniitrii  .<,  nml  mi  Ihi-  intrkiiui  of  tnxnlioii  of  .svVc  rnliii  -i  in  i'  ■  ' 
rilU!'  of  Ihi-  I'liitiil  Stiiltx  mill  in  linliili  colonicf.  liM/tlhrr  irilh  txlnuis  n/  ••  ■ 
to  Imiit  tniiilioii  mill  Ininl  niliinlioii  from  r</)ort.s'  of  I{oi/iil  ('otn>iiis.-iiii!~ 
PiirUiimiuliiniComiiiillifx.  C"d.  47.">().  .\  synoi)sisof  the  Australian  ~\  >•■  :  - 
up  to  HK)S  will  be  fountl  in  .*lelijjnian,  I'roiirtKxivc  Tdxalioii,  2d  iil  .  1'"'^ 
p.  91  ((  scq.  Cf.  •.i\n>\\.Vvm\H'r  l\iv\i-^.  Stole  Exixriniintx  in  Aiixtrolr!  ; 
S'eir  Zeiiliinil,  VM)2,  vol.  !.,  pp.  2.")l-2t'>S,  and  a  later  article  by  tin  -,,:;.• 
author,  "Land  Taxes  in  .Vustrahtsia,"  Economic  Journol.  vol.  xxi  I'll 
p.  .■)!:{  et  seq.  This  article  sum.s  up  his  conclusions  publitfheil  in  tin  iv  .■ 
Book  mentioned  above. 

-  In  Vi  'toria  the  rate  was  ll-<i  p<>r  cent  of  the  capital  value  of  tli.  '.  .r  i 
The  lund  wa.s.  however,  valued  on  a  pastoral  ba-si.s,  acconlinji  td  -i  :- 
nisini:  capacity,  at  from  £1  to  £4  per  acre.  This,  of  course,  mean'  .■  ■  - 
sicnificant  tax.  In  !<outh  .\usfralia  the  law  of  ISiH),  still  in  force,  inn-  ■  > 
tax  of  one  halfpenny  in  the  pound  on  the  unimprove<i  value  of  lan>!  "  ; 
over  L'2I()  in  value,  with  an  additional  halfpenny  ]h-t  pound  for  an\  •  \  •^- 
(>vfT  fr.iww'.  and  wi'h  2"  j't-r  •'*-!:?  riddifi'^na!  f'-r  abr-entee:'.  whi'  ;:••■  ■■■■  •  T:-^ 
as  those  who  have  been  away  from  thi'  state  for  more  than  one  yi  .ir 
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these  cases,  however,  the  taxes  were  li^ht  aiid  produced  no 
appreciiilile  etTeet  on  the  size  of  the  estates.  In  the  other  Aus- 
tralian state  in  which  the  system  was  iiitnxhiced  namely.  New 
South  W.des,  the  ohject  was  prinuirily  fiscal,  the  Law  of  IS!).") 
im|)<)sinK  a  tax  of  one  per  e<nt  on  all  unimproved  land. 

la  New  Zealand  a  more  vigorous  policy  was  inaugurated 
as  early  as  IHUI,  as  has  heea  exjjlained  in  the  last  chapter. 
It  will  Im"  rememlxTed  that  the  law  adopted  in  that  year  pro- 
vided for  a  tax  of  one  jK'nny  in  the  iK)imd  on  all  land  with  an 
exemption  of  imjirovements  up  to  L";{,(M)();  and  in  tlu'  case  of 
land  of  tlie  value  of  at  least  tJo.tKK)  .m  additional  graduated 
tax  on  the  value  of  the  land,  exclusive  of  improvements  and 
without  deduction  for  mortgages,  the  nite  rising  in  fourteen 
•  lasses  until  it  rea<-hed  T' jV/.  in  the  pound  (changed  to  '2(1.  in 
the  pound  in  mr.i),  when  the  land  was  worth  l"21(),()(M).  This 
made  the  maximum  rate  on  the  largest  estates  :>,'!.  in  the  [wund. 

This  graduated  land  tax,  however,  proved  inelTectiv<"  from 
Koth  the  fiscal  and  social  point  of  view.  Its  yield  had  in- 
creased only  from  L7I,(MH)  in  ISiKi  to  LT'.t.tMM)  in  VMY.],  not- 
withstanding a  considerahle  rise  in  the  value  of  land.  The 
effect  of  the  law  in  cutting  up  large  (>stat<'s  was  correspondingly 
■flight;  it  was,  indeed,  almost  imperceptible. 

It  was  conseciuently  decided  to  increase  the  scale  of  gradua- 
tion; and  in  IWH  an  additional  tax  over  and  at)ove  the  ordiaary 
[wnny  rate  was  imposed  on  unimproved  land,  the  rate  lieing 
graduated  from  one-sixteenth  of  a  penny  on  land  values  of 
from  i:5,()0(V  7,(K)()  and  reaching  .'W.  (one  and  one-fourth  yvr 
•cut)  on  land  values  of  C210,(XK),  with  fifty  per  cent  additioii.-il 
for  absentees.  This  eliange,  together  with  an  improvement 
in  the  machinery  of  assessment  increased  the  yield  in  the  next 
three  years  (up  to  lOOii)  about  thirty  per  cent.' 

'  The  exact  fijjurcs  a.s  presented  in  the  Xiir  Zcnlnml  Ojlin'nl  }'..,r  linoh. 
I'.'IO,  p.  Ci)2,  are  as  follows): 
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Hilt  while  tin-  fiscal  rcsvilts  wore  RratifjinK,  the  Kovrrnrnciit 
was  not  satisfied  with  the  elTeet  of  the  hiw  in  l)reakinK  up 
brge  estates.  The  statistics  show  \\va  whih-  tfiere  had  l»eeii, 
up  to  1!M)(),  a  diiniiiutioii  in  the  estates  of  over  fifty  thousand 
acH's,  and  a  somewhat  smaller  dt.roi-'-  j;,  |||(.  numiu'r  of  es- 
tates iM'tween  twenty  and  fifty  thousand  acres,  tliere  had  heeii 
virtually  no  falling  olT  in  estates  Ix-tween  ten  and  twenty  thou- 
sand acres  and  an  actual  increase  in  those  in'tween  five  and 
ten  thousand  acres.' 

On  the  other  hand,  the  increase  in  the  numluT  of  the  very 
small  plots  wjLs  larjjely  due  to  laws  indejH'ndent  of  the  tax 
system,  esjH>cially  the  scheme  inaugurated  in  1802,  whereliy 
the  covernment  purchased  large  estates  in  order  to  lease  them 
in  small  sectiims  to  intending  farmers,  as  well  tm  the  plan  Ky 
virtue  of  which  a  group  of  settlers  might  form  a  land  settle- 
ment a.ssov-iatiou,  purchase  an  estate  by  means  of  debentures 
issued  through  a  public  trustee  under  tin-  guaranty  of  the 
government  and  then  subdivide  it  into  plots  of  not  more  than 
olK)  acres. 

.\ccordingly  in  1!K)7  the  government  decided  to  increase 
substantially  the  rate  of  the  tax  in  the  ease  of  hind  values  over 
I'tO.lMX),  so  that  the  additional  graduated  land  tax  now  reaclnd 
I'M)  |w>r  cent  at  a  i.iaximum  v:  lue  of  l'2(K),(XK).-  This  change 
led  to  a  considerable'  increase  of  the  revenue,  the  yield  of  tlir 
graduated  tax  almost  doubling  in  four  years,  and  forming  :i 

'The  \iw  X,,il,iiiil  Offiridl  YiiirUook,  IDIO.  p  i>2<i;  )7</(/..  1!U1,  p  Ulil, 
ttivcs  the  fdllowinc  tigiircs.  itKhratinn  tlic  iiiiint)iT  of  farms  of  dilTcnni 
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■The  .-icalc  of  the  additional  taxes  on  iininiprovi'd  l.md  value  over  :> 
nhi.ve  the  i.rdinirv  ["■nny  ra'--  W;i-  \\\-M  I:;  i!H)7  a:-  in  the  tabic  pris- 
on the  folliiwinu  paue. 
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fontinuiilly  urowinn  [xncntaKc  of  tin-  cntirt'  piihlic  n'vcmic  ' 
Kvcn  this,  liowi'vcr,  did  not  satisfy  the  public,  and  it  was 
providjMJ  that,  after  I'llO,  on  all  land  othiT  than  that  used 
for  htisiiicss  premises,  the  graduated  xale  should  Ik-  increased  hy 
twenty-five  [XT  cent.  The  result  is  that  since  HMO  the  total  land 
tax  rises  to  three  and  one  half  [mt  cent  in  the  case  of  residents, 
:ind  to  six  [mt  cent  in  the  lase  of  altsentees.  Whether  the-e  in- 
creased rate>  will  .luflice  !o  attain  the  (jhjectsof  the  law  in  greater 
measure  than  has  hitlierto  heen  tiie  case,  remains  to  he  seen. 
The  figures  of  land  holdiim  for  1911,  a.s  comi)ared  with  thoso 
of  HKM>,  show  a  decided  falling  off  in  farms  of  from  20,()0()  to 
")(),<K)0  acres,  hut  a  virtual  standstill  at  lM)th  extremes,  namely, 
ill  farms  over  r)(),(HK)  acres,  and  in  tho.se  under  1,(HK)  acres, 
coupled  with  a  substantial  increa.-^r  in  the  farms  between 
o.tKK)  and  1(),(KX)  acres.- 

What  may  Ih-  called  the  New  Zealand  system  of  land  value 
faxes,  has  been  spreading  through  other  parts  of  Australia 
during  the  last  few  year>.  In  a  few  cases  indeed  the  system 
i-i  still  but  slightly  developed.  Thus,  in  .*^outh  .Australia  where 
the  rates   were   increa.>ed   in    HKKi  an<l    UK)."),   the   law  of   HKMi 

'  Thr  rules  of  11(07  witc  as  follows: 
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'h  fif  a  shilliriK  until  at   i"_'(XI,(HH)  tin-  rati-  i(|iitilli(|  two  pir  'cnt. 

Tlir  revenue  from  the  land  taxes  was  a-  follow-: 
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n-vrrtftl  to  llic  origmal  rairs  of  ISIHi.'  Anaiti,  in  New  South 
\Nalfs,  afltr  Ilic  |ia>>a>j<'  "f  lln'  l.otal  ( lOMriiincnf  Ait  of  KMHi 
the  (iptraliiiii  of  the  land  taxes  wa>  to  Im-  .siis|Hiiilf(!  wln'ncvtr 
the  sliirc  or  iiMitiit'i|iality  Mumld  levy  a  similar  local  rati-  of  ii<>t 
l('»  I  hail  ni\i'  pciiiiy  on  ihr  poiiml.  As  such  local  rates  arc  u<i\\ 
levied  aliiin-t  e\er.\\vliere  in  New  South  Wales,  the  revenue  from 
the  stale  t;i\  has  virtually  disapp<are:l. '  Finally,  in  Western 
Australia  where  the  tax  was  introduced  in  l'.M>7,  the  r.ite  i- 
oniy  one  penn>  in  the  pound  on  unimproved  land  over  L'.')" 
in  value,  witii  a  reh.ite  of  one-lialf  the  tax  to  tlic  owner  of  im- 
proved land. 

The  ye.ir  I'.UO,  however,  witnessed  not  only  tiie  extension  >i 
the  land-v.ilue  tax  system  to  Tasmani.-i  and  its  increase  m 
\  ictoria,  hut  aNo  the  adoption  of  the  scheme  l)y  the  Cominuii- 
wealth  proper,  in  the  same  year  tliere  was  iilicwisi',  as  wt'  liavi 
.seen,  ,i  deeiiled  stei'peninn  of  the  jirade  in  New  Zealand. 

In  \  ictoria,  altiiounh  the  law  of  I'.MI)  in\|)<iscs  a  rate  of  onl\" 
one  halfpenny  in  the  pound  on  all  land  whose  unimi)ro\(.i 
value  exceeds  L'J.">().'  tlit>  ahsolute  restriction  on  the  valuati.'!i 
of  land  to  i'l  ,is  provided  liy  the  law  of  IS(H)  li:is  Ih'ch  aholi-lni. 
thus  lirin)j[inji  alH)Ut  a  substantial  increase  in  the  taxes  .  •. 
more  valuaMe  proiicrfy.  In  'P.-isniania  an  .'ict  of  1011)  icvit- 
.•i  pro>;res>ivc  tax  on  land  values  ranfjinK  from  ono  jH-iuiy  !•■ 
twoiMMice  halfjH-nny  in  the  pound.' 

Most   imiH)rt.int.   however,  was  the  adoption  of  a  fcdt  r  ! 

'  In   I'MXi  \hf  laiiil  t:i\  was'  fixcil  :if   throe  f:irthin(ts  in  the  jxiiin.i.  •' 
Mill  lit  Kinal  tax  on  niital  values  over  t.').()()0  reniaininnat  imc  iiall'|>riiii\      !:. 
l!MI."i  tlii-   rati's  ill  Ixitli  rases  wrre  niaile  llinn'   fartliin(£s;  in   I'.Htii    ! 
ever.  Iioili  were  riHliiceil  ii>  one  iiulfix'nny.     See  p.  ll.'>  of  t!if  HI  i<  /. 
lili'.l  al)ov,-  (111  |ia^:e  .")lii. 

-  H.twcen  l'.H)2  ami  I!»()7  the  revenue  varietl  from  £:«)0,n()0  to  i;;-ji  ►> 
a  \ear.      H\    l!Ml)  tlie  revinue  was  only    flt.tN'iti.     Cf.  the  Ofumt  I'. 
of  \,ir  S,>uih  W,il,s,  I'.HMt-P.MO,  by  John  H.  Trivett,  government   ^-.z  - 
liciaii.  .Sy.lney.  \'.t\  1.  p  .VM',. 

'  As  the  iininiiiroveri  value  ris.  s  al>ove  i'^V)  the  e\oini)tion  iliiiii!:  -:  — 
at  the  rate  of  t'l  for  every  ft  of  excess,  so  as  to  Icavr  no  exempti'';i  .•  .._ 
when  the  laiiil  is  worth  t'.VX) 
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tax  on  lan«J  values  l.y  the  ('(.tnni..nw.'!ilth  ii>  l<»|()  on  tli.'  lines 
of  th.'  N.'w  Zcalanrl  s.h.rnr.    Tl,,.  rati-  (,f  tlii.s  f,.,l,.nil  tax  varies 
from  ono  jM-nriy  to  sixiMnce  in  the  ,nhiii(|  in  the  ease  ..f  resi.lenis 
and  from  ono  jMiiny  to  seven  jm-hc.-  in  the  ixxind  in  tht-  case  of 

uhsentlM'S.' 

Although  th  'ax  was  imposed  larjc.ly  for  fiscal  r>iirf)oses.  >„- 
<ial  considerations  were  l.y  no  means  lacking.  From  the  fiM-il 
l)ointof  view  ti.e  tax  still  forms  a  relatively  insiKnifi;-ant  feature 
in  the  federal  l.udKet,  the  yield  in  MM  I  I.eiuK  al.out  l"l,;i7(),0()() 
as  aKaiast  over  fifte<-n  millions  from  other  sources,  chiefly  excise 
and  rKJstal  revenue.  K<i  far  as  the  l.urden  on  the  landown,  i. 
concerned,  however,  then-  must  he  added  to  this  federal  tax  the 
■•tate  taxes  on  land.- 

HearinK  this  in  mind  it  may  he  said  that  the  scale  in  Australia 
H  now  high.  .  than  in  X.-w  Zealand.  In  Injth  cases  the  so<ial 
results  may  be  exjM-cted  to  he  more  appreciable  in  the  future 
.-[.ecially  >o  far  as  the  largot  estat.'s  are  concenie.i.  Tuo 
..ihI  one-halt  to  thrc  ,„.r  cent  on  land  values  is  e(|uival<-nt 
riic  cxa<l  scales  an-  a>  follows: 
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to  fifty  per  cent  on  the  income — an  obviously  prohibitory  tax. 
Whether  the  tax  will  turn  out  to  be  destructive  of  large  hold- 
ings will  (lejx>nd  chiefly  on  the  general  conditions  of  jJiuKperity 
and  on  the  rise  in  the  value  of  the  land.  If  land  values  rise 
faster  than  the  amovnit  of  the  tax,  the  influence  of  the  law  will 
continue  to  be  slight.  To  the  extent,  however,  that  there 
may  be  a  slackening  in  the  rise  of  land  values,  the  effect  of  the 
tax  will  soon  be  apparent. 

VI.  The  Exemption  of  Improvements  in  Aitstmlasia 

The  second  point  of  interest  in  the  Australasian  development 
is  that  the  principle  of  land-value  taxation,  first  apjilied  in  tlic 
states,  has  been  extended  not  only  to  federal,  but  also  to  local 
taxation.  It  is  true  indeed  that  the  form  which  the  local  move- 
ment has  taken  has  been  slightly  ditTereut  from  that  of  the  state 
and  federal  movements.  The  local  taxes  or  rates,  as  they  are 
called,  were  originally  levied  largely  on  the  same  princii)le  .s 
in  the  mother  country;  that  is,  the  rates  'vere  imiM)sed  on  the 
rental  value  or  the  so-called  annual  vah,  I'  real  estate.  The 
I)ractical  consecjuence  was  tlu>  same:  when  ttie  property  was  not 
rented  it  was  assumed  to  possess  no  rental  value  and  it  t '  crefore 
paid  no  taxes.  Under  this  system,  vacant  land  might  l)e  held 
out  of  the  market  for  speculative  purposes  for  an  indefinite  time. 
To  prevent  this  practice,  a  movement  set  in  to  replace  the  t.ix 
on  rental  values  ')v  one  on  cajjital  values.  In  some  cases  a 
further  step  was  taken:  improvements  were  exempted  in  whole 
or  in  part,  so  that  ■  he  tax,  to  an  increa.sing  extent,  now  fell  ui)on 
bare  land  values. 

It  is  true  that  in  the  majority  of  the  .\ustralasian  states  tlii- 
new  .\v.stem  has  not  yet  been  introduced.  Thus  Victoria,  South 
Australia,  West  .Vustralia  and  Tasmania  still  levy  the  rates  im 
annual  value.  Hut  in  the  three  other  states,  namely,  in  New 
South  Wales.  (Queensland  and  New  Zealand,  the  new  system  li.is 
been  applied.  In  (Queensland  the  law  dates  back  as  far  as  IS'.tO; 
in  New  Zealand  to  18(M),  and  in  New  South  Wiiles  to  I'WMl  al- 
though in  each  case  the  system  was  actually  inaugurated  a  few 
years  later. 

In  (^ueensLand  the  Valuation  and  Hating  \v\  of  IS'.M)  v,:i< 
passed  chiefly  for  fiscal  rea.-ons.  The  movement  gots  back  i" 
a  law  of  187',)  known  as  the  nivisi,)Mal  Hoards  Ael.'     While  ilii- 

'  For  llie  iiislory  nf  llic.«e  e;iilier  Mllcriipls.  rf  |;.  1'I7  rl  mi/  oI'  llir  /•"  '' 
l{(h>k  ini'miniieil  :il>()M',  (iti  \y^^L(  .)lt'i. 


RECKXr  ItKFORMS  I\    TAX.iTIOX 


523 


l)ill  was  under  discussion  it  was  suggested  that  as  consiflerahie 
areas  of  eountry  were  in  process  of  purchase  from  the  crown, 
under  the  condition  that  certain  improvements  be  made,  the 
()i)ligatory  improvements  ought  to  he  exempt  for  rating  purposes, 
as  otherwise  the  conditional  purchasers  might  dehiy  making 
them.  Tlie  purix)se  of  this  suggestion  was  obviously  to  accel- 
erate the  settlement  of  the  country.  The  further  suggestion  that 
the  concession  for  imimncments  ought  to  be  extended  to  the 
towns  was  stoutly  opi>osed,  and  in  the  case  of  country  lands  the 
endeavor  to  exempt  improvements  other  tliati  houses  and  build- 
ings was  def(>at(Hl.  The  law  as  passed,  provided  that  in  the  case 
of  rata})le  property  in  the  country  districts,  there  should  bi-  a  sep- 
arate valuation  of  land  and  of  houses,  and  that  there  should  !)(> 
deducted  from  the  total  annual  rental  value  "  an  amount  equal  to 
one-half  that  portion  of  such  rent  as  shall  be  deemed  to  arise  from 
any  buildings  that  may  be  situat<>d  on  such  ratable  property." 

This  remained  the  situation  until  1887  when  the  Valuation  Act 
provided  that  in  the  case  of  town  and  suburban  lands  the  annual 
rental  subj(>ct  to  taxation  should  be  estimated  as  a  sum  eciual 
to  two-thirds  of  the  rental  value,  including  improvements.  A 
further  modification  was  introduced  in  fixing  the  tax  limit.  In 
the  case  of  unimproved  land  the  minimum  fixed  for  the  rate 
of  taxation  was  a  little  higher  than  ujxjn  improved  land  (eight 
instead  of  five  ]wr  cent  up(m  the  fair  capital  value),  and  where 
the  land  was  "fully"  improved,  no  minimum  at  all  was  insisted 
upon.  Furthermore,  it  was  provided  that  county  liuids  should 
be  estimated  at  the  fair  average  value  of  unimproved  land  of  the 
sjune  quality  in  the  same  neighborhood,  the  annual  value  to  be 
taken  at  a  certain  percentage  of  this  capital  value.  Thus  im- 
provements were  taxed  more  lightly  than  land  in  the  towns,  and 
were  completely  exempted  in  the  country  di  ♦ 

In  1890  the  general  finances  of  (Queensland  u.c  2;rave  con- 
cern, and  after  the  failure  of  an  effort  to  levy  i.  ,  ..litional  tax 
u|)on  property  of  all  descriptiims,  the  Valuation  and  Hating  liiil 
u.is  so  framed  as  to  give  the  local  authorities  greater  taxing 
|>owers.  Hitherto  the  state  government  had  given  £2  for  every 
LI  raised  locally  by  the  divisional  boards.  In  the  course  of  the 
discussion  the  pro|)osition  was  made  not  only  to  change  the  sy>- 
icni  of  local  rating  from  rental  to  capital  value,  but  also  to  pro- 
vide for  a  totiil  exemption  of  all  improvements.  I'ublic  atten- 
tion, however.  w;is  more  strongly  directed  to  the  need  of  increas- 
iiii;  lnc;il  taxation  than  to  the  particul;ir  method  of  rating. 
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In  tho  yoars  following  the  adoption  of  this  new  system  the 
valuation  of  land  fell  off  very  great  iy,  necessitating,  of  course, 
a  i)rogressively  increasing  rate  of  tax.  Up  to  1893  the  decrease 
in  the  valuations  may  bi'  ascribed  to  the  law.  After  189:^ 
however,  it  must  he  in  part  ascribed  to  the  commercial  crisis 
of  1893,  from  which  Au.stralia  did  not  recover  until  the  beginning 
of  the  new  centur\'.'  In  the  larger  towns  this  situation  caused 
no  little  anxiety  and  led  to  the  apiK)intment  of  a  royal  commis- 
sion in  1891).  While  the  report  of  the  commission  was  on  the 
whole  favorable  teethe  new  system,  it  mu.st  be  remembered  that 
the  comparison  was  betw(>en  the  new  system  of  taxing  the  capi- 
tal value  of  land  and  the  old  one  of  taxing  the  r(>ntal  value  of  all 
real  estate.  The  law  of  1890  had  still  included  the  valuation  of 
buildings  in  the  case  of  occupied  crown  lots  on  mineral  fields. 
owing  to  the  difference  in  the  marketable  capital  value  of  tlie 
land  as  compared  with  other  lands.  But  in  1902  the  Local 
Authorities  Act  extended  the  principle  of  the  exemption  of 
improvements  for  local  rates  to  all  lands. 

The  next  state  to  adopt  the  system  was  New  Zealand.  In 
189(j  an  Optional  Hating  Act  was  passed,  giving  the  hx-al  bodies 
the  option  of  choosing  between  the  ordinary  rating  .system, 
according  to  annual  value,  and  a  new  tax  on  the  unimproved 
capital  value  of  land.  The  law,  still  in  force,  provides  that  a 
.shilling  in  the  i>ound  on  the  annual  value  shall  be  deemed  to  lie 
('(piivalent  to  three  farthings  in  the  pound  on  the  capital  value 
of  any  ratable  property;  or  that  the  annual  value  of  any  rat- 
able projM'rty  should  be  deemed  eciual  to  six  per  cent  of  its  capital 
value.  The  rates  on  the  unimproved  value  of  the  land  must  "be 
so  adjusted  as  to  equal  as  nearly  as  may  Ix",  but  not  to  exceed,  in 
proflucing  capacity,  the  rates  made  and  levied  on  the  annual  or 
capital  value  as  the  ea.se  may  be"  under  the  old  law.  The  annuiil 
value  is  deemed  to  be  the  letting  value  less  twenty  per  cent  in 
the  case  of  hou.ses,  buildings  and  other  perishable  property,  .iiid 

'  .\.s  iin  '■xampic  of  this  clianije  we  iippcrul  llic  valuation  finuri-«  for  tht- 
<.'ity  of  lirisbane,  as  found  on  p.  202,  the  litim  litmk  citeil  ulwve: 

VALCATION 

18<K),  under  the  olii  system  £<>,(M11,4.")() 

ISill,  under  the  new  system  H,,S(K),:{.">1 

lH<t2      7,yi4,lS.'> 

ISW.i       0,7 1.'),;");} 

IMM      '       "  (),:«i:{,:i(>H 

isn,-.      '  ,'-i,s()7,,j»i 

11«»2       "         "       "         "  5,SS2,05.5 
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less  ton  mr  cent  in  th(>  case  of  land;  but  in  no  case  shall  the  -in- 
nual  valuo  hv  (icemed  to  hv  ic-ss  than  five  por  cent  of  the  xnUw 
of  the  fee  .-implp.  The  capital  value  is  deemed  to  he  the  xlline 
value  of  the  land  including  improvements.  The  maximum  limit 
of  the  tax,  so  far  as  the  general  rate  is  concerned,  is  fixed  at  2.s- 
m  the  pound  on  the  annual  value  or  at  l}-^!.  in  the  pound  on  the 
capital  value  of  all  ratable  pro[>erty,  or  its  eciuivalent  on  the 
ununproved  value.' 

The  law  provides  that  the  petition  to  change,  to  th(.  nc-w 
sy.stem  must  be  signed  by  at  least  fifteen  per  cent  of  the  rate 
payers,  and  that  it  must  be  adopted  bv  a  majoritv  vote  In 
1899  the  first  locality  made  use  (.f  this  provisi<:n,  and  duriiig 
the  next  few  years  the  system  graduallv  spread.  Bv  190(i 
seventy-five  localities  had  .lecidcd  to  take  a  vote  on  theVhange 
and  out  of  tlu-se  seventy-five,  sixty-thr.-e  voted  "yes"  and 
twelve  voted  "no."  A  few  years  later,  in  H)09  10,  out  of  l.V) 
boroughs  in  Xew  Zealand,  43  l,>vi,>d  th.-  local  rat,>s  on  the  unim- 
proved value  of  land,  18  on  the  capital  value  of  real  estate  and 
40  according  to  the  ohl  system  of  annual  value.- 

As  the  boroughs  are  naturally  the  most  prosperous  parts  of 
the  counties,  the  importance  of  the  unimproved  value  system 
IS  really  .somewhat  great.-r  than  would  appear  from  th<-  above 
figures.  As  a  matter  of  fact,  almost  one-third  of  all  the  rates 
w,  re  collected  under  the  new  system.''  Of  the  four  largest  cities 
two.  \\ellington  and  Christ  Church,  have  adopted  th<'  .sys- 
tem of  exemption  of  imi)rov«.ments,  but  the  other  two,  Auckl-md 
and  Dum-din  have  refused  it.  In  considering  the  above  figures 
iiKireover,  two  points  mu.st  be  rer  'mbered,  first  that  as  the  ohl 
system  was  supplanted  the  new  one  of  basing  the  rates  on  capital 

■■y<^ir  ZinlawlOffirial  Y<'ftrb,H,kfnr  l.')ll.\y,'\\\ngU)n    Kill    p    l(i<( 
^  -•  I  ho  fJKiiri-s  for  the  .liff.Tont  Incal  .iivisioii,,.  ar.'  as  fol|.,ws: 

i  F(\Ti:s  ()\ 
;      TOTM,  KATKS   ON  UATKS   ON        1\1M- 
iRKI'<.KT-  UKNT.M.       CAPITAI.        IMic.VKI) 
'^'-  \  AI.IK           \  ALLK           \  AUK 

\;""""'^ ;5»'i  ti        ~2S<r  ^4 

"'"■""Khs mt  IS  IS  i-> 

In.lipcndcnt  town  horoughs _•{  2  17  i 

''""'"' -_■- 47S  lo(i  :j21  101 

I'ull  ,l,.|ail.s  f„r  carl,  lo.'ality  will  1,,.  fou.wl  ,„  tlu'  \,„-  Za,l,„„l  (m-ud 
.  uiHhh,!;,  101 1,  pp.  178  to  102,  inclusive. 
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or  selling  Viiltie  Wiis  chosen  In-  five  tiiin's  as  many  counties  and 
al)oiit  half  as  niaii>  IjorouRhs  as  those  that  selected  the  nH'thod  of 
»'Xeiiii)tion  of  iinproveinenis;  and  secondly  that  the  system  oi 
rating  on  tiie  iinim|)rov<'d  value  of  land  applif's  only  to  the  sd- 
called  general  rate,  and  not  to  the  special  rates  levied  for  water 
gas.  electric  light ,  sewage,  hospital  or  poor  relief  pur|M)ses. 

In  New  South  Wales  the  systen\  was  inaugurated  almost  a  dtn  - 
ade  later.  In  MK).")  the  so-caUed  Shires  .Vet  was  i)assed  which, 
as  supplemented  by  the  Local  (Jovernment  Extension  Act  oi 
the  following  year,  provided  that  the  general  local  rates  shoulil 
thereafter  he  levied  on  tlu- unimproved  value  of  the  land  at  a  rati 
of  not  less  than  \<l.  nor  more  than  '2<l.  in  the  pound.  \  council 
of  ;i  municipality  which  has  levied  a  r.ate  of  not  less  than  1'/.  mi 
the  unimproved  value  is  permitted  to  impose  such  addition:!!  r.itc 
as  may  he  reijuired  on  eitluT  the  im|)roveil  or  the  uniiniJiovnl 
value.  The  total  amount,  however,  to  he  derived  from  tln-i 
general  rates,  taken  together,  is  reipiired  not  to  (>.\cee(l  tin 
amovnit  yielded  hy  a  rate  of  2(/.  in  the  pound  (O.S;^  per  cent  nn 
th(>  unimproved  value,  or  ]s.  («/.  in  the  pound  (7.5  per  cent 
on  the  assessed  annual  v.alue  of  all  ratahle  land.'  It  is  aNn 
])rovi(Ied  that  as  soon  as  any  locality  jiuts  this  new  system  into 
force  the  operation  of  tlie  state  tax  on  land  values  is  to  l)e  mi- 
pendinl.-  Here,  again,  it  is  to  he  noted  that  in  addition  to  the 
general  rates,  th(>  so-<'alled  six'cial  rates,  as  well  as  local  and  luaii 
rates  may  he  imposed  or.  "ither  the  improved  or  the  unimprovi  li 
value.  Most  of  tiie  municipalities  have,  however,  choseti  to  livy 
these  extra  rates  on  unim|)roved  value.  An  important  except idi: 
consists  of  the  rates  imposed  hy  certain  water-su|)ply  and  scwi  r- 
.•ige  hoards  which  are  still  levied  according  to  the  old  .system,  hi 
li)12,  sixty-four  out  of  seventy-three  municipal  and  ^liii' 
councils  raised  l":i!)<»,in7  on  land  values  of  i'Hl,:U4,S!)8,''  the  iiv- 
erage  rate  for  all  local  taxes  being  1.27'^  j  of  the  value  <il  th' 
land.  It  will  he  seen  hov,-  low  the  rate  of  taxation  is,  a>  roni- 
pared  with  American  conditions. 

I'"inally,  it  may  1)0  added  that  in  South  Australia  the  Lmul 
\'alues  .Assessment  .Vet  has  for  M)me  time  [Tormilted  the  Im  .ii- 
ties  to  substitute  for  the  existing  local  nites,  which  ina,\   i'c 

'  OWriiil    Yinrhmk  of  Ih-  CommiihmnUli   af  Aiislrdlin,   UX)!-!!)!".  M<1- 

Ihiiuik  ,  mil.  p.  <.»s."). 

'  ( 'f.  siijird.  |).  .V20. 

'  Till'  linurrs  ;ir('  printcil  in  dciiiil  in  tlic  .Syilncv  Stdiiiliini,  .itid  n  i  r  li' -i 
in  till'  M.src!!,  I'tl'J.  issue  (if  the  Mcil)iiiirni-  I'rmire.tx. 
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Ifvied  ("itlKT  on  Kross  .iimuiil  roiit.il  or  on  eapitiil  vuhio   :,  ww 
system  of  taxes  on  the  iniiinprovcd  value  of  land.    No  locality 
however,  lias  yet  availed  itself  of  this  iMTinission. 

Siieh  has  Ixcn  the  development  of  the  law.  What  are  the 
praetieal  results?  It  is  usually  elaimed  l,y  the  advoeat.s  of  the 
^vstem  that  the  exemption  of  improvements  will  do  awav  with 
speeulation,  stimulate  the  huil.linK  trade,  lower  house  rentals 
and  abolish  eongestion  of  iM.pulation  in  the  cities.  What  liKht 
does  the  Australasian  exp.Tiencc  throw  ui«)n  these  claims' 

In  eonsidering  this  prol.lem  u r;,  .te|H-ndent  for  informa- 
tion largely  ujion  th(>  reports  of  the  local  authorities.    In  a  few 
rases  we  have  some  information  .is  to  the  local  results  of  the  state 
'.xes  on  land  values;  hut  these  taxes,  it  will  l,c  rememhered 
are  so  lasignihcant  as  to  l,e  .almost  devoid  ..f  importance  in 
the  town.s.     Thus  in  South  .\ustralia.  where  alter  IS'.ir,  considcr- 
al)le  areas  of  sul.url.an  lan.l  in  the  towns  w.-re  l.uilt  uin.n    we 
are  told,  in  an  offici.al  rep.,rt  of  HKMi.  I  h.at  "much  of  the  improve- 
ment would  have  ...•ciirre.l  irres|H.ctiv."  of  taxation,  with  the 
jtradual  growth  and  advancement  ..f  the  state."  '    Kurtherm(.re 
nc  are  mformed  that   "on  the  rent.al  of  hous(>  proiKTtv  an.! 
vacant  sites,  the  effect  is  not  appreciable."    Finally  we  are  told 
that  while  there  was  a  fallins  off  in  sjK.culatic.n,  this  was  du.' 
entirely  to  the  collapse  of  the  Land  Umn  in  the  eighties    f„r 
"this  phase  of  sp<.(ailation  is  in  no  wise  affected  bv  t.axatioi.  - 
Similar  testimony  n.mes  from  New  S(.utli  Wales. '  The  actiii'- 
-tatistician  of  that  st.ate  tells  us  that   the  elTe.'t   of  the  state 
tax  on  land  values  has  Iktu  inappreciabl...    Suburb.an  buildin-' 
lias  indeed  considerably  a.lv.ance.l,  "but  there  is  no  .loubt  tha7 
much  of  the  extension  is  duo  to  the  facilities  for  settling  in 
th-  suburbs   afforded    by    Ww   exc<.ll,>nt    tramwav   svst,.m  "  ^' 
K.titals  m  the  suburbs  have  indeed  fallen,  but  ""the  reduc- 
n.m  IS  ,|ue  but  slightly  to  th,    operati.m  of  the  land  tax    th.. 
'  hic    cause  being  tlw  openin-  up  of  newer  and  nu.re  select 
I'Mahties  through  the  ..xt.Mision  of  th,>  metroi>olitan  tr.amwav 
:.n.i  railway  system."     He  a.hls:  "as  n-.ards  the  suburbs  bo- 
■'»,i  the  influence  of  ,he  tr.amway  system,  exix-rience  shows 

'PaiH-rs  relative  to  the  Workinc  of  T.MXM.ion  of  i|„.  I  nimpn.vcl  Value 
^.  I..  .1  a.  New  /CM  :.„,|.  New  .S„nh  \V:,l..s  a»,l  S,„..i,  .Vu^traha,"  in  the 
«••  /;..'-A- mention..)  above     Se,.  .sixMiallv  i.   1 1.", 
^/■'■"/.  p.  llti. 
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that  in  general  there  has  not  l)een  any  materia,  alteration  in 
rents  for  onhnary  tenements."  Tlie  entire  situation  is  sumnnil 
up  in  these  words:  "On  the  whole  it  may  l)e  said  that  the  land 
tax  hii.s  had  no  very  appreeial )le  effect  on  any  of  the  conditions 
referred  to,"  that  is,  tlie  building  trade,  rentals,  vacant  sites 
or  land  s|)eculation.  This  conclusion  is  concurred  in  by  the 
First  Commissioner  of  T:ixation  who  says  that:  "taking  the 
oiM'ration  of  the  land  tax  as  a  whole,  it  is  not  considered  tli;it 
it  has  had  any  pronoimced  (>ffects  on  the  land  generally,"  so 
far  ius  the  towns  are  concerned.' 

The  effect  of  the  state  taxes  on  land  value  accordingly,  w.is 
unimportant.  As  to  the  effect  of  the  exemption  of  improvements 
in  local  taxation,  the  existing  information  is  limited  to  New 
Zealand  and  (Queensland.  In  New  Zealand  the  commissioner  of 
taxes  sent  a  circular  addres.sed  to  all  the  local  authorities:  fifty- 
two  replies  were  received,  of  which  a  digest  has  been  printed. 
While  not  a  little  testimony  unfavorable  to  the  new  system  wms 
(>licited,  most  of  the  localities  declare  it  satisfactory.  Durinn 
the  peritMl  of  its  operation  there  was  a  general  increase  of  i)riis- 
perity  throughout  the  state.  In  some  of  the  replies,  however, 
doubt  is  expressed  whether  this  jjrosperity  was  in  any  way  <lu(' 
to  the  method  of  taxation.  The  great  majority  of  tlu>  replies 
are  to  the  effect  that  no  especial  results  can  be  discerned  eitln  r 
one  way  or  the  other.  Thus  the  Eketahuna  council  writes: 
"unable  to  say  what  effect  is,  as  success  of  the  dairying  industry 
overshadows  the  effect  of  taxation."  The  Hokitika  coinuil 
writes  that  many  new  buildings  "have  recently  been  erected. 
but  this  is  attril)ute(l  to  jmtsperity  rather  than  change  in  r:it- 
ing."  The  Hawera  council  tells  us  that  the  "buihling  tradi'. 
rent,  land  specul.ition,  lic,  have  not  been  affect<'d  to  any  ;ii>- 
I)reciable  extent."  The  Pahiatua  council  writes  that  the  iiri-k- 
ness  in  the  building  trade  "is  considered  due  to  natural  causes, ' 
and  to  the  general  prosperity  of  the  community. 

.\gain,  so  far  as  the  influence  of  taxation  on  rents  is  con- 
cerned, while  some  localities  think  that  rentals  have  Ikcu 
reduced,  others  state  the  contrary.  Thus,  Grey  Lynn  tells 
us  that  the  system  "does  not  affect  building  trade,  and  has  not 
tended  to  reduce  rents."  The  Kainmg:!  council  says:  "RuiMins 
trade  not  stimulated;  rents  little  affected."  From  Karori  loi- 
ough  we  hear:  "do  not  think  building  trade  or  rents  affi'i !( d. " 
From  Maraetai  we  h-arn:  "no  perceptible  change  in  buildums 
'  Blue  Book,  op.  cit.,  p.  133. 
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or  otlierwisc."  '|-lu-  xNurtli  I'ii.st  \;,||,.y  iKirouRli  states-  ".loos 
not  matcr.i.lly  rc.lucc  rents."  Finally,  Woolstoii  l.on..i(,'l, 
informs  us  tliat  wliil<-  the  ImildinR  trade  is  improvinn  "rt-ntals 
are  not  lower."  Sonic  localities  in  fact  k<)  still  further  and  call 
attention  to  the  inevitahle  results  of  tlie  system.  Thus,  tju. 
Stratford  horounh  council  holds  that  tlu;  "system  acts  imfairly 
and  tends  to  tin-  crowding  of  linii>,.s  on  small  sections,"  and  fn.rii 
Winton  iKjroUKh  we  hear  thai  the  system  '•  throws  tax  much 
l.;'avicr  on  unimproved  sections  ;iiid  api«'ars  to  henefit  those 
who  crow.l  Kood  huildinfrs  ,,i,  small  area>."  '  The  testimony 
from  New  Zealaiwl  thus  appears  to  he  inconclusive  and  some- 
tliiuK  at  h-ast  can  he  said  on  hotli  sides  of  the  (|uestion. 

When  we  come  to  (Queensland  we  find  a  verv  able  report 
from  Mr.  Corrie,  a  leading  architect  who  has  served  for  many 
years  a.s  a  valuer  in  lirishane.  While  he  is  favorable  on  the 
whole  to  the  exemj)tion  of  improvements,  he  tells  us  that  the  ob- 
jection that  the  system  must  lead  to  the  over-utilization  of  the 
land  "has  not  so  far  been  tested  in  the  state."-  .Moreover, 
he  IS  decidedly  of  the  opinion  that  while  the  system  has  hith<Tt(i 
worked  fairly  well,  there  are  distinct  limits  to  its  usefulness  and 
even  to  its  po.ssibility.    He  writes: 

"AltliouKh  rai.xinn  c(m.-i(lcral)lc  local  revenues  on  unimproved  land 
value  has  so  far  met  with  little  object  ion,  it  bv  no  means  follows  that 
very  profound  study  has  Ixrn  acror.led  t,.  the  subject  bv  those  most 
interested.'  .  .  .  As  further  duli.vs  come  uiidc  local"  Kovirnment 
jiirisihction,  the  present  system  cannot  csca|H.  fi  >u  vc.y  critical  ex- 
amination, for  manifestly  there  is  a  limit  to  the  burden  which  will  bo 
arccpted  uiKjli  any  single  class  of  pi()|H"rty." 

He  tells  us  that  since  the  local  taxes  on  land  values  are  at 
present  not  excessive  and  :ire  expended  upon  services  from  which 
tlic  land  deriv.'s  a  reasonable  benefit,  there  is  not  much  likelihood 
"t  discontent  s<.on  arising  from  the  system  in  Ciueensland. 
I'.ut  he  points  out  that  as  soim  as  the  land  tax  increases 
to  the  i»oint  of  diminishing:  the  capital  value  of  the  land  dis- 
content will  be  sure  to  arise.  What  has  ^nu-,]  the  svstem  thus 
lar  has  been  the  low  rate,  coupled  with  the  rise  of  land  values 
due  to  the  general  prosiierity  of  the  colony.     He  adds: 

As  taxes  increase,  however,  ai.d  esix'ciallv  as  fresh  duties  hav<'  to 
'"■  undertaken,  .all  th."  issue-  will  Im'  less  simple,  and  other  forms  of 


^ 


'O/J.  ril..  pp.  liiS-llO. 


■  Ihlil..  p.  Jll. 


'  I  hut.,  p.  212. 
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pmiMTly  -as,  for  instuticc,  in  tlir  ti)jli(  over  tlic  Urislmiif  hotoln  (jiirs- 
tioii     will  U-  liMtkf  1  to  for  coiilrihiilion  as  well  as  laml." 

His  conflusion  is  that  tin-  future  lias  iu  stiirc  tin-  "due  rccon- 
nitiou  of  two  imiK)rtant  factors  iu  unuiicipal  fiuaucf  (uot  satis- 
factorily accouutcd  fur  uudcr  a  laud  tax)     rl:..  'ahility  to  pay' 
ami  tlic  now  ctjually  recognized  principle  that  'jXTsons  as  well 
as  things'  should  contril)iite."  ' 

From  this  Australasian  evidence  three  inferences  can  he  drawn: 
In  the  first  plac(>,  so  far  as  the  testimony  is  favoralde  to  the  cs- 
eniption  of  iniimivenients,  it  must  be  reinenihered  that  the  new 
system  is  compared  with  tlu-  old  method  of  taxing;  rents.  Wli.ii 
pleast's  the  j)ul)lic,  so  far  as  they  are  |)leased,  is  not  so  much  the 
exemption  of  improvements  as  the  change  from  taxation  of  rent- 
als to  taxatiimof  capital  value.  This  is  apparent  from  the  tes- 
timony. Thus,  for  instance,  the  Wellington  city  coimcil  favoi- 
ihe  new  method  chiefly  Ixrause  it  "paralyzes  the  oiti  system 
under  wiiich  rental  values  on  laiuls  could  l)y  .simple  manipula- 
tion reduce  local  taxation  to  a  farce."  -  In  this  connection  it  i> 
a  most  significant  (altiiounh  hitherto  unnoted)  fact  that  in 
.S)uth  Australia,  where  the  exemption  of  improvement-  i- 
legally  |H'rmis.siblo  and  where  no  locality  has  yet  availed  it-di 
of  the  [H'rmission,  the  old  system  of  local  rates  allows  an  as-e-- 
ment  on  capital  values.  That  is  to  .say:  where  local  rates  :iii 
levied  only  on  rental  values,  there  ari.se  all  tlie  dillicuiiii - 
which  have  imluced  Ihijilaiul  and  (lermany  to  inqiose  new  lami 
taxes,  and  which  have  led  in  .Vustralasia  to  the  exemption  "i 
improvements;  hut  where  the  tax  is  levied  on  capital  insteaij  d 
rental  values,  as  is  the  case  in  the  I'nited  States  and  :is  is  tiu^ 

'  Tli('s<'  infcrcnri's  arc  rorrolKiratcil  l>y  the  results  of  .in  iiidi'iH'iKlrii' 
invest ifiat ion  siihsfMiucntly  iikuIc  l)y  .).   K.   I.e   H(i.-<>inii<il  c  I'   Dciimt    ni  i 
\V.  1>.  Stewart  of  liunitiiii  in  an  arlii'lc  iniiili')!  "Haiinn  oi  rninipi"     . 
X'alucs  in  New  Zealand."  anil  i)ulili>l  nl  in  Aililnssis  u/,'  l'ri-.niliiii;>  .  ■ 
Fir-<l  ('(iiifiniiri  of  Iht   Sntiitnnl  Tux  A^sncinlinii,  .New  York.  I'.'Os.  p   J7 
(/  xeq.    .VfltT  iMiintiiiK  ont  tliat  in  citii's  like  Wellinjrton.  overeriiwdiiit;  1    - 
lieen  inerea.siil  rather  tlian  ilitniiiishe<t,  and  that  taxes  on  rural  |ini|u  :  \ 
ui  neiieral  liav<'  been  relatively  inerea.sed  as  compared  with  l.ixes  on  t.i  ■ 
properly,  the  authors  tell  us  that   "the  faets  ilo  not   warrant  optinii-' 
cone'u.sions.   .   .   .  The  benefits  of  raliiifi  on  iniprovi'd   valui'  are  nm   - 
(•livious  ius  to  eomniand  unanimous  approval.   .   .   .  Thi-  op|M)sition  u<  ■'• 
-y  steal  apjM'ars  to  be  urowinj:  >t  nuiiier  as  the  people  are  eominvr  to  riini; 
it,-,  re'ation  to  the  propacaiid.-i  lor  siiiule  t.i\.   .       ,   I'p  to  the  i)re~erii  •  ■■ 
t.ieeeoiHimic  (>tl'e(  ts  of  ralillji  u:,  iniimpriA  cd  value  have  Ix'en  i.isiunili'  ; 
See  esp.  p.  2St. 

-•/'-«/.  p.  110. 
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m  litrp.'  m-tisHn-  iti  S.utl.  .\ii~tr;.li;.,  f|,r  t...,..|,.ncv  to  anv  .Innur 
IS  far  ..ss  appannJ.  S.,  far,  ll...nf.,n-,  as  the  results  ..f  the 
Australasian  svst.ni  .,f  cxcmi.ti.iu  itn[)r()v.m<.iits  from  taxation 
arr  .lf.Tn.-.|  favor..!.!..,  tli.y  may  !«•  .i...lar...|  to  hv  ,lu,.  primarily 
to  tli<.  a<lopti<ni  ot  II...  syst.m  of  taxing  capital  instead  of  r.'ntal 
v;i!ues. 

Fn  tl.e  s..(.(,n(l  |)!a....,  even  t!,us  limit...!,  the  reports  of  tli.-ex- 
ixrim.'nts  m  .\ustra!.i.ia  ar..  in.-..n.lu..ive.  In  some  eases  we  hear 
of  ifo'xl,  in  .)tlH.r  .■,•,>..>  .,f  |,,„|  iv-ults.  X.,wh..r(!  has  a  earefu! 
-tii.ly  lM...n  ma.l..  .,f  tli..  .■<,nM..|u<.n....s  of  the  exempti.jn  of  im- 
pr.>vements  as  .'.impar...!  with  a  t;ix  on  the  ..ajjital  va!u<'  of 
.-.i!  n.al  ..st;.t...  Finally,  as  t!i..  .•xp..ri..ne..  .,f  Queenslan.l  el.'arlv 
>tiows  th..  wli.,1..  >y>t..m  is  .,f  .li^ht  import:mce  partly  he- 
cause  th(.  r.itf.s  ha  v.-  I.....M  I..W,  ;in.|  partiv  he.aus.-  lh..  a.lop- 
tion  .»f  til..  ti..w  m..th...|  .,f  .■,,-M...m..nt  has  .ome  at  ahout  th.. 
-ame  tmi(.  as  tli.;  rec.v.-ry  fr.>m  the  l..njr  depression  of  the  earl\ 
ninc.ties. 

When  t.)  all  thes..  eonsi.lerati.)ns  we  ;,(l.l  the  fact  that  in  m..st 
'Vises  only  a  porti.ni  ..f  th<.  !..<•,..!  rat.s  i,re  levied  on  land  values, 
ue  are  f..r.-...|  t.)  t!i..  .•on<lu>i..n  tliat  a  nni..!i  longer  exi)eri..nee 
uiil  !..•  re(|uir.'.|  !,..f.,re  it  .-an  he  asserte.l  witli  any  reas.,nal.l" 
■l.m-e of  eonh.len.-e  that  tlie syst(.m  of  .'xempting  improvem.-nts 
in,m  taxation  Ik.s  ha.l  re^ilts  .-.t  all  ..omparahle  to  those  that 
are  often  a-scrilx-d  to  it  by  hasty  writers. 

\  II.   The  Aiistralian  Innm,    Tnr  mul  the  Helntion  of  State  to 
Federiil  Fiimnce 

'i'he  third  jihas..  of  tax  reform  in  .Australasia  mention.'d 
.■'"'ve  IS  the  dev.'lopment  of  tii,.  in.-ome  tax.  Il.-re  afjain  we 
t.  tve  to  deal  not  with  the  su.lden  introduction  of  anv  ww  \mn- 
'  i!-le,  hut  with  th..  ..laboration  of  a  system  initiate.!  s.,m<.  time 
.i-'M.  I  h(.  last  f.'u  y..;,rs  have  .■v..rywh..re  witn...-.s(.d  ,-,  Kr.)wini? 
•■  Mization  ot  th..  importance  of  inconi..  taxation,  and  in  s<.veral 
-f  a<>  the  year  1<)1U  marked  a  -iKniti.-ant  ih^inKe. 

Australasia  wa.s  among  the  ..arliest  demo.'racies  to  intro- 
•:  i'c  pniRressive  inheritanc..  taxes.  Th..s..  hav..  remaine.l  suh- 
-'.iitially    unchanged     f..r    >..v..rai    .|.c;id,.s.       Ineom.'    ta.xes 

Ml.-  considerably  lat..r.     With  the  (.xc.ption  of  .S.mth  Aus- 

■:11a   where   sueh   a   tax   \va~   introduced   in    18S4   there  were 

iiieome   ta.\es  on    the   .Australian   continent    until   shortly 

■  P.  .ilti. 
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lH>f(>n>  tlic  «>ml  of  tlif  ?  ■.m>ttM'i\tli  cfiitury.  NVw  Zrivlanil  fol- 
l()Wi'«l  in  ISOl  wlu'ii  :iii  altnupt  was  iiiado  to  n-aili  iiicotiK - 
l»y  tlu'^anu'  act  which  imiM)H«'(l  the  htiid  tax.  The  inconic  la\ 
was  only  slightly  pronrcssivc:  (m/.  in  the  iKnnui  on  liu-  first  tax 
able  Ll.tKK),  and  I*/,  on  each  additional  tl.(HK).  It  was  no! 
until  lS*.t."»  tiiat  N'ictoria  and  New  South  Wah's  intro<iu(i(l 
the  income  tax,  and  not  until  IfHCJ  that  (^ucenslaiid  and  '  i- 
mania  followed  suit.'  In  tiie  year  I'.K)7,  iiowever,  there  lux  ni 
a  new  j)ha.se  of  income  taxation:  such  taxes  were  introduced 
where  they  ha«l  not  yet  existed,  and  almost  everywhere  the  old 
taxes  were  increased  lK)th  in  amount  and  in  the  .-teepness  of  tin 
.scale  of  proj;ression.  Thus  in  liH)7  the  income  tar  system  wa~ 
extended  to  Western  Australia  and  the  earlier  laws  of  (iuecii»- 
laml  and  New  South  Wales  were  amended;  and  in  I'.MO  the 
rates  in  Victoria,  Tasmania  and  New  Z<>alani'  were  increaxil 
in  some  cases  to  a  substantial  extent.  In  the  appended  nnh 
will  be  found  a  statement  of  the  income  taxc-  in  fonc  m  I'M!.' 

'  In  Scli)!tnan,  I'riHirr.i.iiii  TiikiHox  in  Thtonj  idhI  I'ltulici.  2(1  cd  ,  I'.min 
p  !17  1^  .Ml/.,  will  l)t'  fimiid  :i  ilcliiiliil  :i('c<mnl  nf  .ill  ili<'  iticoiuc  taxes  wlm  I 
were  ill  force  in  .\iisIi:iI;im;i  up  li>  liKMi,  with  the.siii)fle  exeeptiiiii  of  \,  u 
South  Wales,  where  the  itieoiiie  tax  wa-s  mil  leviisl  aeccirilinis  tii  lln  |ir  - 
Ijrerwive  priiuiple.  In  New  .Smith  Wales  the  law  of  l.sil.")  ini|M).seil  a  i.i\  •<<. 
IW/.  in  the  pdiitid  on  all  iiieomes  of  i!20()  and  over,  if  not  derivisl  ivnx 
land 

-The  details  will  l>e  found  in  the  Offwiiil  Yinr  liixik  of  Ihi  ('imiinDii'iin!'. 
«!  Aiislrdlid.  1!»1 1,  pp.  SIH,  sl'i;  anil  the  .Vi  ir  Xialiiinl  Officidl  Yuir  linfl'..' 
lltll,  pp  TtMi,  77."i 

Victiirui  The  law  nf  ls!l."i  prnviileil  for  a  pn)Kressive  siale  whiih  «  i- 
ehance.l  in  1!H):{  and  l'.H)4.  In  the  ixse  of  ineonies  from  personal  e\i  rtios!. 
the  rate  is  now  il'.M'Ji' 
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If  the  income  is  derivoi  from  property,  the  rates  are  doiihled  In  ' 
incomes  r.niler  £20(1  were  i  ^.rnpted.  and  an  aliateineiit  of  t'l.'iO  was  .ill' '. 
on  incomes  from  f'JdO  to  l.'iOO.  In  l".H)s  a  dislinctioti  was  made  li<  '>> 
iiidividiial  and  corixirale  incomes,  I  lie  former  tieintJ  riHliicnl  liv  Jo 
cent ;  liiit  in  I'.MO  this  was  repealol.  I.;ind  ii.s<>l  as  a  residence  hy  ilic  o" 
is  (|eeme(l  to  yield  an  income  of  four  [mt  cent  on  its  capital  value  \ 
of  7(1,  ill  the  iMHind  is  imixise<|  on  the  incomes  i,i  til  corporations  .\ 
life  insurance  companies,  which  pay  at  the  rate  (■!  s,l.  in  the  pound  I 
eiiin  ship  owners  pay  .'></   in  the  pound. 

\iii-  Simlh  U'd/c.s-  'I'he  act  of  is'.t.'i  was  amended  in  l!H)7,  the  rate  i- 
'"/  in  the  pound,  liui  in  the  case  of  incoriic-«  deii\ cij  from  personal  i  \  ' 
th,>  exemi^tioti  li.'is  h'-'n  increased  t'l  ri.'H)'!. 
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\it«   ul'  tcv.iHii'  the  iiHinnr  l;iXfs  p|; 


iMXfs  p|;iy  .1 
t..iisi<lcr;il)ly  KrciiliT  role  tlum  ilic  I  mkI  t;ixc'>.     In  New  Soiith 
Wall's  anil   Vii-lnria  tlioy  art'  i-xciiilcl  in  iin|i<irtanii'  only  l.y 
tht'  iiilii'rilani'i'  faxes,   wliirli  yii'lW    iImhiI    tuicr  a>  nnirli. 
(^iiriTisl.mil  anil  South  Australia   tin'   inrotni'  tax   is  ttii' 


In 

must 


Qiufii^hniil     Thi'  :icl  ..I    KKCJ  w:w  ;uii.iiilcl  in   KMMi  and   HKtT  a.s  f«,ll(H^^ 
IS(  *»\u.-,    y  .(MM 
l'Ktt?M>NM.    ,.\l.(tr|llN  FIATKS      (Mil    i. ) 

iL'IMt         LVK)  IW 

•Vl        l.'KH)  Ik/    ll|.  If.        f.VH),  ;,/.  mIiovc 

l,(l(K>      1,.V(II  7'/    ii|.  to  L'l.lHHI;  s,/   alxivi' 


t.tM)  is  linliirli'ij  in  cviTv  lasc 


On  inr'iKM's  iliriMil  from  property  llir 

ions.  Itn' 


rill'  is  (»./.  in  Ihc  pi,iin<l,  and  in  llic  casr  of  ahM'inio  ami  coriioralii 
rati-  is  |.«    ill  ttw  i«iiiiid 

S<„ilh  Auslridin.  I'll.' ail  of  Iss  I  lias  l.iiii  fn'i|iiintly  aMii'iidiil.  Tin. 
rale  in  111.'  i'as<'of  inii.inis  from  iM-rsonal  I'virliiin  is  al  pri'Sfiit  four  piiii'.' 
Ii.lf|«'nny  in  llii:  iHiiind  for  all  inroMn-  from  L'l.'O  to  iMN(  and  7,t.  in 
'hr  iioiii  I  ahovi'  ISIK)  In  tli.'  .asi-  of  inroini'  from  pro|.i'rty  llic  ralis 
iri'!l'/.  and  Is  I  '  i/  ri'spciiiv.ly  In  tin' i  isc  of  ini'otiH's  up  to  I'llMI,  f'J(K) 
iri'  .'xi'nipl. 

WiMvrn  .1  iislrnliii.  1  lii'  law  of  l!«)7  (ixcl  a  rat.'  of  \il.  in  thi'  poiin.l  on  all 
:ri.'om.'s  ov.r  OK),  ai  lifly  [xr  i.nl  .-uldilional  in  llii'  la.sc  of  al)si'iiti'.'> 
<  nriMiralions.  Iii.w.'v.r,  .in',  by  a  law  of  |s!«»,  as  am.iidisl  in  I'KK).  sul>- 
j'  •  I  to  ji  t:ix  of  I V   in  llir  poiiml  on  dividrnds. 

Tnsmiinia.  1  |i..  act  of  I'Hrj  was  ri'iMal.il  in  I'.MO.  whrn  tlic  foUowini; 
rati':*  wiTc  iiniK)M     in  llic  las.'  of  inconi.s  from  iwrsoiial  I'Xi'rtion 
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l.v.  4'/.  on  rrniaindi'r 

I:i  I  til"  ca-sc  of  ini"  'Ill's  from  property,  tlir  rate  is  l.s.  in  tlic  pound,  pro- 
■  I'd  that  the  inc.!  is  ov.r  L'KK).  In.om.s  iind.'r  f.SO  in  tli.'caseof  un- 
Ui  irri.-d  persons  or  under  L'lIM)  in  tin'  I'a.seof  married  persons  are  exempted. 
1  he  following  ahatetiieiils  ar.'  permitted: 
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imjKtrtiint  of  all,  in  Wi'storn  Aiistrali.i  liif  .lividond  tax.  It  i- 
only  ill  TasmaniH  tliat  llw  land  tax  yields  a  little  mori'  tliaii  llu' 
income  tax.  Tlr-  tinvirt's  of  revenue  from  taxation  for  l'.H)«.l  10 
are  Riven  U'low.'  In  New  Z(>alaiid,  on  the  other  hand,  wlicri^ 
the  land  tax,  as  we  have  seen,  has  played  so  prominent  a  rolr, 

mor<'  revenue  is  still  derived  from  this  tax  than  from  the  inci 

tax:  l)Ut  with  every  year  th(>  disiiroiM)rtion  between  the  \\\i> 
is  diininisliinn.  In  lHi»H-tM),  for  in.stan<e,  the  yjeld  of  ;he  in- 
come .ax  wa,  Clir),JS()  t\s  against  t:2<tH,().V2  from  the  land  Uw: 
where:is  in  11H()-11  the  income  tax  yiehled  L"407,2:{.')  as  aiiain-' 
L"(i2S,72:i  from  Mie  land  tax.  It  is  therefore  ajiparent  tl 
nolwithstandniK  the  development  of  the  land  ta.xes  the  s< . 
of  the  income  tax  is  continually  extending. 

In  Aust.-alusia,  -is  a  whole,  if  v.e  t:ike  the  innmie  and  t' 
heritance  taxes   to^jeilur   we   find   that    their  yield    for 
overwhelming  proiM)rti«m  of  the  revenue  from  direct  tax...;  .' 
Kntirely  apart   from  any  coiisiderati<..i  of  the   indirect    l.i\ 
Kvm'  tLXimycr.  lh.>  t:iA:il)li-  ainoiitil  i)f  wh.)*'  incoii.c  is  less  tliiin  fl.">n  '  ui 
claiiii  ii  rfl)atV  of  2x.  M.  (ic  I'vcrv  rhiM  under  Ki  years. 

Ill  ml.litioii  to  Ihc  income  tax  , '  .•  law  of  I'.HM,  anientle.l  in  l'.)(Ki,  iinpoM.I 
a  .so-eallol  ability  lax.  the  amount  of  wliirh  is  .letiTininetl  aceonlint:  \<>  lli. 
annual  value  of  the  pioperty  iHTUpieil,  or  the  amount  paid  for  hoanl  ;.m  I 
I.Mltfinn.  In  tluM-a.se  of  proiw.ly  the  rale  varii  -.  '"roin  1'/.  to  IW/.  in  the  immmiI. 
on  the  annual  value.  In  the  c  •  of  hoard  an.l  liKlciim  the  rale  vari.s  from 
:{',</.  to  M.  ill  the  iKUiml  on  tlie  rinount  payable  annually  for  iHiard  ;iii.l 
ItHlicinK. 

.\iic  Zialiiwl.  The  law  of  ISOl  W!i.s  amended  in  I'.UO !vs  f.>r.ows:  .\  .Ii'iIn'  - 
lion  is  allowe.1  for  CMHIof  income,  fp  to  1700  the  rate  is  IW/,  in  the  pouii  1. 
risiiiK  uradually  until  in  the  ea.s'  of  incomes  I'xeeclir.K  i;.',:!00  he  rat.  i~ 
|x.  •_'./.  in  the  liound.  In  the  ea.se  of  eoriMiralions  there  are  no  exempli"ii< 
anil  the  rale  vari.s  from  l>  to  !.<.  '-'</.  in  the  [xiun.l. 
1  From  til.'  (>Jh<"it  i'""'  """'■■  "/  .l""'"'''''.  I'"'.  !>■  ^-"^- 
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which  Jirc  still  so  iiii|M>rt;mt,  Aiisfraiasi.-i  may  l>»'  said  tn  Ix' 
inoviiiK  away  from,  rather  than  in  tlif  (lir«-«tioii  of,  the  |)riii- 
(■i|)lcH  of  the  sinulf  tax. 

One  fraturt'  in  the  (l('\«'lo|)iiM'nt  of  thr  taxation  of  iiuomt's 
l;y  tlu-  states  (lesjrves  a  won!  of  mention  in  view  of  the  con- 
troversy over  the  general  siil)je<t  in  the  I  nited  Stnte«.  OriRi- 
nallv  nnich  (Hllieiilty  was  experienced  in  malvinn  the  salaries' 
of  fed(  rai  officials  siiliject  to  iiicoine  taxation.  In  1".K)7,  however, 
■■••deral  I'arliainent  enacted  the  ( "onnnonwealth  Salaries 
\  ich  th'clared  that  salaries  ;ind  allowances  paid  by  the 

"II       iwealth  Jire  liai)le  to  taxation  l)v  the  states,  pavahli'  in 


wliere 


■M'l   I 


tlh-  o.'ficer  resides  and  the  salary  is  earned  or, 
e  of  a  menilxT  of  I'arii.inient,  in  the  st.ate  in  which  he 
•t<'d.    The  only  exemption  is  the  salary  of  the  Kovernor- 


m 


i  lie  fourth  and  fin.al  point  in  our  consideration  of  tax  reform 
istr.ilasia  is  the  relation  of  state  and  federal  finance.  When 
t!i'  eonunonwealth  was  creatol  in  I'.KK),  the  constitution  vested 
in  tlu'  federal  government  excl  .sive  power  of  levyiiiK  customs 
and  excise  duties  and  in  the  state  ,ind  the  federal  ftovernments 
concurn'nt  powers  of  direct  taxation:  lint  as  the  revemies  of  the 
various  statr-s  li.id  previously  been  ilerived  Largely  from  cus- 
toms and  excises,  and  a.s  it  was  practically  certain  that  the 
commonwealth  exiH'uditiires  .  ^  for  some  years  at  U-ast, 
not  equal  the  revenue  derived  from  these  sources,  it  was  decided 
to  allot  to  the  states  :\  certain  i)roportioii  of  this  revenue.  In  de- 
fault of  such  allotments  the  states  would  h;tve  found  it  necessary 
to  raise  the  rates  of  the  taxt>s  on  inheritances,  incomes  and  land 
to  inordin.-ite  hei}{lits.  It  was  accordin>;ly  provided  in  the 
so-called  "Hradcion"  section  of  the  act  l>y  which  the  federal 
loiisiitutii,  wa  established,  tliat  duriuK  the  first  ten  years 
of  the  newi.  -eated  union  ami  thereafter  until  otherwise  de- 
rided, there  .^nould  be  returned  to  the  states  three-fourths  of 
tlie  net  r;'venue  from  customs  and  excises.  Thus  was  .adopted 
ilie  system  of  the  collection  of  taxes  by  the  central  government, 
with  the  distribution  of  a  part  of  the  procee<Is  among  the  states. 
The  liraddon  clause  was.  howexcr,  not  ttie  only  section  atl«'ct- 
iiig  the  relations  of  feder.il  ami  stale  government.  Many  func- 
tions of  goveriun"nl.  which  under  the  \inerican  system  are  re- 
■^iTved  lo  tile  states,  wvpe  traiisfcrr' •  rom  the  states  to  th.'' 
roinnionweal'ii.     ll  w.is  fully  recogni/e<l  that  the  discharge  of 
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theso  functions  would  nocessitatt'  largo  federal  i'xp<>ntllturt>;  but 
it  was  not  hclii'vcd  that  this  transfer  of  exiM-nditiire  would  he,  at 
first  at  least,  at  all  oommensurate  with  the  transfer  of  rev- 
enue. Consequentlj-  there  was  inserted  in  the  eonstitution  a 
pr-ovision  for  the  repayment  to  the  stat<'s  of  any  surplus 
federal  revenue.  The  principles  which  should  Rovern  the  al- 
location of  revenues  accordii.g  to  this  clause,  as  well  as  under 
the  Hraddon  clause,  were  set  forth  in  a  special  section  of  the 
constitution,  which  was  to  remain  in  force  for  five  years  and 
thereafter,  until  changed  by  Parliament.  This  embodied  wh.ii 
became  known  as  "the  bookkeeping  system."  I'nder  thi> 
scheme  each  state  was  to  be  credited  with  the  federal  reveiiur 
collected  in  respect  of  that  state,  and  to  be  debited  with  tln' 
expenditure  incurred  on  its  behalf  in  connection  with  the 
transferred  departments  as  well  as  with  its  share,  on  a  jxr 
capita  basis,  of  the  new  expenditure  of  the  commonwealth. 
It  was  also  provided  that  the  duties  charKcable  on  good^ 
imported  into  one  state  and  consumed  in  another  should  be 
credited  to  the  consuming  state,  on  the  theory  that  the  duty 
ultimately  falls  up<m  the  consumer.  The  balance  in  favor  of 
any  state  is  payal)le  monthly  by  the  comnumwealth. 

Finally,  another  spiM-ial  clause  (section  (•(>)  of  the  constitution 
provided  that  the  commonwealth  parliament  might  grant  fin;iri- 
eial  assistance  to  any  state  on  such  terms  and  ccmditions  as  tlic 
ivirliament  should  think  fit.  This  section  was  introduced  wiili 
the  oi)ject  of  remU'ring  the  constitution  more  elastic  in  the  ninl- 
terof  assistance  to  the  states  than  it  would  hav.'becn  if  the  Hrad- 
don clause  and  the  l)ookkee|)ing  system  were  rigidly  adh(T(<l 
to.  No  claim  for  such  sjM'cial  assistance  has,  however,  .\(t 
been  made. 

.S)  far  as  the  Hraddon  dause  is  concerned,  it  may  be  said  tli.i; 
for  «ome  time  it  wcirked  fairly  well,  although  with  every  year 
th(  -itu.ation  becjime  more  embarrassing  in  the  separ.ate  state-, 
for  the  reason  that,  in  making  up  their  budgets,  it  was  i)ractic;ill\ 
JMipo^-^ible  to  forecast  for  the  immediate  future  what  would  I'l 
the  share  of  each  state  in  any  particular  federal  tax.  Mon - 
over,  the  one-fourth  revenue  assigned  to  the  federal  govcrii- 
iiii'iil  gradually  proved  to  be  in.'ide(|uale  for  its  expenses.  At 
(ir-l  the  c()nunoi\wealtli  returned  to  eai-h  st.-ite  not  only  th' 
three-fourths  due  it,  but  a  subst.-inti.al  l)alance  in  ad<lition.  l'\ 
1!)0S.  however,  not  onl\'  had  the  growing  exi)ense-  of  the  cniii- 
inonwealth  -^wtdlowed  Uj)  the  whole  of  the  one-fourth,  so  lli.ii 
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thorp  was  no  balance  to  ho  rotuinod  lo  tho  states,  but  tho  ono- 
fourth  itself  was  now  inadoqtiato.' 

This  continKoney  was  foreseen  s(>verai  years  before  it  arose 
and  attempts  wore  made  to  find  some  satisfactory  way  out  of 
the  difficulty.  Hepeated  conferences  wor(>  held  by  the  pn-miors 
of  tlie  several  states,  but  it  was  not  until  MMH)  that  an  aKreomont 
was  reached.  Meanwhile  the  matter  had  become  particularly 
urgent,  because  of  the  decision  that  the  federal  government 
should  assume  all  the  state  debts.  The  aKroement  between  the 
ministers  of  the  commonwealth  and  of  the  states  was  to  tho 
cITect  that  the  commonwealth  should  retain  all  of  the  customs 
and  excise  revenues,  and  that  it  should  i)ay  over  to  the  states 
;i  definite  sum  every  month,  comptited  at  tho  rate  of  i'l  Fix.  per 
aiuumi  per  head  of  populatiim.'-  In  view,  however,  of  the  heavy 
ohligations  incurred  by  the  commcmwealth  in  the  payment  of 
old-age  jM-nsions,  provision  was  made  for  withlioldiuK  from  the 
actual  shortage  in  the  revenue  the  sums  returnable  to  the  states 
during  that  year,  with  an  adjustment  as  between  the  pension 
states  and  the  non-pensin-i  states.  Finally,  because  of  the  large 
pir  vnpitti  contribution  of  Western  .Vustralia  to  the  customs 
revenue,  there  was  granted  to  that  state  an  additional  special 
annual  p.iyment :  this  was  to  be  L'2r)(),(K)(>  the  first  year  and  was 
lo  diminish  by  l"l(),()(M)  annually  thenafter.  One-half  of  this 
.illotinent  to  Wi'stcrn  .\ustralia  was  to  be  deducted  from  the 
shares  of  the  other  states. 

'  Tliis  is  :!|i|)iirc!il  from  the  f(illi)witi(r  figures: 
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The  act  <>mlKHlyiiiK  tliis  agrfomtnit  was  passcnl  in  Dcc-cmlx  i, 
19(H>.  to  take  rtTcct  as  an  ainomlnH-nt  to  tho  constitution;  hut 
the  anuMiilnicnt  was  n'jcctcd  l)y  the  electors  at  a  refereiuluin  in 
April,  I'.HO.  It  therefore  devolved  on  the  federal  jjarlianieiit  tt. 
settle  the  (lUestion  by  law,  and  a  few  months  hiter  the  Surplu> 
Heveinie  Act  w;is  passed,  which  embodied  )»ractically  the  sum 
provisions,  aud  w  liich  i>  now  in  fonc'  \W  the  terms  of  thi^  .k  t 
the  conunonwe^iltli  uudtrtook  dtiruit;  the  periinl  of  ten  .\i',ir~ 
coinmeiiciuK.lulx  I ,  i'.tlf,  and  iherealicr  until  parliament  should 
otherwise  provide,  lo  |ia\  to  I  Mcli  state,  or  to  apply  to  the  pM\- 
ment  of  interest  on  the  st.ite  di'l)ts  assumed  i)y  the  conmion- 
wealth,  an  annuid  sum  of  "J.'i.v.  pa-  citiiiln.  The  ^t.ate  of  We^ti  rii 
Australia  w.as  to  receive  an  ,iddition;d  sun\  amounting  in  tin 
first  year  to  t;"J.')().(KM)  and  diminishintr  in  each  Hicceediii}:  yi  a: 
1)V  l"l(),(MH)  and  one-half  of  thoe  i)aym(>nts  wa-  to  be  deductol 
proportionately  from  the  anmunt  i)ay;ible  to  ill  the  stai. -. 
Any  suri)lus  revenue  in  the  federal  treasury  at  ilie  tiid  of  .iii\ 
year  was  to  be  turned  over  to  the  several  states,  md  for  thr  \r,i! 
1911  the  commonwealth  was  authorized  to  d(  I'lct  from  !li 
amount  payable  to  the  states,  the  estimated  defiiit  in  the  ;..|- 
er.al  budjtet.  fijrured  .at  Ul.")(t,(HM).  In  the  same  federal  ehctidii  ii; 
which  the  fiscal  iimimlnient  to  the  constitution  wa-  nJKiil 
the  provision  to  li;i\e  tlic  commonwealth  a.ssume  all  the  (i'.l.i- 
iiKMirred  by  the  st.ates  u.i-  .nlopted. 


\  111.   Coiicltision 

The  t'orenoii'ir  survey  of  the  tax  reforms  in  KnuLand,  ( le-ni.mv 
and  .\u-tralasia  appears  to  ju-tify  certain  Kcneral  lonclu-iiin- 

lirsi  and  foremost,  .-ittention  is  to  be  directed  to  the  irr.  .it 
divelopmeiit  of  the  income  and  inheritance  taxes,  with  tir 
;ido|)!ioM  of  the  modern  principles  of  progression  .and  of  ditteri  n- 
tiati.in  of  taxat  on.  In  this  respect,  as  we  have  seen.  iMijilaii  I 
ha-  i.iken  the  le.id.  .ilthounh  Cicrmany  follows  clo-ely  in  li.i 
iiicotiK  !  IX,  and  .Xiistrala^ia  in  the  inheritance  tax.  In  <  lerniair. 
t  In  .•!,,?■!  Ill  round  out  the  system  of  direct  taxe-  b\-  I  l.i'  'iilirM!- 
iim  i\  has  thus  far  iieeii  only  partially  successful:  wlni'  in 
.\ii-irala~ia.  where  the  inheritance  t;i\es  were  the  lirsi  In  '• 
adiipieil.  the  ineouie  t.ax  ' -■  lor  the  inn-t  part  levied  on  a  -  -■ 
soimwh.it  -imilar  to  that  in  iJinland.     The  growth  of  the  i:v 
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tioii  of  incomes  .-itid  inli<Til;incc.-i  is  tlic  n.ost  significant  a>i)<ct  of 
the  cndciivor  to  rcaii/c  tiic  fniiiciplc  ol  aliilit\'  in  taxation. 

Second  in  importance  is  the  development  of  the  land  taxes  and 
more  especially  of  ihe  taxc>  un  land  \;dues.  Here,  as  we  have 
seen,  Australasia  was  really  the  first  in  the  field,  with  (iermany 
next  and  lOngland  'ollowiim  liu^ely.  liul  in  Aii>lralasia  the 
movement  ha>  Iteen  primariiv  toward  the  exemi)ti<in  of  impidve- 
ments  from  taxation,  coupled  with  ;i  pro(!;res>i\c  tax  on  land,  lor 
social  rather  th;in  for  li~(,il  re,M>on-.  in  <Mrriiany.  on  tin-  other 
hand,  the  significant   irndency  Ik 


f  th 


•y  Iki>  liicn  in  tin'  directinn  n 
taxation  of  the  so-<';dled  unearned  incr<nient  of  l.ind,  first  l)vitie 


towns 


more  reciiitiv  t)v 


the  enipite.      l^nuland   has  "lone 
further  th.an  eitherof  the  other  countm-  in  th.it  it  (•iinil)ine-  w  itli 


the  increment-viihie  du«\-  ,i  t,i\  otj 


h 


n  none  of  thoe  cases.  hou(\(r. 


land  taxe>  lie  mis;ipprihendt( 
tempt  to  ai)pl\'  the  jiriiiciple- 


nei 


•ilsl 


-o-c.illi'd  unde\ri(ipcd   land. 
iiiiuld  I  he  si^nilii'.-mci    of  the 
I'.ii    from  con>titutin>i  an  at- 
il'  'he  ^iimle  tax.  a>  i-  often  eri'o- 

fuilv 


V  asserted,  t  lie  nioveinent  .iiin-  in t  her  tn  re.ih t  luort 


the  principle>  ol'  idiiiily  to  | 


i:i\' 


•nipli;i>izuiij;  ilic  prodiictiiiii 


rather  than  tlir  coi!>uinption  -idi-  ol  tiir  doetnne  ol  laeulty.' 
Not  oidy  is  the  lisc.il  importance  ot  the>e  land  taxes  ever\wliere 
:i  minor  eonsideratinn  hut .  ,■!-  1  h.-ive  pointed  out,  the  real  sijiniti- 
ranceof  the  state  land  taxe>  in  llniriand  and  '  iermany  and  of  the 
local  land  t.ixes  in  .\ustrala>ia  is  to  he  foimd  in  the  endeavor  to 
^iiiistitute  for  the  old   and  discredited   meth(id  of  taxing  land 


ordiiiK  to   rental    v.aliie   the   newer   meil 


)f   taxing   land 


IIJU 


■(linn  to  lapital  or  celling  \alue.  The  old  -iystem  gave  an 
;t  advantage  to  the  lan<l  specui.itor  ;in<i  w;i~  i.irgeiy  re- 
>il)|e  for  the  congestion  of  population  in  the  town-  The 
-vstein  is  an  attempt  to  make  the  landowner  'icar  his 
of  the  ])uh|ic  hurdens. 


oner 


Thi'  third  point  to  he  em[)hasi/ed  i-;  the  importance  that 


ill  attached  to  iiniirect  taxes.     In  Mnglanil, 


as  we  li,iv( 


additional  revenue  that    has  licen   provide(l   i>y  the  recent 
reforms  has  come  e(|ually   frotn  direct   and   indirect    taxe-. 


In  <  Iermany  far  greater  stress  lia>  heen  put  u] 


tl 


le  mdut'ct 


upon  the  direct  taxe: 


Au-t  r.il.isia  t  he  o\-er\\  helming 


in:: 


of   the   tot; 


trutn  the  customs 


■venue,    federal    and   sl.ale,    is   still    deri\i'd 


mi 


1  tiesc 
ii'-re  i,-. 


fact 


s  itidic.ate  not    onK'   the  f.allacv  of  the  cl 


aim 


that 


my  tendency   tou.iid   .1   ^inirle  tix  on   hand,  hut   also 

'  (/.  .-'//>f.<.  |i  :ttl. 


UM 


to 
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the  incorrect Mfss  <il'  the  assertion  that  tlic  nvcniic  of  inodcin 
stales  must  he  ilerived  rlilefly  from  tlireet  taxes.  A  careful 
slinh  of  the  evideliee  leail--  lis  to  the  contrar\  conchlsioll,  and 
slio\v>  that  there  must  he  some  fuudanietital  ex|)hiiiaiioii  oi 
the  per>i>tenee  of  indirect  taxes.  Tliis  is  not  the  place  o  :i! 
teini)t  such  an  exphmatlon  wliich.  it  may  he  said  in  pas-mu. 
is  not  jiiiven  in  an.v  of  the  current  treatises  on  finance.  Iln' 
outhne^  at  least  of  such  .an  explanation  may  l)e  found  in  tin 
sunni'stion  that  threct  t.ixe^.  ha-ed  on  the  i)rinci|)le  of  fa(iih\ 
or  al>ilit>'  to  pay.  re->|)ond  to  the  indiviihial  element  in  the  (  inh- 
lem  of  taxation,  while  indirect  t.ixes.  which  caimot  l>e  ex|)l;  Iih  d 
on  any  sucti  principle  of  individual  al>ility.  correspond  ti  tin 
no  le>s  important  >ocial  element.'  Whatever  may  he  thoii>ili! 
of  till-  sunKcstion.  anil  whatever  limits  it  may  he  necessai\  to 
posit  in  the  elalioration  of  a  systiin  of  itidirect  taxi-s,  it  i-  inine 
the  le--  true  that  no  explanation  of  the  I'xistinn  facts  of  i,,\ 
reform  will  hold  if  it  fails  to  ajipreciate  the  important  i)l.ici'  ihi! 
is  to  he  assi};ned  in  the  future,  as  well  as  in  the  present,  to  in- 
direct taxes,  side  hy  siile  witli  the  direct  taxes. 

The  fourth  conclusion  i>  the  increasing  imi)ortance  which  i-  \<< 
he  attached  to  a  stud\'  of  the  relations  hetwi'cn  central  and  1'" .;! 
finance,  hoth  as  hetwcen  national  and  state,  and  as  hetwi.ii 
state  and  eommimal  tiiiance.  Our  siu'vey  discloses  several  iiii- 
|)ortant  tendencies.  Kir>t  to  he  noted  is  the  pi()\-ision  for  nrw 
and  iiidei)endcnt  sources  of  feder;il  revenue,  as  in  .\u-trnli:i 
with  the  land  tax,  and  in  (iermany  wit);  the  land  tax,  the  in- 
heritance ta.\  .and  the  >u^y:ested  fed<Tal  tax  on  ])osse--ion-  In 
the  second  place,  we  notice  the  fir^duid  transfer  of  -.(ati  t.i\r- 
to  the  federal  Kovermnent,  as  rey;ar<|s  not  only  the  admini-ir  :- 
tioii,  hut  also  tlu'  yield.  'I'lnis  in  .\u-tralasia  the  custom-  nil 
revemie  taxe>  are  a^si^ned  to  the  federal  govermneni  ;  uli- 
in  (Iermany  >ome  of  the  ^tate  excises  as  well  as  the  -iiii  i;- 
lieritaiice  t.ixes  are  Ir.an^firi'ed  to  the  federal  novernment.  i;! 
the  laud  imrement  l.ixe^  are  at  least  to  he  controlled  hy  till  ;ii- 
|)eii.'il  .authorities.  I n  t  he  third  pl.ace.  wc  ohserve  th.at  tiieii^  - 
col  lee  led  hy  the  central  l^overninent  .'ire  dist  rihiited,  in  pari  :  ' 
event-,  ;imon;i  the  >tativ-  and  e\  en  in  ^oine  cases  amoiin  "' 
loc-tlit  ie-.  \ot  to  >i)eak  of  the  l]nirli-h  sy-tem  of  tir,ant-  in  i 
wc  fin<l  ill  .\u-tr,ilasia  ,a  di-t  rihution  of  -iirplus  re\-enue-  ,iiii'  '  u 
the-  -l.ile-  aiicl  in  (  lerm:in\'  an  .ipport  ioiiment  of  tin'  inherii,;"  ■ 
lax  .1-  I  Ml  Ween  empire  .and  -tales  ;i  lid  the  di-,tiil>iilion  of  till  i"  \ 
'  r/.  ,v/,/„„.  .'lull.  i\.  p  :{.'(, 
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the   fiscii!    r/t'AA'  ;n 
rclativr  rlair''.-  ut 
:iri'  hcirin  con^Kt'  rcf 
frilmlioii  (if  till-  (  f'i 
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IS,  iio\vc\cr,  |)rrii. 
inuvcinciit. 

Siimiiiiiin  up  all   tin 
refortn,  as  iiiiistrat('l 


.niofii'  .  rripirc.  states  and  localities.    More  ami  more 

1-   heirijr  etivisaKcd  as  a  totality,  .iiul  the 

iiimtmiiiity,  stiite  and  central  Kovernnieiits 

'i.iii  the  [Mtiiil  of  view  of  iiii  e(iiiital)le  dis- 

n  leii  restiiin  ii|)oii  the  individual  or  the 

■i>'  tit  phase  of  modern  t;ix  reform,  and 

liitherto  received  the  least  study. 

j^tliij^^.     distinctive  aspect  of  the  modern 
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!!■  -iicial  as|K- 
(Ills   the-e   mo\i 


States    IS   i'onceriie(|,    it    wo 
>tate  them  as  foilnus; 


ri'-'ii^ions  we  see  tiiat   modern  t;ix 

'iree  uretit  ntitions,  presents  a 

'ii-ideratioiis;  or  rather,  that 

he  fiscal  problem  with  due 

"I  '  iiation.     If  it  lie  incinired 

>'     •  '■■      ■■'■■.  so  far  as  the  I'nited 

i  ■'    Dfiii.  ■•  K-  not  he  far  amiss  to 


ice.   Ml   tar  .1-    ir^r-'ir.  d 


Iti  till'  first   pi 

'    riiiled  States  li:!    nut  iiiiir 


ition  is  concerned, 


ii!       is  rec<'iit  deveic 


)p- 


iiii'iit  . 


Iinost    the   lilt  ire    reveilht     of 


iliTiveil  from  indirect   tax 


es.  .-unl  HI   -o 


'  r;il  government 
nil      '    .   r  leadiiifi  I'om- 


iinve.iltlis  not  a  litili    riNcnne  i-  ilrawii  frum  -miilar  source: 


r.ikititr  public   re\eiiue-- 


a-    :i    W 


IkiIi     in    the   I'nitrd   .States,   the 


I'll.uii'c  li(tu"(n  dinct  ami  indirect  laxc-  is  f;iirl>'  well  main- 
t:iiiie(l,  ;iii(i  there  is  not  luiici!  need  m  likilihood  of  any  jjreat 
.lit  rial  ion  ill  their  present  pruportion-. 

"^icondlN,  -M  f.ir  ;is  the  I.iikI  inxe^  are  (oiicerned.  the  ("niteil 
Mates  aRain  iia-  imt  much  to  leirn  from  the  rereiit  de\-elopment 


d.     .\- 


>eeii.  the  -\-tein  ,,\  hmd  taxation  in  th- 


I  iiited  States  i-  -iiperior  to  that  fiMiml  anywiiere  eUe.  SVIiether 
!'\  accident  or  .1-  a  I'l'-ult  ol  ecciiioiiiic  conditions,  it  is  hased 
"!i  the  c:  ,-ital  III-  -cIIiiiij:  \alui  .if  the  land,  comhined  with  the 
-\-tiin  of  speii.il  a--e>-meiit-  for  particular  impro\cinents. 
N'ither  of  these  >\-t.  in-,  a-  we  li,i\e  -een,  is  accejited  at  all 
'  .  iits,  neither  i-  (|e\el.ipec|  in  au\  i  liiiiii  like  t  he  same  decree  - 
'  I  .iiplaiiil.  ill  ( leriiiaiix  or  in  .Vustrala-ia,  .iiid  the  movement 
r  ~  the  ini]ni-i1ion  of  land  taxes  in  t  ho-e  countries  is,  on  the 
■'■■iile,   nothint:   iimre  tlim    in    ittenipt    \n  reach   the  position 


'I    ha-  liilltl  lieiii  iicclipie 


t  lie  I  'niteil  .^tate-      It  i-  possih 
ted.   ! 


iiir    Xmeiii'ii  -\-te'ii   iM  i\    i"    -iippleinen 

a    the    -ii-c;iiie:|    line,  i  rile.  I    ilc'iiUent;     uid    it     is 
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c'omploto  oxi'mption  of  improvements  from  the  land  tux  may 
1)0  fouml  <U'siral)l('.  lint  in  many  otlior  portions  of  the  country 
lx)tli  of  tiit'se  projiH'tcii  i-hanges  will  be  found  to  Ik-  cithri- 
unnecessary  or  undesiralile.  Thus  in  the  main  we  may  renanl 
with  ('(juanimity  the  pres«'nt  situation  of  the  taxation  of  land  in 
tlie  United  States,  as  c<mii)ared  with  that  of  the  rest  of  tin 
world. 

In  the  third  place,  so  far  as  inheritance  taxes  are  concerned, 
the  United  States  is  rapidly  api)roachinK  the  practice  thai  i- 
found  abroad.  In  some  of  our  more  progressive  .\meri(:iii 
stall's  this  form  of  taxation  has  already  la-en  well  (leveloi)cd;  in 
others  the  movement  is  well  under  way,  so  that  hen-  also  no 
esjK'cial  lesson  need  be  emphasized. 

It  is  on  the  two  remaining  l)oints  that  the  chief  empliaM~ 
is  to  belaid.  Income  taxation  in  the  United  States  is  only  in  tin 
very  first  stages  of  deveh)pment.  What  has  been  succcsslullv 
accomplislied  in  Knulaiid,  in  Ciermany  and  in  Au.stralasia,  i>.  hn 
the  most  part,  only  in  the  stage  of  discussion  in  the  Uiiitol 
States.  .\  study  of  the  recent  reforms  of  taxation  in  the  n-t  i<\ 
the  world  c;imiot  fail  to  compel  the  conclusion  that  the  in  ir 
future  has  in  store  for  the  United  States  some  form  of  incoim 
taxation. 

Finally,  and  above  all,  we  are  led  to  the  conclusicm  that  I'T 
the  next  few  decades  in  the  United  States  the  most  pressiuR  (iu>  - 
tion  is  to  be  that  of  the  relations  of  federal,  state  and  local  fi- 
nance. Scarcely  a  single  problem  ccmnected  with  the  more  im- 
l)ortant  direct  taxes  can  be  attacked,  with  any  hoi)e  of  succo-lul 
solution,  without  a  con.-^ith'ratiim  of  these  important  relation- 
Th.-it  Ungland,  <;ermauy  and  .Vustralasia  should  all  of  thcin  l. 
(icvotinu;  so  much  attention  to  this  s<'ries  of  (piestions  i-  i 
-itmificant  -iim  of  the  times,  and  from  the  discussions  caninl 
on  and  ctmclusions  arrived  at  in  these  and  other  foreign  countrn  - 
wr  may  hoiM'  to  gain  some  light  as  to  the  disposition  to  be  ini'l' 
in  the  not  distant  future,  of  the  income  tax,  the  inticrilnn" 
tax  and  the  corixjration  lax  in  the  United  States.  Tiie  ccoiio?ni 
forces  which  are  ni.iking  the  whole  worlil  akin  are  everywlnri  n - 
flui'iicing  taxation.  With  the  increasing  similarity  in  the  "•; - 
iliMoii-  of  economic  life,  it  is  not  imreasonable  to  expect  gn  ,it.  i 
,orre>pondence  in  the  fiscal  systems. 
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In  some  respects  the  most  siKiiifi<"iiit  tact  (d'  the  recent  de- 
velopment of  ecoiiuiiiic  tlioufjlit  is  its  urowin^  international 
i!'.;iracter.  Not  only  does  tlie  moiierti  economist  find  it  neees- 
>ary  to  draw  liis  facts  from  a  wider  field  than  that  of  his  own 
country;  Imt  if  he  desires  to  keej)  alireast  of  the  advances  in  the- 
ory he  also  finds  it  inciimhent  on  him  to  read  many  lann'ianes 
and  to  note  the  movements  in  widely  distant  countrie.-..  In  no 
domain  is  tliis  more  true  than  in  the  science  of  finance.  In  the 
followinn  pajjes  an  attempt  will  he  mafic  to  run  hurriedly  ovi  r 
the  productions  of  the  period  from  ISS.")  to  I'.MK)  and  in  a  general 
way  to  outline  their  value  to  the  lluKlish-speaking  stutlent. 


f^ 


I.  (Icrtniiinj 

There  are  two  methods  of  writiiiR  economic  works.  One  is 
cocntially  historical  an<l  deseri|)tive,  >iivin)i;  an  account  of  the 
past  and  of  the  actual  state  of  leni>lation  and  of  methods,  and 
attempting  to  draw  therefrom  a  statement  of  the  underlying 
lirinciples;  the  other  is  primarily  al)stract  an<l  <le<luctive,  making 
little  use  of  history  and  of  facts,  hut  endeavoring  to  reach  con- 
ijusions  from  well-<lefined  principles.  The  modern  (Ji'rman 
writers  on  the  science  of  finance  had  for  some  time  devoted 
themselves  almost  exclu^ivelv  to  the  first  method;  hut  more 
recently  ;»  partial  revul>ion  of  feeling  wa>  indicatetl  hy  the 
appearance  of  >ever:d  works  which  attempted  to  avoid  theexag- 
K'Tations  of  the  ex'  icme  hi>lorical  >chool.  \\.Ui\  to  take  refuge  once 
aiiain  in  purely  theoretic  disi  ii»ion.  I'or  ( Icrmany,  thi.-  was  a 
-al  it,ir\  reai  lion.  hec.iUM'  of  the  comparative  discredit  into 
v\liich  pure  theor.\'  had  f.illeli. 

7V;.  Ihiriilhiiiik  (if  till  Sen  iifi  i,f  /■'jhiihi'i  hy  Profosor  I'm- 
I'li  iihacli  '  i-.  >tri<'tly  spcakiiifi.  imt   a   new    work.     Rut  as  th<> 

i.ilnliKili  'III-  t'iii(i>i:>fis.-<i  ii-iihai:  \iiii  1  )i  Kill  I  iiiplciiliacli,  (i.  ii. 
1'-'  1.  >~(i|- ilil  .■^l,i;il'<\\i>.<ii-.i-li.ittiii  all  ill  r  I  iii\ii-ii.,i  Kipiiiy-lHii;.  Zwcilc 
\  .Haii'       SliillLarl,  ISST 
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first  edition  appcan-d  wcll-iiiKti  li!>lf  ;i  (•■ntury  ago,  ami  ,i~ 
sonic  notal)lc  adililioiis  liavr  l)c»n  made  to  tlw  |)n-scnt  volimu 
it  may  be  tlisciisstd  as  practically  a  new  piii)lication.  Tlic  tiist 
cilition  was  published  just  before  the  current  toward  histtirii  al 
economics  hail  set  in  strongly;  the  second  edition  appeared  jii-t 
after  the  tide  has  Ixprn  to  ei»l).  There  are  hen<e  almo>t  \u< 
vestiges  of  the  inductive  trcalineiit.  In  fact,  the  strong  point - 
of  the  work  are  the  rigor  of  the  theoretic  discussions  and  the 
I)recision  of  the  delinitions. 

The  general  lone  of  the  hook  is  conservative.  The  autimr 
opposes  the  further  industrial  activity  (if  the  state,  even  in  mu  h 
domains  as  that  of  railroads;  he  has  nothing  hut  ri(li<uli'  li  r 
the  idea  of  the  income  tax  in  practical  life;  he  declares  that  tin 
(piestion  of  progres>ion  does  not  belong  to  the  science  of  tiiiaiK  c 
at  all,  because  it  involves  comnnmistic  changes  of  propcii\. 
These  contentions  are  interesting  as  giving  the  work  the  char.ii- 
teristics  of  the  contemporary  French  rather  than  of  the  modem 
(ierman  authorities.  .Vs  ;i  matter  of  fact,  they  exerted  no  iii- 
tluence  on  ( i^Tmaii  practice. 

A  more  important  jjoiiit  in  I'mpfenbach's  book  is  inctluMJ- 
ology.  The  conunon  division  of  public  revenues  by  Krcinh 
writers  like  l.iruy-He.iurH'U  is  into  domains,  industrial  uiuii!- 
takings  and  taxes,  curresponding  to  .\<I.Mm  Smith's  old  divi-iMn 
into  revenue  from  ])ublic  lands,  from  public  stock  and  from  taM  -. 
The  (lerman  writers,  on  the  other  hand,  early  saw  this  divi-ion 
to  be  inadeciuate  and,  as  we  know,  adiled  another  category.  In-. 
The  exact  definition  of  fees,  however,  has  alw.'iys  been  a  inui.tid 
point;  and  few  writers  agree  exactly  on  the  distinction  iietun  ii 
fees  and  taxes,  rmpfenbach  defines  fe(  s  as  "s])ecial  iiayim ni- 
for  the  cost  of  a  financial  Iransiction.  in  so  far  .as  it  is  ncco-ary 
for  political  purposes.  ;ind  in  so  tar  a-  theexi)enses  surpa»  th'-r 
which  it  would  I'c  iM'rmi>sible  to  l.iy  on  the  comnumity  .a-  -urh  ' 
l*;i->ing  over  the  minor  infelicities  of  expressi(Hi,  we  nia,\  - 1\ 
that  at  all  events  it  c()nvey>  a  preci>e  meaning. 

Mad  I'mpfenbach  re-ted  here,  his  book  would  have  niidrn.l 
a  substantial  -ervice  to  the  clearing  up  of  iileas.  Hut  lie  .ni'K 
to  his  three  catcg(iric>  nt  tee-,  taxes  and  domains  :i  f<iurtli  ■  ■'■  - 
gory  of  fiscal  lor  lucrative)  prenigat  i\ cs.  whirh  are  dctiiir.l  i- 
■'conijnil-iiiiix'  ri  -t  rvcd,  evilu-i\e  rijilits  (if  the  st.atc  (i\ir  ■;•  - 
!ic(|  kiii'l-  of  property  r'iLdit-."  The  fnuiidainiii  (i!  'lii-  tmii'ii 
catcgdry  is  to  be  fnund  in  tiie  media-v.al  /■<(/')/'</,■  but  I  mi'i'" 
bach   makes  it   now  include  such   widcK    diverse  riMini.  - 
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till-  ;n>1I  tax,  tiixrs  on  coinmiiiiication,  on  the  traiisfir  of  proi)- 
crtj',  on  li'nacirs  ami  successions,  icvcnnc  from  trciisurc-lrovc, 
from  mines,  salt,  tobacco,  spirits  and  i)ank  mono|)olies,  and 
finally  from  licenses.  Ih;  lays  great  emphasis  on  this  divi- 
sion; in  fact,  it  is  the  thread  which  runs  through  the  whole  work. 
Hut  the  only  result  of  its  a<lopti()n  would  l>e  undue  restriction 
of  the  field  of  taxation,  and  an  increased  confusion  as  to  the 
exact  nature  of  taxes.  \\  hat  he  gains  hy  the  separation  of  fees 
from  taxes,  he  loses  hy  the  separation  of  taxi's  from  fiscal  prt  rel- 
atives. His  melhodologic.il  explan.ition  will  not,  on  the  whole, 
commend  itself  to  students  of  finai\ce. 

Mui'h  the  same  class  of  (|Uestions  is  treated  hy  Professor 
Neumann  in  his  wurk  entitled  Tiisiition.^  Neumann  is  well 
known  as  one  of  the  promineiit  modern  writers  on  finance.  His 
l)ook  on  l)iv  pnKjrisxiii  EiiihoiiniDnsli inr  remains  one  of  the 
liest  works  on  that  knotty  suliject;  and  in  that,  as  in  all  his 
tings,  is  to  he  found  a  rich  fund  of  historical  and 


earner  wn 


-tatistical  information.    In  this  newer  work,  however.  N;  umann 
lias  undertaken  to  anah  ze  in  detail  the  nature  of  taxation.    'I'l 


le 


first  volume,  the  only  one  th.at  has  yet  appeared,  is  introductory 
,inil   to  a  great   extent   methodological        Ihi'  twelve  clia])t(,rs 


treat  mainly  of  four  topic; 


<ilicafion  of  public  revenui  s. 


fees  ;'r;-.s//.s  tav<  ■;,  iiic  jirincipleof  public  interest,  and  direct  n  if 
indirect  taxes.  In  the  discussion  of  these  |)oints  the  author 
>liows  great  acuteness  and  dialectic  skill;  yet  three  criticisms 
can  be  made.  The  discussion  is  too  minute,  and  often  borders 
on  the  wearisome;  the  style  is  anything  but  clear;  and  the  con- 
clusions are  not  advanced  with  the  necessary  ])recision. 

.\fter  criticising  the  usual  metluxl  of  classification,  Neumann 
defines  fees  as  jjayments  for  special  services  of  the  state  or  the 
iiiinmunity,  so  far,  but  oidy  so  far,  .-is  the  public  interest  is 
involved.  This  would  include  the  tolls  of  roads,  canals,  railways 
.ind  telegraphs,  but  would  ex<'lude  the  revenues  from  fis<'al  tm- 
iiopolies.  He  devoti's  over  two  hundre(l  pages  to  thi' dis<-ussi(iii 
'if  public  interest,  .intl  finally  defines  it.  but  in  so  characteristic 
.1  manner  that  it  mu>t  be  given  in  the  original: — 

0('lTeiitlichc>  liiicn>s(    iiii  i ulijrctiNcrO  iiimrcn  Siiinc  ist  ciii  auf 
M  ii-clilidic  IImikIIuiiiiiii  i..icr  Wcikr  lii'/imli<'lie-  bitcrcssc  voii  Zidcii 
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hii    Si,:,.  I::^Iii    limi'l       l>u    Sh  •,,  r    hiiJ   'ht.^    I  )lji  iilliilii    hilirii.tr. 

.    I   .•'•••>„    ■  ,.,,,1  iih,r  .to>  V.  ,  ..  I,  ■l.r  SI,  •i.r  iihil  -li,   (,li,  ,i,  nihi/  ,1,  r  Sl,lll!.■^- 
■  <  i,  mi  i  ml, -1:  ■ '•iidhiiKii.    \iirili    .).  Niiiiri:iriii      l,ii|>zin,  lvs7. 
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U  \i.n  <>|>li  rii  iiiiili  licrixclu'iKlir  Aiiimliinc  (icriTlitftTtint  iM. 


h  otlitr  wor.N.  two  liiiiidnd  |iaui>  arc  «ii-vott<l  to  ])roviii>t  thai 
ihlic  iiittrot  is  an  int.  rest  of  .-uch  ini|Mirtan»c  as  to  jnstit\ 
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ihr  part  of  t!if  iiidiv  itiual."      Tliis  nuKlit  siir 


i  with 


a  >acriiii'<'  on 

have  lif<n  shown  in  h^ss  than  two  hundntl  |)an(s,  and  wiIIkmiI 
the  I'orniitlal'lf  array  oi'  prools  ;inii  conntcr-proofs,  of  i  xrcptioii- 
.inti  -ulMXiTptions.  wliit  h  fairly  crowd  the  i>ook  ami  lu'wildrr 
tlic  n  adiT.  'I"ti  1m'  ovir-i'Xai  I  i-  oftt  ii  as  ^rrat  a  mistake  as  lo 
!»■  -upcrlicial.  for  ciilur  «\(«->  is  apt    to  rrsnit   in  confusion. 

Much  iM'lttr  i>  his  di>cus>ion  of  the  four  inclhixls  of  ( lassii'v  inu 
direct  and  ijiiiireci  ta\(s.  Neumann  tinaliy  aiiio  hiins(  h'  to 
I'arieu's  method,  makinu  liie  distinction  de|Mnd  on  the  pernin- 
neiice  or  peri.«hcity  of  thi'  act.  Other  |)arls  of  the  Ixiok  al-o 
will  prove  >unK(  stive,  as.  I'or  insi.uuf,  hi»  discus.-ioii  of  the  rel:i- 
tion  Letween  taxe>  and  price>;  liut  it  nuuht  well  have  heen  hoili  d 
down  to  one-lifth  of  it-  prc.-ent  compa.vs.  (iuestion->  of  ineilii.- 
dolony  are  not  the  all-ali-oil)in>j  ones. 

Tlie  >anie  criticism  can  i  erl.unly  not  be  ui^ed  in  the  c:i>e  ol 
the  new  volume  of  WauntrV  Sii(  nn  of  i'lmina.^  The  hii 
volumes  of  this  ureal  work  are  familiar  to  all  students.  W  .lun,  i 
-tarted  out  ovir  three  (leciides  :mo  with  the  idea  of  puhli-hmu 
a  neu  edition  of  Hau's  finance,  l.ut  soon  found  his  <iitTereiic. - 
from  l{au  to  be  so  ureal  a-  to  call  for  a  new  cieation.  in-te.id  m 
a  new  edition.  The  tir-t  two  volumes  of  the  work  appeared  .\'  ;ir- 
;t>ro  the  -econd  in  l>>^lt.  This  third  volume  deal-  not  with 
general  theory,  but  with  special  (luestions  in  the  lii-toiy  ainl 
practice  of  ta.xation.  rnfortunately  \V;ijiner's  plan  wn-  -> 
com|)relien.-ive,  and  his  method  so  laodm-tiveof  repetition.  ,1-  o 
make  the  -omphtion  of  the  work  doubtful.  In  fact  ;i-  it  pi. 
(;res.-ed.  W  .inner  eiitereil  into  colli  iimally  greater  details  whuli 
would  havi  been  in  i)laceonl,\'  in  a  cycloi)edia.  The  ( on-eiiiicn. . 
is  that  it  has  taken  him  I'  n  yeais  to  write  the  third  v<iliiii 
and  that  he  ha-  been  able  to  di-cu-s  the  pre-(  nl  colM'ilioli  ■  • 
Krrnch  ami  linulish  taxation  only.  Wanner  himself  -eciii-  i- 
h;ive  tired  of  this  minute  mc  tliod  ;inil  now  intimati-  that  he  (  ■•■ 

l-',i,(iii:iri.<^rii.-rl'i,fi.      \'i.n    .\<!iill'    \\mi:iiit.      Driticr    'I'liiil:    .•</>.■' 
.v.     ■rUhn.       I  thir.-^iihl  ill  r  Sh  III  ri/' .■<rhii-liti    inililii/i  n  r  Sliiiili  li  nful /.' ''■■ 
I,,       /•'„,/.     ,lis     l>      .liihihiii'lirl-.      hii     lii-^li 'iiniiiii    ./l.^     ;"'     Jahihuir!. 
l-'.nil,  ,1'iiiij:    Hnlisihi     uiifl  fiiiii-d^i-'rl,,     Hi. -.Il  III  run;.       I..'i|i/i>;.    Iss^l.       Ii 
lirM  p.iii  nf  till-,  njiirli  .■nlarcid,  a|i]M  r.n.l  In  .1  sicoini  cliiioii  in  PUUuini  1 
thf  I:itilc  iif  Sh  'iinii.^rhirhli   nil):    Mil  rl  Hill  hi.-i  :'ir  t.i  i/iiiinirl . 
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scarcely  forcTc  the  time  ulini  '.lie  work  will  he  fiiii>lie(l.  This 
is  the  mure  to  l)e  regretted  l>ec.iiis<'  the  systems  of  Fniiice  :in(l  of 
!']iik1:iii<1  hfive  .ilreiuly  Ixtn  iii:t(le  f:iiniliar  to  us  liy  other  k<><mI 
|)iil>lietitiiiiH,  while  the  ciinilitioii  of  the  reiiiiuiiiiiK  eoiintries. 
which  he  h,is  not  yet  fully  treated,  is  far  from  luiiiK  e<iiiiilly 
well  known.'  'l  i>  to  he  hoped  that  the  work  will  not  he  left  a 
torso.  The  pri'-ent  volume  retpiires  no  e>|ieeial  commentary 
heyund  the  .-l.ilctnent  tli.it  in  all  his  detail-  of  the  history  and 
practice  of  ta\  lion,  :i-  \m  !1  as  in  his  general  summaries  of  the 
French  .and  Ijinlish  systems,  W.inner  rem.iins  true  ti>  the  ideas 
;!d\ance<l  in  lli'  former  volumes, 
the  demands  of  \\h;t  he  calls  the 


lie  h 


ontinuallv  in  mind 


-I'cio-politic.al  principle; 


the 


rinciplcs  whel,  liv  the  government  i»  looked  up  to  .as  the  icnu 
it"r  of  the  distriliuliipii  uf  wealth.  ,ind  l;i.\;itinn  i>  re^jarded  a 


lU  engine  to  rei 


In.-. 


ill!  «|U,alilie-  of  fortune 


Mud 


1  a-  we  luav 


ili-scnt  from  the  fundamental  points  of  \\.imnr'-  general  posi- 


tion. It   mu 


w 


-t  I 


•e  concided  t  h.it    he  has  (|( 


■velopcd  his  doctriii 


ilh  consummate  keeniu-s  ;ind  |)henomen;il  li.arnin^.  and  that 
his  Scii  nci  (if  I'iiiniii-i  .  e\c!i  thoiitih  incomplete,  still  stanils  at 
the  heat  I  of  (iii.-iiK  iai  lileniture  for  the  sufinesti\enessof  its  views 
.111(1  the  we.iltli  of  its  contents. 
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itirelv  dilTerent  method.     It   forms  th 


constructed   ol 
•olid  \ 


I  an 


olunie  of  till 


t^'iieral    >.i  l(tii   uf   I'uliticiil    Knininin/,   the   opcliinn    volume   of 


■  liich  was  puMishcd  se\cr;il  years  licl'i 
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r  a  Kciicnd  intro 


diiction  on  the  nature  and  hi-toiy  of  tlic  science  of  finance,  the 
lir-t  hook  treats  of  the  es-cnce  of  )io\trnment  economy  or  of  the 
piihlic  household.  <lealin(i  with  puhlic  functions,  piihlic  expendi- 
ture-, the  history  an<l  development  of  puhlic  revenue,  .and  the 
hudjjet.     The  second  liook  discusses  the  princi]>les.  hi-tory  and 

K'tual  -ystenis  of  tax.ation.  The  third  hook  i-  (hvoted  to  ,i 
preseiit.ation  of  (lermaii  ta.x.atioii.  I'inall.\',  a  fourth  hook  treats 
lif  puhlic  credit. 

The  chief  interest  of  till'  work  lies  ill  the  first  hook  .and  in  tlii' 
iil-t  chapter  of  the  secnlid  iiook.     The  lem.ainder  ot   i  he  \oiuine 

~  always  intere-tiny:.  a-  are  all  ol  (  ohn's  wrilititr-,  hi!t  it  contains 

' 'I'tic  fourlli  Miluiiie.  (IcMiti'd  111  till'  ill  hiiU  111'  ( Irriiiall  taXMlinli,  :iii- 
I"    ii.    i  ill  Umi  pMll-  III   |S!«l,lllli  I'.HII, 

'  Systi  HI  ill  r  /''//cr'!, -«■/,-.(  iiv, ■//,)/■/,  I:,ii  l.iyilnirli  fur  .<l nilii  n  iiilf.  \  ni\ 
•  'U-laV  Ciiliii,  e|i|  I'n  f  ilif  .S|;i:ii>«i»riiM-li:i!'iin  ;iti  iliT  l'iii\  rr-iliil  ( iiil- 
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nothing  that  can  U-  calli'd  a  real  contribution  to  financial  scionop. 
He  is  indeed,  through  his  intimate  acquaintance  with  Swiss 
financial  nictliods,  often  (>nal)ied  to  illustrate  certain  principles 
more  succ(>ssfully  than  any  of  his  jiredecessors,  hut  in  the  main 
he  follows  the  rather  cons«'rvative  lines  of  accepted  views.  The 
hook  on  German  taxation  gives  an  excellent  picture  of  the  pres- 
ent situation,  hut  is  omitted  in  the  translation.  The  chapters 
on  public  credit  contain  an  admirable  historical  survey,  but  in 
matter  of  principle  do  not  afford  anything  which  cannot  lie 
found  at  least  eciually  well  said  in  Professor  Adams'  work. 

It  is  otherwise  with  the  discussion  of  the  general  princi- 
ples of  finance;  for  (,'ohn's  treatment  of  the  various  kinds  of 
pul>lic  contributions  marks  a  distinct  advance.  His  classi- 
fication of  put)lic  revenues,  although  not  completely  satis- 
factory, is  based  upon  an  analysis  of  comparative  private  and 
public  benefits,  and  is  elucidated  by  some  suggestive  remarks. 
His  description  of  the  liistorical  development  of  public  econ- 
omy is  clearer  than  that  of  Roschcr,  and  traces  the  chief  lines 
of  development  wit  h  a  master-hand.  His  short  discussion  of  t  he 
principles  of  local  finance  is  especially  welcome  when  compared 
to  the  laborious  and  confused  chapters  to  be  found  in  other 
treatises. 

Most  striking  is  his  treatment  of  the  equities  of  taxation. 
Cohn  shows  that  just  as  the  accepted  ideas  of  ju.stice  are  a 
prodiict  of  historical  evolution,  so  the  conception  of  just  taxa- 
tion has  assumed  a  different  form  in  every  stage  of  human 
progress.  He  gives  a  sketch  of  the  ditTerent  ideas  that  swayed 
the  public  mind  at  various  epochs,  and  then  devotes  himself 
in  particular  to  a  consideration  of  progressive  taxation.  The 
result  of  the  discussion  is  the  adoption  of  the  principle  of  pro- 
gression, not  for  \Vagn(>r's  socio-political  reasons,  but  simi)ly 
because  under  nuxlern  conditions  proportional  taxation  im 
longer  corrcs[)onds  to  taxable  capacity.  Cohn  seeks  to  define 
and  to  limit  the  principles  of  progression,  and  in  connection  with 
this  gives  a  good  history  of  the  doctrine  of  the  '•minimum  <>f 
subsistence." 

Weak  points  are  not  lacking  as,  for  instance,  in  his  t\\<- 
cussion  of  the  incidence  of  ta.xation.  Here,  as  in  many  otlur 
places,  Cohn  conceals  the  difficulties  of  the  problem  by  \\>>' 
brilliancy  of  his  style.  .\s  this  brilliancy  is  entirely  absent 
in  tlie  translation,  the  work  has  by  no  means  received  so  fav(  r- 
;!b!e  .•!  recention  in.  it>;  I'aisrlish  dress  !is  it  did  in  the  original.    It 
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will  have  served  our  purpose,  however,  to  call  attention  to  the 
points  in  which  ("ohn's  l)ook  marks  an  advance  on  its  j)re(lo- 
ccssors.  Wasiior,  Hoscher  and  Cohn  supplement  one  another. 
Wagner  is  more  radical  and  audacious  in  his  suti^,ostions  and 
illustrates  his  theories  hy  a  wealth  of  statistical  material; 
Roscher  is  weak  in  theory  l)Ut  strong  in  history;  Cohn  seeks 
to  keep  the  golden  mean.  Cohn's  Financr  is  sujx^rior  to  all 
others  in  two  respects, — in  clearness  of  style  and  in  philosoi)hic 
breadth  of  view.  We  welcome  this  new  accession  to  economic 
literature  as  one  of  the  most  important  works  of  the  decade,  but 
very  much  fear  that  it  will  help  the  American  student  to  only 
.  slight  extent. 

A  more  recent  text -took  is  by  Dr.  \'ocke.  As  this  is,  however, 
in  some  respects  simply  the  elaboration  of  an  earlier  work, 
we  shall  devote  a  few  words  to  its  predecessor.  In  this  former 
work,  entitled  ('(mtrihutioitu,  Impoxis  ami  Taxc>^,^  Dr.  Vocke 
treats  the  subjt>ct  in  a  somewhat  jXH'uliar  way.  .\fter  ha.ving 
won  his  spurs  after  half  a  century  ago  by  his  HiMonj  of 
Kniilish  Taxation,  at  that  time  the  most  meritorious  work  on 
the  topic,  the  venerable  doctor  h.ere  attempts  to  find  the  moral 
biusis  and  relative  justification  of  the  various  taxes.  The  prot)- 
lem  which  he  sets  out  to  .solve  is  that  of  the  exact  difference  be- 
tween direct  and  indirect  taxation;  and  the  conclusion  to  which 
he  comes  is  at  all  events  novel.  In  an  introductory  book  lie 
traces  the  literary  doctrine  of  the  l)asis  of  taxation  in  general, 
and  divides  the  authors  into  three  schools:  the  representatives 
(if  the  ('(mtract  or  protection  doctrine,  including  most  of  the 
earlie>*  I'^nglish  and  French  works;  the  group  which  emiihasizes 
the  sovereign  nature  of  the  state  and  the  duties  of  tlie  subject, 
but  without  any  deeper  historical  insight;  and  fintilly  the  socio- 
political writers,  who  like  Held,  Schiiffle  and  Wagner,  attribute 
to  the  state  a  compensatory  duty  in  taxing  away  ine(iualities  of 
fortune.      Vocke  strongly  objects  to  the   latter  as   involving 


a  ( 


;  socialistic  tendencv,  and  asserts  that  sacli  c 
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ingerous 

ions  do  not  at  all  appertain  to  the  science  of  finance.    Neither 
these  schools,  however,  nor  in  the  works  of  the  "independent" 


writers,  like  Neumann,  Stein  and  Roscher,  does  he  find  an  answer 
to  the  great  (juestion:  What  is  the  ethical  l)asis  of  ilirect,  as 
compared  with  indirect,  taxation? 

'  Die  Ahgiihen,  Auflagcn  iinil  ilir  ■'^tfiirr,  mm  i'^tnmJpunkte  tier  Cc.ichichte 
un't  iler  Silllichheil.  Von  Dr.  Wilhelin  Vocke,  gi'lieimor  Oborri'clinuntjsrat. 
.^tiittKiirt,  1887. 
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An  answer,  lie  tliinks,  is  possildo  only  throuph  a  study  of  \\\<- 
toiicaldcvclopinciit.  With  cliaractcristic  (iennaii  tlioroujihiics-;, 
l)ut  with  wiiat  seems  vinnecessary  detail,  Vocke  l)epns  with 
a  psychologieal  analysis  of  the  iTidividiial  and  traces  the  evolu- 
tion of  his  economic  condition  and  (lualities  throiifih  the  family 
and  trihe  to  the  state.  In  the  patriarchal  staae.  as  in  the  family, 
the  contributions  of  the  individvial  to  the  supi)ort  of  the  whole 
are  compulsory,  universal  and  jjroportional  to  projjcrty.  In 
the  feudal  state  the  contributions  of  the  vassal  take  the  slKipr 
of  personal  services  and  of  payments  in  kind,  afterwards  in- 
verted into  money  payments.  Then  befjin  the  customs  am' 
duties,  the  fees  and  tolls,  the  excises  or  evil  duties  (nuild  lolnl). 
all  of  which  rest  primarily  upon  ])ower — ujion  the  imin-rious 
necessities  of  the  overlord.  The  lesjal  basis  is  the  princely 
prerofiative,  the  in,  peri  inn:  in  other  words,  tiaked  force,  (iuitc 
different  fnmi  these  verit.able  impositions  are  th(>  taxes  i)ropcr. 
Beginning  as  the  trimnUi  ncccssitas,  aids  and  contributiims.  they 
soon  develop  into  poll,  iirojierty.  and  finally  inio  profit  taxes. 
These  ta.xes.  ])roperly  >o  called,  rest  on  voluntary  contributions, 
not  on  mere  fon  e;  they  are  \miv<'rsal.  not  special;  their  staiulard 
is  personal  ability,  not  mere  exiiediency.  In  the  tax  there  is  a 
moral  (luality,  in  the  customs  and  excises  there  is  none. 

This  is  the  keynote  of  Vocke's  book.  The  tax  i)roper  in 
its  historical  genesis  is  the  direct  tax,  and  c(mnotes  certain 
ethical  ideas;  the  indirect  taxes  ar(>  properly  not  taxes  at  all, 
but  imposts,  and  carry  with  them  no  moral  im])lication.  He 
makes  a  careful  study  of  the  development  of  indirect  taxation 
in  the  next  i)olitical  form  the  absolute  monarchy;  and  he 
shows  how  and  why  the  basis  of  direct  taxation  was  channvil 
from  proixTty  to  product.  The  remaining  two-thirds  of  the 
work  are  devoted  to  a  consideration  of  taxation  in  the  actual 
or  constituti(mal  state.  H(>  concludes  that  the  correct  i)oiut 
of  view  has  been  won,  and  that  future  reform  must  proceed  in 
the  i)ath  of  elaborating  the  direct  taxes  anil  of  curtailing  the 
indirect  taxes. 

Vocke's  book  may  bo  termed  a  study  in  the  i)hilosophy  "t 
t.'.xation.  It  contains  no  figures,  and  but  few  facts.  Tin' 
author's  contention  as  to  indirect  taxation  may  be  met  by 
the  rcllection  that  justice  cannot  be  the  sole  maxim  of  tax.i- 
tion;  for  the  chief  inactical  consideration  is  to  balance  the 
budget,   and   some   taxes   which   are   techni  ,ally  just    may   'c 

prartir;il!y  iUircniUUrrat  1  Vr  aud  tlierefoH'  un-ervic<';tb!'-.      More- 
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ovor,  Vockc  fails  to  ixTccivc  that  tlicrc  arc  various  kinds  of 
indirect  taxes,  and  that  many  of  tlip  iniiierfcctions  of  the  oUlor 
systems  are  removaiile.  Yet,  on  tlie  whole,  he  will  serve  as  a 
useful  antidote  to  such  llimsy  thinkers  as  McCulloch,  who  ex- 
erted so  considerable  ;in  influence  on  Knjjlish  views  on  taxation. 

In  his  lat(T  hook  entitled  77/c  Kltmints  of  the  Science  of  /•'/- 
nanee.^  which  constitutes  the  second  volume  of  Frankenstein's 
Uanil-  i,N(l  Lchrhuch  ihr  SlniitswisMusclidJten.  Dr.  Vocke  de- 
votes himself  to  the  discus-ion  of  fjeneral  princii)les.  It  is  ;i 
relief,  after  the  huse  ;md  many-volumed  (Jerman  works  on 
the  subject,  to  find  the  science  here  treated  as  a  whole  and  in 
so  eomi)act  a  form.  In  other  respects,  also.  Dr.  Vocke's  work 
differs  from  most  of  its  ( lerman  predecessors.  It  contains 
almost  no  r<•fe^el.;"•^  t"  literature  and  it  is  written  in  a  style 
calcuhited  to  interest  th'  averat!;e  layman.  But  to  those  ac- 
(juainted  with  the  work  j  ist  discussed,  the  present  volume  will 
not  bring  much  tliat  is  new. 

IIen>,  as  before,  he  lo(  ks  upon  financial  history  simply  as 
the  medium  of  brucnif;  out  more  and  more  (•le;\rly  with  every 
generation  the  idea  of  faculty.  Here,  as  before,  he  confines  the 
term  tax  to  direct  taxation  and  eliminates  from  the  whole  field 
of   compulsory   reventie   the   so-called    Vediranchxaujlnqen,   or 


indirect   taxes  (m   consumption. 


His   whole   classification   of 


revenues  is  very  confusing.    <  )n  tlio  one  hand  he  puts  the  private 
onomic  revenues,  bv  which  he  understands  those  fnmi  the 


pu 


blic  (kmiain  and  from  the  jirerogatives 


well  as  from  in- 


dustrial undertakings:  on  the  other  hand  he  puts  the  comijulscry 
r(>venues,  divided  into  fees,  payments  for  transactions  ( V(  rkdirs- 
iihiinbcn)  and  taxes.     Between  th(>se  he  puts  another  category, 
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this  is,  and  how  little  Dr.   Vocke  has  profited  by  recent   dis- 


ussuin 


both  at  home  and  abroad. 


\\  the  same  time,  in  his  treatment  of  taxation  we  find  many 
good  ))oints,  such  as  his  examination  of  the  place  where  a  tax 
<iMuht  to  be  paid,  involvinj;;  some  of  the  difficult  (luestioiis  of 
doulile  taxation.     A  valuable  feature  of  the  book  is  the  dis- 

ssion  of  the  norm  of  taxation  and  the  measure  of  faculty. 
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hich  h(>  treats  successively  of  property,  product  and  income. 
'  Dii'   <lniti(hwjc   ikr    Fiii<i/t:ich.-<enschiift.      Von    Dr.    Williclni    Vockc. 
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Undue  stress  seems  to  he  hiiil  on  the  second  of  tliese,  althouKli 
the  autlior  cleverly  exposes  some  of  the  exagperatums  of  iiis 
predecessors.  Most  of  the  hook  is  of  interest  chieHy  to  Ciermans; 
hut  as  there  are  certain  hroad  traits  of  industrial  developments 
common  lo  all  countries,  students  of  American  and  English 
finance  will  lind  in  Dr.  Voeke's  volume  many  hints  which  can  he 
fruitfully  api)lie<l  to  cimditions  at  home.  The  hihliography, 
especially  as  regards  foreign  literat\ire.  is  weak.  The  Ixtok  can, 
nevertheless,  he  recommended,  with  important  reservations,  to 
a<lvanced  students. 

We  come  finally  to  the  two  volumes  hy  the  distinguished 
South  (Jerman  statesman  and  scholar,  Dr.  Scliiiffle,  known  to 
all  students  of  fiscal  prohlems  since  the  appearance  in  ISSO 
of  his  important  work  on  Die  (irumlsatze  (hr  Struerpolitik.' 
Of  his  other  eontrihutions  to  social  and  political  science  it  is 
not  necessary  to  speak,  furtlu"  than  to  say  that  in  many  field> 
of  scientific  as  well  as  of  political  activity  he  must  he  classed 
among  the  foremost  writers  and  administrators  on  the  Euro- 
pean continent.  His  two  latest  volumes  quite  maintain  his 
great  reputation:  they  are  exact,  incisive,  clear  and  up  to  date: 
and  for  the  advanci^d  student  they  present  many  points  of 
vi(nv  worthy  of  consideration.  Yet,  when  the  works  are  care- 
fully analyzed,  it  will  he  found  that  most  of  the  fimdatnentai 
ideas  are  already  contained,  although,  of  course,  in  less  system- 
atic form,  in  the  earlier  work  of  1880;  and,  to  the  average 
Anglo-Saxon  reader,  tlie  disailvantages  of  the  scheme  of  de- 
voting two  large  volumes  to  the  general  and  the  sjiecial  i)art 
of  taxation  will  he  nion-  ai)i)arent  than  the  advantages.  The 
C.ermans  love  to  he  "(jrUnilUch"  at  all  costs,  and  to  devote 
a  great  deal  of  s|)ace  in  their  scientific  treatises  to  what  im- 
presses the  practical  man  as  savoring  a  little  of  metai)hy>ic-: 
and  this  w(>  see  esjiecially  in  the  general  part  of  Dr.  Schafll* '- 
work.  Another  W(>akness  of  the  work  is  inseparahle  fmiii 
the  method  of  treatment.  The  second  volume,  or  special  part, 
really  (l(>pends,  in  many  of  the  chief  divisions,  upon  the  di- 
cussion  of  the  more  fundamental  prohlems  in  the  first  part. 
.\s  a  conse(iuence  we  have  a  large  amount  of  repetition.    Mo-t 

'  Dr.  .Mbcrt  ScliiifTlc,  l)ir  Slcnrrii:  Alhiaiieinrr  Theil.  {Unnd-nnd  I.ihr- 
hni-li  lUr  Slii(il.<iriss<'iiyi  hiijltit.  II.  .ViIIhUhikj:  FitKinzwi^t'inschiiJt.  :'.  Ii'i','1  ■ 
l.ci|)zin.  \S'X,.  Dif  Sliiiirii:  liv^oinlrnr  Thiil.  Von  Dr.  .MlxTt  ,<clulll!«' 
•  lliiml-  mill  Ltlirhnrh  lUr  St<i(il.iiris-sri(,irh(ift<'ii.  II.  Ablhcihinij:  Fiii""' 
ni.-<.-.i-ii.-irhiifl   ■>    liiiiiil.i     Li-ijjziji,  lS*,.i7. 
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multTs  will  tlicrctorc  find  llif  second  voliiinc  wliicli  con- 
tains in  conipn'sscd  form  no  inconsiderable  portion  of  the  first 
volume,  at  once  more  interestiiiK  ami  more  valuahle. 

In  the  second  volume  the  most  important  discussion  is  that 
of  the  classificatiim  of  taxes,  for  upon  this  (lei)en(ls  nuich  of 
the  distinctive  value  of  the  author's  treatment.  Dr.  Scliivffle 
divides  taxes  into  direct  and  indirect:  hut  he  takes  strong 
exception  to  the  commonly  ac<'epted  theory  that  it  is  only  the 
direct  taxes  which  correspond  to  the  "fa'-ulty"  of  the  individual. 
.\ccordins  to  him  the  indirei't  taxes  accomplisli  the  same  result, 
hut  in  a  dilTerent  way.  The  direct  taxes  are  intended,  in  his 
opinion,  to  reach  the  fj;ener:d  or  average  taxable  capiicity  of 
the  individual,  while  the  indirect  taxes  are  intendecl  to  n  ach 
the  "actual"  or  "special"'  or  "individualized"  ability.  He 
is  ahlc  to  reach  this  conclusion,  however,  only  l)y  coimtinp 
among  the  indirect  taxes,  in  additi(m  to  tlie  ordinary  taxes  (m 
commoditii's  and  exchanne.  what  he  calls  tlie  nnrichrnnKjs- 
,s7( (/()•/(,  includiufi  the  taxes  on  inheritances,  on  unearned  in- 
crement and  on  lotteri(-s,  as  well  as  some  others  not  usually 
i)ut  into  th:it  category,  like  sumptuary  taxes  or  so-called  direct 


exi)enditure  taxe: 


ilis  whole  discussion  of  indirect  taxatitm 


thus  becomes  highly  art 


ificial,  and  bv  this  arbitrary  classifica- 


tion 1( 
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h  of  its  merit.     It  is  not  likely  that  English  or 


.Vmerican  writers  will  adopt  his  classification 


if  i)rincii)l<s  Dr.  Schaffle  is  quite 


In  the  general  discussion  o    . 

late.    He  lays  stn-ss,  for  instance,  on  the  modern  problems 

1  with  the  treatment  of 
)ec,'iuse 
crican 


up  to 

(■onnect(>d   with  double  taxaticm   anc 

corporations.    To  (lermans  the  liooks  will  be  of  value  1 

of   the   special   imjiortance 


ittached   to   Swiss   am 


I   Am 


I'xpc 
Sirea 
\an( 


iienc(> 


For 
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reader  there  is  still  a 


t  d(  al  that  is  oidy  of  very  secondary  inten 


st:  btit  the  ad- 


,„..,c(l  student  will  find  in  almost  ev<Ty  chapter  of  the  two 
works  some  fooil  hr  thought.  Tluy  are  distinctly  able  works 
of  an  able  man. 

II.  Frnncc 
After  the  volume  of  McCulloch.  published  in  ]Ky.i.  no  Eng- 
li>h  work  (m  the  princiirles  of  taxation  a])peared  for  forty  years, 
llnglish  an<l  American  readers  were  compelled  to  depend  on 
(icrman  and  French  treatises;  and.  from  greater  famiiianty 
with  the  language,  more  ccmunoidy  on  the  latter.  Hut  since 
;'  has  b'-cn,  until  recently,  an  unfortunate  habit  of  many  French 
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writers  on  finance  fi>  discu-s  tlieir  lojjics  in  liappy  disregard  of 
the  newest  tlioufjiit  in  otiier  comilries,  it  follows  that  even  their 
most  ;ipf)ro\-e(l  works  on  taxation  f^ive  the  reader  only  the 
French  view,  not  the  wider  scieiililic  or  coinparativ*-  view.  'I'iiiv 
reproach  to  I'Yeneh  literature  has  now  been  removed  l)y  the 
admiraiile  work  of  rrofessor  Denis,  who  is,  however,  not  a 
frenchman,  hut  a  Helfjian. 

^  ot'essor  Denis  made  his  reputation  as  an  autliority  nn 
finance  some  years  a^o  with  the  valuable  report  to  the  city 
council  of  Brussels  on  the  income  tax,  afterwards  re[)rinted 
as  a  bulky  volume.  He  thereupon  nave  courses  of  leclun- 
on  finance,  which  were  subsc(|uently  published  in  book  form 
under  tlie  general  title  Tiixdtiini.^  The  present  volume  >ii\(s 
the  ground  covered  in  IS.Sd  S7;  a  succeedinfj  volume  was  to 
continue  the  subject  so  as  to  include  the  whole  field  of  taxation, 
but  never  ai)peared. 

The  fact  tliat  these  are  j)ublished  lectures  contributes  to  the 
value,  as  well  as  somewhat  to  tlie  shortcomings,  of  the  book. 
The  style  is  simple  ami  clear,  and  the  arranjiement  is  lonicai 
and  .sharply  defined;  but  on  the  otiicr  hand  the  lecture  form 
has  made  it  imi)r;ictieable  to  fjive  .autliorities  for  the  facts  and 
opinion.s  quoted,  except  l>y  a  short  bil)liofj;r,'iphy  at  the  clo-r 
of  <'ach  chapter.  Furthermore,  the  details  of  the  argument 
hiive  not  l)een  pursued  with  such  care  as  would  1)(>  demanddl 
in  a  work  constructed  on  other  i)rinciples.  Many  of  the  fitier 
])()ints,  including  some  thtit  are  of  ])ermanent  practical  imi)ot- 
tance  in  other  countries,  receive  no  attention  at  all.  The  historv 
and  facts  of  taxation,  aKain,  are  given  only  in  a  very  fragment  a  rv 
way.  With  all  these  (lualifications,  liowever,  tlie  book  of  M. 
Deni.smay  bereg.'irded  !ison(M)f  the  most  valuable  works  on  tax- 
ation hitherto  jjublished.  Its  chief  claim  to  recognition  is  not  -o 
much  tfie  views  of  the  author,  as  the  calm  and  unbiassed  con- 
sideration of  the  doctrines  of  ail  his  i)re(lecessors.  The  fuiida- 
mental  vice  cf  many  writers  is  the  assumjjtion  that  the  vii  u- 
expressed  by  thi-ni  are  new;  for  ignorance  of  economic  ami 
financial  literature  is  scarcely  less  common  tlian  ignorance  oi 
economic  and  financial  facts. 

Professor  Denis,  considering  ilie  science  of  finance  as  a  -n'l- 

'  L'Iniiiol.  I,('(;(ms  dontu'cs  aux  coiirs  [iiililics  dc  la  villc  ilc  HniM  llr~. 
Par  II  Denis.  Professeiir  a  ri'niversile.  I'retiiiere  ."^eric.  Hruxclles.  Is^'e 
[Accdtiipa^iae  d'unl  Atbis  ,li-  shitifluint  roiiijxinh:. — Large  felie,  -' ' 
i.i.iM.-,. 
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ordinate  division  of  sociology,  and  as  distinct  from  j)olitical 
ccononiy  aitiiouttli  liavinn  many  jxiiiits  in  connection  with  it, 
attempts  to  lay  down  the  l;i\vs  of  tlie  relations  of  these  sciences. 
Tlie  uri'ater  jiart  of  the  liooi<  is  devoted  to  a  discussion  of  the 
problems  of  justice,  and  to  :i  consideration  of  the  various  di- 
rect taxes.  On  many  of  tiie  imi)ortaiit  (luestions,  such  as  pro- 
(iression,  mininnnn  of  >nl>si>tence,  incidence,  the  l)asis  ot  taxa- 
tion, (Ic,  reatlers  who  have  been  confined  to  French  and  to 
older  Kiifjlish  works  will  find  a  wealth  of  new  ideas  and  a  mass 
of  interesting  facts.  Of  course  no  work  written  hy  a  Kuroix'an, 
or  at  all  events  hy  a  continental,  scholar  can  l>e  expected  to 
treat  primarily  of  those  (piestions  which  most  interest  and  atVect 
.\mericans;  l)Ut  if  there  is  any  science  at  all  in  finance,  such 
works  as  this  must  he  deemed  of  the  greatest  importance  to 
.\mericans  and  Kuroi)eans  alike.  Some  minor  mistakes  mifjht 
he  noted;  as  the  statement  that  tlie  iilea  of  the  ditTerentiation 
■  if  the  income  tax  is  to  he  ascribed  to  a  ( lerman  source.  In 
reality  the  theory  can  he  dated  i)ack  to  the  i)enimiinp;  of  the  cen- 
tury in  Knuland.  and  it  has  been  fully  discussed  in  parliamentary 
rei)orts  .and  in  scientific  essays  for  many  decades.  But  such 
smaller  jjoints  must  he  overlooked  in  a  consideration  of  the 
general  t(me  and  value  of  the  book.  The  usefulness  of  the 
work  is  greatly  increased  by  the  accompanying  volume  of 
graphic  tables. 

France  has  of  late  been  devoting  more  attention  to  practice 
tlian  to  theory.  Since  the  standard  work  of  l.eroy-Beaulieu, 
published  in  the  midiUe  of  the  seventies,  there  are  down  to  the 
end  of  the  century  v(>ry  few  h(M)ks  to  he  mentioned  of  wider 
scientific  interest,  if  we  except  the  brilliant  little  sketch  by  I/on 
Say  imblished  during  the  eighties.  But  France  also  has  had  her 
practical  difficulties  to  meet,  and  it  is  to  these  j)raetical  ques- 
tions that  most  of  the  rec(>nt  writers  have  addressed  them- 
>(lves. 

In  Franco  the  discontent  is  of  long  standing.  Almost  every 
;iuthor  for  the  last  twenty  years  has  oeen  calling  attention  to 
tl  e  lack  of  system  and  to  the  glaring  ineciualities  in  the  present 
I  ractice  of  taxation.  Ever  since  t  lie  war  of  1S70  rejieated  etl'orts 
Have  been  made  to  supplement  the  direct  taxes  and  to  rid  the 
iniintry  of  some  of  the  burdiMisome  indirect  taxes  by  the  crea- 
tion of  an  incimie  tax;  and  the  advantages  of  such  .a  policy  had 
liren  hotly  discussed  by  both  sides.  In  \XA'  the  strife  was 
niicwcd  owing  to  tlu'  I)rui;u^itiou  of  Dr.  Koenig,  whose  ni'-mnire 
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on  .1  Xiw  Innimi  Tax^  w;is  coiisidfri'il  so  imiiortant  tli:it  the 
I)roj(M't  rt'comtncndfil  in  its  |):in('s  was  adopted  !>>■  M.  Daiiplun, 
tlu'ii  niiiiistcr  of  finance,  aiul  was  iniroduced  its  a  Rcjvernini m 
nioasnre. 

Dr.  KcM-nip:  holds  that  the  imposition  of  an  income  tax  asse>H d 
on  the  declared  income  of  individuals  is  [)ractically  inip()->ililr 
in  France.  He  finds  that  the  experience  of  Kngland  and  ( !( r- 
niany  all  point  to  the  same  result — evasion  has  Ix'come  a  system, 
deceit  the  rule.  .\  far  l)etter  method  apyx-ars  to  him  to  lie  in 
calculate  the  income  by  some  <iut\vard  sijjn,  such  as  the  hon-r 
rent.  The  conlrilnilioii  person  mile  et  mohiUire  is  already  im-cd 
on  this  i)rinciple  which  F)r.  Koenig  proposes  to  develoj).  It  i~  i 
well-known  fact  tliat  the  lower  we  go  in  the  social  scale  tlic 
higher  is  the  proportion  that  douse  rent  hears  to  total  expen-i  - 
or  to  income.  Rent  is  an  increasing  element  of  expense  in  i)rupiir- 
tion  as  exi)enses  decrease;  the  poor  spend  relatively  far  nmrc 
than  the  rich.  Dr.  Koenig  suKKi''^t'*  ;•  progressive  rate  of  t.ixn- 
tion  assessed  on  the  house  rent,  maintaining  that  this  i)r(i};n  — 
sive  rate  will  eounterhalance  the  decreasing  proportion  that 
rent  hears  to  expense.  The  plan  is  skilfully  worked  out :  l>ut.  in 
common  with  all  |)lans  of  taxing  expense,  it  has  one  dclVit. 
What  a  man  spends  is  no  sure  criterion  of  his  income,  or  nt'  lii< 
ability;  and  the  higher  you  go,  the  more  uncertain  does  tin-  iri- 
terion  become.  The  objection  to  the  ])revalent  French  sy-tnii 
is  that  tlu'  wealthy  escape  their  share  of  taxation;  but  a  tax  nn 
expense,  even  at  a  progressive  rate,  while  undoubtedly  a  st(  p  in 
advance,  would  not  completely  rc'inove  the  objection.  Dr. 
Koenig's  plan  has  indeed  the  merit  of  doing  away  with  .ill  in- 
quisitorial difficulties  and  of  attaching  itself  to  existing  (iiiidi- 
tions;  but  it  is  at  b(>,st  a  half-hearted  measure,  :i  mere  temporiz- 
ing exi)edient  to  be  thrown  as  a  so])  to  the  radicals.  It  did  nut 
satisfy  them,  and  the  bill  was  finally  killed  in  the  legislatmv. 
The  work  is,  nevertheless,  interesting  and  contains  inucii  v.iln- 
able  iii'''irniation.  The  allusions  to  America  are  not  al\vay< 
felicitous. 

M.  (Juyot,  in  his  work  on  The  Income  Toxr  sets  hiinsclf  a 
difTercnt  task.     The  critics  of  the  Frencli  system  of  taxiition 

'  I'll  >i(>iiril  InijxV  sur  If  Riioin.  Mcnioirc  (iiii  ,i  inspire  Ic  proj.  i  .In 
gouvcrncmcnt  rclatif  u  l.i  n'forinc  (fc  la  contriljution  pcrsonnt  lie  iiinluli  re 
Par  Dr.  (luslavc  Kocnin.     I'ari.s,  l^sT 

'  I.'liiijx'il  sHT  If  mrnii:  r(ii>i>i>rt  fail  an  nom  de.  In  roinmi-^nion  d"  '' .  ';>(• 
Par  Yvus  (iiivot.     Paris,  l.s,s7. 
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have  alw.'iys  ((ititciwlcil  that  personal  proiMTty  is  iitululy  cx- 
ciiipfcd.  M.  ( iiiyot  was  rcfiin'stcd  l)y  oflicial  autluirity  to  inves- 
tigate their  jiropositioiis  tor  an  incotne  or  lor  a  fjt'tieral  property 
tax;  and  iiis  hook  I  urn  i»  lies  a  iiolewort  li\'  addition  to  the  studies 
])reviously  made  l>y  Menier,  Denis  and  Chailley.  'l'lie!e|K)rt  is 
one  of  description  rather  than  ol'  analysis,  and  the  various  parts 
are  of  (piite  uiie(|nal  value,  'i'he  account  of  the  I'JiKlish  income 
tax  is  neither  detailed  nor  satisfactory,  .\ttention,  however,  is 
called  to  th<'  familiar  fact  that  the  I'lnnlish  system  is  not  a  tax 
on  Kciierai  income,  hut  on  i)ro(hict,  and  th.at  with  the  exception 
of  schedule  I)  (income  from  commercial  pursuits,  <tr.)  it  may 
well  he  comi)ared  wit  h  t he  cnnlrihiilioii  fanrirrc  and  t he  rontiihii- 
tiiiii  person iicllc  (I  tnohilihi'  of  Fraiwe.  'I'he  description  of  Ameri- 
can taxation  is  exceedinnly  inade<|uat«\  and  that  of  the  (lerman 
system  is  not  much  hetter.  ( *n  the  other  hand,  the  working 
of  the  Italian  law  of  1S77  taxing  the  income  of  movahle  prop- 
erty is  fully  explained:  ami  a  nood  cha|)ter  is  devoted  to  the 
ini'ome  and  property  laxe.-.  of  the  Swiss  cantons. 

M.  (luyot  is  not  a  p;u'tisan  of  the  income  tax;  he  advances 
the  common  argument  of  the  impiisitorial  character  of  the  tax, 
and  dis(aisses  rather  superficially  the  (|uestion  of  ])ro>jression. 
The  history  (tf  the  various  ()rojects  from  iS-fS  onward  is,  how- 
ever, well  written  and  interesting.  He  thinks  that  lYance 
committed  a  jirave  mistake  after  the  Prussian  war  in  iniTe.asinn 
the  indirect  taxes.  He  leans  toward  a  general  proiM-rty  tax, 
like  that  advocated  hy  Menier;  and  in  discussiiiK  the  ohjection 
that  the  valuation  is  attended  with  ureal  difficulties,  he  says: 
'■  i.a  ])rati(|ue  <les  Ktats-l'nis  et  de  la  Suisse  repond  encore  a  cett(> 
diijection."  It  is  to  he  feared  that  this  rosy  view  is  caused  hy 
isiiiorance  of  .\merican  methods  and  results.  His  error  shows 
the  extreme  danger  of  gener.al  analogies,  and  tends  to  make 
line  sceptical  as  to  .M.  ( luyot 's  other  ])ropositions. 

The  practical  outcome  of  the  report  is  a  profxisal  to  reform  the 
property  taxes.  The  land  tax,  as  imposed  in  1700,  is  an  ap- 
piirtioiKHJ  tax.  .\s  a  conse(|uence,  as  early  as  l!S21  the  division 
iictween  the  departments  .and  tlu>  communes  was  so  uneiiual 
that  in  some  cases  the  tax  amounted  to  one-sixth,  in  others  to 
only  one-seventeenth,  of  the  rent  or  produc(>.  .\  general  valua- 
tiiiii  or  rii/tofitre  was  hegun  in  ISOS  hut  was  not  finished  until 
l><"d:  .ind  in  the  meantime  the  valuation  has  again  greatly 
ihiiiged  so  that  at  present  the  amount  of  tax  paid  varies  from 
'I!!"  to  twenty  per  cent  of  thi'  re'it.    .Vs  ;in  escape  from  this  cry- 


■<^\ti 


558 


i:ss.\ys  i\  71.V.1770.V 


iriK  iiit'()U!ility,  (Iiiyot  ilrm.inils  it-*  <'c)iivtr>ii>ii  into  a  imtciiiIiihi' 
tiix,  ill  order  lluil  carli  plot  may  Ixar  it-  proiM.rlinnatc  luinicii. 
Ilf  would,  iiion'ovcr,  liavc  tlic  tax  levied  on  capital  value,  r.itlur 
than  on  rent  or  annual  value.  A  >iiuilar  relorni  is  sinjiroted  t.ir 
tlie  tax  on  [HTsonal  projierty  iln  vnnlriUuliini  ihisoihIIc  iI  iikiIu- 
lint),  wliicli  since  \H.V2  lias  lieen  apportioned.  Tliese  cliannc-. 
top'tlier  with  an  alMilition  of  the  duties  on  the  tnuisfer  of  land. 
finiountinn  at  present  to  ten  imt  cent  of  the  v.alue,  would  in  hi- 
opinion  result  in  a  far  more  ecpialile  and  reininierative  tixil 
svstein,  and  would  serve  as  an  intniduclion  to  still  greater  and 
more  iini)ortant  reforms.  The  student  of  comparative  tax.iliMU 
will  (ind  in  the  volume  many  useful  hints. 

In  a  wiih'ly  read  work  on  Finnnrinl  Ivfa,  '  another  renn  dv 
is  proposed.  Tin"  title  is  >omewhat  misleading,  as  M.  i{ayn;iud 
is  the  memher  of  the  >ocicly  for  iinancial  reform  who  offeivd 
the  prize,  while  M.  I.orrain  is  the  author  of  the  essay  whirl, 
look  th"  i)rize.  M.  I.orrain's  plan,  hased  oi\  taxation  of  expcn-r, 
is  very  simple,  lie  wouM  have  the  governme:ii  alioli-h  :>\\ 
exisliuK  taxes  except  the  import  and  succession  duties.  In  their 
stead  the  government  would  defray  all  its  expenses  throuiih  il.r 
isrue  of  circulalinii  notes  payable  in  three  years.  These  nnii- 
ihiins  (III  tr(s(ir)  while  outstandiiijl,  would  be  subjected  to  a  I:  \ 
of  ten  centimes  ]ht  day  for  every  hundred  frani-s,  the  tax  1  'iiii: 
paid  by  the  holder,  who  allixes  stamps  for  the  re(iuisite  amount 
to  the  notes.  The  i(h'a  is  that  the  notes  are  to  form  the  -nlc 
(•irculatinji  medium  (with  the  exception  noted  below);  and  th;  t. 
since  every  one  nnist  \ise  them,  every  one  will  |)ay  a  tax  in  i'p- 
[jortion  tt  his  expense.  To  provide  for  the  exigencies  of  trad( . 
all  checks,  drafts,  bills  of  exchantje,  >ir.,  are  subjectc(l  t.i  ;. 
like  tax.  No  note  is  to  be  issued  \inder  cme  hundred  fram -. 
so  that  til'  poor,  who  will  continue  to  us(>  small  silver  (  haiii:r. 
will  be  i)r:i  -tically  exemjjt.  The  sale  of  the  stamps  will  del;-,  v 
all  i)Ublic  (  v;p(Mises. 

Were  it  not  that  this  fant.^stie  idea  received  the  prize  of  u\.i 
tlinusand  francs,  and  that  the  society  for  financial  reform  ciivu- 
lated  it  e\ten>ively,  it  would  not  de-^erve  notice  here.  Its  .ib-iiil- 
ity  is  ajtparent.  .\s  a  currency  schemt  it  ai)i)roaches  daim''  r- 
o,  sjv  near  to  the  fiat-inonc>  (  ra/e;  for  the  ttovenunent  will  hiM- 
no  check  on  its  extravasiaiice,  and  the  notes,  like  the  assipir  i- 

"  I.I--  Rifoniiis  Fl^nilis.     lii'riiluliiiii  jtiii-iwini    juir  I' iiii /ii'it  "iir  lis  !;<■• 
.■s\>lrMir  ■!!■  M,  .lMri|urs  l.drr.iin,  |)r('iiiiii-  Itiiircal.  'ic.     I'ar  .V.  IviiMii'ii. 
:\vcr  line  pi'i'l'aiT    i'.Viiiiusiiii  ( iailiipin.      r;ui>,   1SS:S. 
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of  old,  inii>t  intvititlil.N  i|r|)n(i;itr.  .\>  a  tax  .sclii'iiif  it  is  fla- 
grantly iiit(iiiital)li',  for  till-  tax  will  !)<■  paid,  not  l)y  tlir  (•()rl^llm(•^, 
as  is  clainu'il,  but  liy  tiic  d(l>t<>r,  wlnilicr  In-  !«•  producer  or 
consumer,  i'lveii  if  |)aid  l>y  I  lie  cotisutuer,  it  would  lie,  like  most 
taxes  on  coii^umijtion,  recn'-sive,  or  as  the  Ireiidi  say,  jtnmns- 
sif  (i  irhours.  I'inally,  it  would  fall  liarder  on  I  In-  workiuK  cla>>es 
than  on  all  others,  hecausr  it  would  hrinn  alutul  com|)ulsory  pur- 
chases of  commodities  in  order  to  net  rid  of  the  notes  as  soon  as 
|M)ssihle.  To  <'all  such  a  tux  I'iiiiput  sur  ks  rcviiiun  is  a  crass  mis- 
nomer. 

It  would,  however,  lead  us  t(K>  far  afield  to  pursue  the  study 
of  practical  tax  reform  in  i'rance.  What  primarily  interests 
us  here  is  the  general  scientific  work  m  taxation;  and  with  two 
excepti(ms  the  l.i^t  decide  of  f  lie  century  has  little  to  show.  The 
liook  of  Professor  Worms,  on  TIk  Sritncf  <>/  Finanrr,^  is  a 
-moothly  written  discus>ion  of  >ome  general  (piestions.  The 
author  displays  familiarity  with  the  older  ( lerman  literature; 
hut,  as  he  himself  state>,  desins  to  give  only  an  elementary  ac- 
I'ount  of  .some  of  the  fuiid.ainental  problems.  He  is  on  the  whole 
very  fair;  but  the  book  is  not  eh'ar-cut,  and  is  not  apt  to  exert  a 
considerable  influence  outride  of  Franee. 

.\  distinctly  .abler  work  is  that  of  M.  Stourm  who  has  long 
been  favorably  known  as  the  author  of  an  excellent  book  on  .he 
HufUjd,  as  well  as  of  the  classic  study  on  the  Fiiuinas  <>f  the  old 
i{('(jimc  ami  the  liivolutiim.  It  was  natural,  therefore,  to  expect 
that  his  new  book  on  Utmrnl  Si/'^trtus  nj  Tttxntioti  -  would  be  an 
itnixirtant  contribution  to  science.  .-\s  a  matter  of  fact,  the 
work  proves  to  be  in  some  respects  disappointing. 

.\s  in  all  the  writings  of  M.  Stourm,  the  reader  will  indeed 
find  a  simplicity  and  clearness  that  leave  nothing  to  be  desired. 
Hut  some  readers  will  ciuestion  whether  the  simi)licity  is  not 
ill  this  case,  at  least,  to  some  extent  purcliased  at  the  cost  ,>f 
thoroughness.  To  the  student  who  knows  anything  of  the  com- 
phxities  of  many  of  the  probl(>ms,  the  sniKj-fnml  with  which 
whole  classes  of  arguments  are  either  absolutely  ignored  or  coolly 
hrushed  aside  is  surprising.  Y  Stourm  is  a  conservative;  hut 
that  he  should  treat  the  arguments  of  his  oppon<>nts  so  cavalierly 


4«y 


'  linrtrine,  hislairr,  yrtitiqur  et  rrf'inm:  fninnrHrc  mi  «j-/)<k(-  tUmen- 
t.:i;;  ,1  critique  di  In  .vciV/icc  ilts  Jiniinr, .•:.  I';ir  Kinilc  Worms,  I'rofc.<scur 
;i  1 1  Kacultt'  (Ic  Itcnno?-.    I'iiris,  ISitl. 

■  Siisl'emr.'i  iihivmnx  irimpots.  Par  Ui'iu'  Stoiirin,  ancicn  in.spcrteur  dcsi 
!;:::ir.i:cs.     Paris,  IbOo. 
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is  (HsheartpninR.  Tlic  liook  lias  many  a(lminil)le  points;  it  l)rin!:> 
clearly  before  us  the  real  jn-ohlems  of  Krencli  taxation,  it  ahoiiiids 
in  folieitoiis  illustrations,  ai\(l  it  lias  some  excellent  criticism  (it 
certain  French  projects.  Its  chief  defect  is  its  insularity.  Al- 
thousli  it  abounds  in  references  to  French  works,  only  a  sinsjlc 
foreipi  author  on  finance  is  mentioned  later  than  John  Stuart 
Mill,  and  that  one,  an  American,  in  a  wrong  connection  and 
with  a  mutilated  title.  Not  a  word  is  said  about  the  contriiiii- 
tions  to  theory  made  by  the  (iermans,  the  Italians,  the  Dutch 
and  others,  <lurin}i  the  past  ten  or  twenty  years.  Kven  as  to  tlic 
practical  discussions,  we  find  with  a  few  excejitions  little  that 
has  not  already  been  said,  although  jwrhaps  not  with  the  same 
grace  ami  skill,  in  other  works.  It  may  be  alleged  in  extenuation 
that  the  book  was  meant  to  explain  the  I'rench  system  of  taxa- 
tion; but  there  is  nothing  in  the  title  to  suggest  this,  and  even 
in  a  discussion  of  the  French  system  more  regard  should  have 
been  paid  to  general  theory.  The  book  also  contains  some  errors 
of  fact.  The  system  of  direct  taxation  in  .Vmerica  is  menlioncil 
as  a  warning  example  of  the  "mixed  system,"  or  coininnation 
of  the  income  tax  with  the  i)roperty  tax;  while  the  general  prop- 
erty tax,  or  "iinpot  sitr  Ic  vapHaV'  is  said  never  to  have  existed 
alone  anywhere.  The  work  is  in  a  measure  redi'cmed  by  a 
vivacity  of  treatment  and  a  charm  of  style,  unusual  even  amoiii; 
Frenchmen.  Were  it  as  erudite  and  profound  as  it  is  attrac- 
tive, it  would  rank  with  the  most  remarkable  jooks  of  the 
decade. 

The  latest  work  '  of  tli(>  indefatigable  French  publicist.  Four- 
nier  de  Flaix,  although  in  two  volumes,  is  only  the  first  instal- 
ment of  what  jmmiised  to  be  a  stupendous  investigation,  if  it  u  ;i- 
ever  completed.  As  a  matter  of  fact  the  work  remained  a  /"/>•. 
To  write  the  history  of  taxatiim  throughout  the  world  is  n<it  an 
easy  task.  To  do  it  adetiuatcly,  one  would  need  to  be  not  only  a 
polyglot,  l)ut  also  an  archaeologist  of  no  mean  distinction.  In 
depend  upon  secondarv  materials,  as  iloes  our  author,  is  m't 
always  comi)lctely  satisfactory. 

.M.  (]'■  Flaix's  work  is  divided  into  four  parts.  The  first  treat- 
of  the  ancient  Oriental  civilizations,  from  ("haldea  and  B.ibyli'ii 
to  Kgyi)t  and  China;  the  second,  of  (Ireece;  the  third,  of  Hoin(  : 
and  the  fourth,  of  the  feudal  epoch  in  France  auvl  the  otliM' 
Huropean    states.      These    four    parts    ociaijjy    very    unciiu.il 

'  L'lmpiil  (hill"  hs  (liivrsr^  cirilixitliiiits.  I'lir.  Iv  t'ournier  de  Flaix.  /'•- 
iiiHir  Si'rif.     Paris,  ls(»7.   -J  \iils. 


RK(  EXT  UTKR.VniiK   IS    TAXATION 


501 


spaces:  \\\o  ImndnMl  and  fifty  pages  arc  devoted  to  tlie  Orient 
and  anti(|iiity,  and  the  remainin}!;  five  hundred  and  fifty  pajji  - 
to  the  middle  ages.  I'A'en  thus,  liowever.  tliere  is  a  jjreat  deal 
of  padding.  When  the  author,  for  instance,  speaks  of  the  Slavs, 
lie  devotes  over  twenty  [)afies  to  their  origin  and  historical  devel- 
oiiment  and  to  an  account  of  some  of  their  economic  institutions. 
All  of  this  may  he  vry  interesting,  l)ut  has  little  or  nothing  to 
do  with  taxation.  What  is  noted  of  the  Slavs  is  more  or  less  true 
of  the  other  peoples.  It  must  also  he  ohserved  that  most  of  the 
space  is  devoted  to  that  period  of  ta.xation  with  which  we  are 
the  most  familiar— that  is,  mediu'val  taxation,  English  and 
("ontinental.  This  field  has  heen  well  worked,  and  it  seems 
unnecessary  to  go  vwr  it  again  so  much  in  detail.  Nevertheless, 
.•<ome  of  his  apcrcis  are  very  striking,  as  when  he  sums  up  the 
change  from  Honian  to  mediu'val  traditions,  in  the  sentence: 
"L'impot  devint  un  droit  de  jjropriotc  jwur  les  uns  et  une 
servituih'  p<nir  les  autres.'' 

The  chief  criticism  to  he  urged  is  that  the  author,  while 
saying  a  great  deal  ahout  economic  and  politii'al  conditions, 
generally  fails  to  grasp  the  real  connection  hetween  econtmiics 
and  finance  or  to  call  attention  to  tliose  particular  economic 
instituti(ms  which  conditioned  the  fiscal  development.  Such 
statements  as  that  the  Arah  's  on  th(>  whole  refractory  to  the 
notion  of  "taxes  consented  to  and  \oIuntarily  paid"  (p.  494), 
shows  that  M.  de  Flaix  sometimes  descrihes  as  national  char- 
acteristics what  are  nothing  more  nor  less  than  the  inevitahle 
aci'ompaniments  of  certain  stages  of  economic  i)rogress. 

The  two  volumes  of  M.  de  I"'laix  cover  a  great  deal  of  inter- 
I'sting  and  valuahle  ground;  hut,  with  comparatively  few  ex- 
ceptions, they  contain  little  that  is  not  to  In-  found  elsewhere; 
and  much  of  the  information  that  they  do  contain  is  not  put 
into  its  proper  perspective.  For  those,  iiowevir,  who  wish  to 
ii.ive  a  convenient  epitome  of  the  earlier  fiscal  systems  and  a 
good  general  account  of  feudal  finance  the  l)ook  may  he  com- 
mended. 


a-Jji 


III.  ItnJii,  Holland  nnd  Spain 

In  some  respects  the  hest  work  on  certain  lines  of  puhlic 
finance  toward  the  end  of  the  nineteenth  century  was  done  hy 
the  two  nations  with  whose  literature  wv  are  less  familiar,-  the 
Italians  and  the  Dutch.  It  is  worth  while  to  call  attention  to  ;i 
ttw  (if  their  late  hooks  on  general  theorv. 


-  j 
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The  Italinns  Imvc  jilways  been  rciu;irkal)lc  for  the  avidity 
with  which  they  havo  seized  upon  and  attempted  to  assimilate 
foreign  theories;  and  so  it  is  witii  the  ajiplication  of  the  mon- 
recent  doctrines  of  value  to  fiscal  jiroblems.  Professor  Hicca- 
Salerno's  Scicnvr  of  Finaiicc '  is  only  a  compendium,  hut  it  is 
noteworthy  for  its  cl(>ar  and  succinct  discussion  of  fundamental 
problems. '  It  deals  very  little  with  facts,  and  never  with  details, 
but  attempts  to  lay  down  puiding  i)rinci])les.  It  is  in  many 
r(>spects  more  difficult  to  write  a  small  work  than  a  large  one, 
and  Ricca-Salerno  might  easily,  had  he  so  chosen,  have  expanded 
his  volume;  for  his  previous  elaborate  works  on  the  Ilistarn  </ 
Fiscal  DodriniH  in  Itnhi  and  the  Throrii  of  Public  Dchtx  show 
that  he  is  fully  acquainted  with  all  the  literature  of  the  subject. 
In  this  little  work  he  discusses  first  wiiat  he  considers  to  be  the 
three  principal  doctrines  of  public  finance,^the  theories  of 
consumption,  exdiange  and  production.  Many  of  his  observa- 
tions are  acute,  but  his  criticisms  as  W(>11  as  his  conclusions  are 
based  chiefly  on  those  of  Sax.  He  treats  of  th(>  doctrines  of 
benefit  and  of  faculty  in  matters  of  public  revenue;  but  like 
most  of  the  continental  writers  h'>  distinguishes  only  b(>tween 
fees  and  taxes.  l{icca-S;derno's  attem])t  always  to  find  tlic 
golden  mean  sometimes  lirings  him  into  difficulties,  as  in  tiie 
case  of  progressive  taxation,  which  lie  says  is  not  at  all  a  matter 
of  theory,  but  of  imictice.  The  doctrine  of  incidence  is  ii.asnd 
over  a  little  too  summarily,  but  the  r"su!ts  of  recent  studiis 
are  shown  in  th<>  application  of  the  marginal  utility  theory  to 
fiscal  problems.  On  the  whole  the  work  is  important,  not  only 
b(>cause  of  these  newer  views,  but  also  on  account  of  the  emi- 
nently lucid  presentation,  in  small  compass,  of  the  basic  doc- 
trines. 

\ot  only  Hicc.'i-Salerno  but  other  writers,  young  and  old, 
have  started  out  in  their  discussion  from  a  consider.ation  of 
the  more  recent  theories  of  value.  Prof(>s.sor  A'iti  de  Marco. 
in  his  Thiordicol  (' ha  meter  of  Fiiianrinl  Kcononn/r  ende.'ivors 
to  point  out  the  ., 'semblances  and  t!ie  dilTerences  betwiMU 
finance  and  i-conomics,  criticising  the  prevalent  distinction 
Ix'tween  science  and  art,  and  i)ointing  out  the  r(>al  nature  of 
natural  law  in  finance.    In  a  more  acute  work  on  The  Scicntijic 

'  Sriniza  lieHv  Finniizc.  Di  Giuseppe  Hicca-Salemo.  Fldrciirc, 
isss. 

- //  CiiniHrri'  Ti-nri/iro  ititV  Economiii  Finmizidrin.  Di  \.  de  Vili  ik' 
Marcii.    i!  'iiia.  1>.S,S. 
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Data  of  Public  Finance  '  Mazzola  attempts  to  state  the  peneral 
charaetoristies  of  finance  as  a  social  i)henomen()n.  He  not  only 
deals  with  questions  of  method,  hut  (Unvotes  hims(>lf  especially 
to  the  economic  basis  of  taxation,  taking  issue  in  several  points 
with  Sax.  His  work,  full  of  dialectic  and  of  keen  reasoning,  is 
only  for  the  most  advanced  student.  It  is,  however,  question- 
able whether  any  attempt  to  explain  taxation  solely  as  a  form  of 
value  can  ever  succeed. 

Professor  Zorli  goes  a  stcj)  further.  Starting  out  with  two 
works  on  Fiscal  Syslcni.s-  and  on  the  Italian  Law  of  Taxation.^ 
he  soon  found  it  necessary  to  get  a  theoretical  basis  for  his  con- 
clusions. This  he  sought  in  his  Science  of  Taxation:*  He  tells 
us  that  neither  the  "concrete-abstract"  method  nor  the  his- 
torical method  alone  can  solve  the  problems.  For  the  science 
of  taxation  he  claims  a  com])let('  autonomy  as  the  most  impor- 
tant part  of  finance,  but  would  include  thenumder  also  the  -ub- 
ject  of  fees.  His  classification  of  pul)lic  revenues,  incidentally  re- 
marked, disi)Iays  some  acute  criticism  of  liis  ('.(>rnian  and 
Austrian  predecessors,  but  is  not  wholly  satisfactory.  In  the 
chapter  on  the  causes  of  taxation,  Zorli  discusses  at  some  length 
the  views  of  Sax,  and  while  conceding  that  subjective  value 
and  final  utility  ])lay  a  considerable  role  in  the  interpretation 
of  actual  tax  systems,  he  points  out  that  they  do  not  form  the 
sole  or  even  tlu-  most  important  explanation.  The  final  chapter 
(in  the  (>fl'ects  of  taxation  is  based  largely  on  the  work  of  Cournot. 
In  a  .still  later  book  (>ntitled  the  Psijclinlddical  Theonj  of  Public 
Finance,''  he  develops  his  own  ideas  a  little  more  fulh'.  His 
contention  is  that  just  as  value  and  utility  depend  upon  certain 
psychological  processes,  so  taxation  which  deals  with  public 
value  must  be  studied  from  the  same  jioint  of  view.  In  his 
chapter  on  the  psychological  ba>is,  he  iliscusses  the  Austrian 
school:  in  the  succeeding  chapter  on  the  relations  of  political 
and  <'conomic  sentiment  to  public  finance,  he  develops  the 
sagg(<stive  idea  of  Loria.  But  his  whole  treatment  renuiins. 
so  to  say,  up  in  the  clouds,  and  it  is  often  difficult  to  see  the 
application  to  practical  iirobi"ins.     Finally,  Professor  Conig- 

'  /  DnliScii'iiliJici  ililln  Fiuinizd  I'lihh'ii'ii.    I)i  I'f^o  Miizzola.    Honia,  ISOO. 

'  Sislcini  FiiKnizi'Ti.     I)i  Alberto  Z<irli.     ISoloL'tiu,  1S^5. 

'  //  Din'tio  Trihidiirio  luduutii.     Hi  Alberto  Zorli.     Bologna,  1SS7. 

■"  /y<i  Sritnzn  ilti  Trihuti  in  riij))K>iio  iillc  Ricvnli  Tioriv  Econoiiiirhr.  Di 
Alberto  Zorli.    Holoiina.  ISftO. 

■'  Tenriu  l',sici)lo<jiai  ilellti  Einitiizn  l'\ili)iUc<i.  I)i  .\U)erto  Zorli.  Holonna, 
1S!M). 
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liani,  in  his  (.'nunil  riicory  of  the  KJfccts  of  Taxation,^  sivcs 
a  very  al)stract  discussion  of  taxation  regarded  sinii)ly  as  an 
addition  to  the  eost  of  production.  Ho  deals  witli  tlie  most 
fundain(>ntal  prol)ieins;  hut  the  efTort  is  a  little  too  much  for  '  ini, 
and  the  treatment  of  so  far-reacliing  a  set  of  ((uestions  is  ,ar 
from  satisfactory.  All  these  Italian  works,  however,  show  the 
undoubted  impulse  given  hy  the  modern  doctrines  of  v.-iliie 
and  utility  to  the  investigation  of  fiscal  theory. 

Somewhat  similar  is  the  impression  made  by  the  recent 
Dutch  works.  The  writers  of  Holland  are  not  so  well  known  ;is 
they  deserve  to  he.  The  conte>t  between  the  schools,  that  ii;is 
agitated  Ciermany  and  Italy  and  has  spread  to  Kngland  mkI 
America,  has  never  affect<'d  Holland.  The  Dutch  writer-  have 
pursiied  in  hai..u>ny  the  even  tenor  of  their  way,  accei)ting  what 
was  best  in  both  schools,  and  d(>veloping  on  irdependent  lino. 
This  harmony  is  in  great  i)art  due  to  the  leader  of  the  Dutch 
economists,  iS'.  (1.  Pierson,  who  from  the  very  outset,  ac- 
cepted .levons'  theories.  In  fact,  the  marginal-utility  theory 
of  value  had  been  accepted  and  developed  in  many  of  its 
applications  in  Holland  y(>ars  before  the  so-called  Austri.iu 
school  made  itself  talked  of.  On  the  other  hand.  Hc.llaiiii 
has  not  been  lacking  in  those  who  have  devoted  themselves 
especially  to  the  historical  and  statistical  side  of  economic-, 
without  thinking,  however,  that  they  jjossessed  all  the  trutli. 
The  science  of  finance  w.as  treated  at  a  somewhat  later  >tas;(' 
of  Dutch  develoimient.  i)Ut  with  etiual  success. 

One  of  the  most  '•'■cent  treatises  is  ( 'ort  van  dcr  Linden- 
Text-hook  of  Finann,'-  which  deals  in  this  volume  only  with 
taxation.  After  a  general  discussion  of  the  nature  and  inipnr- 
tance  of  public  revenues,  the  author  treats  of  the  three  divisi(m> 
of  taxation,  as  based  respectively  on  the  legal,  th(«  economic 
and  the  fiscal  prir-  i  The  legal  principles  are  those  of  e(iu:i!- 
ity  of  what  he  »,  icial  i)olicy,  and  of  imiversality.     TIh' 

economic  principles  deal  with  the  pressure  and  the  shii'ting  oi 
taxation.  Th(>  fiscal  i)rincii)les  are  those  of  achniuacy,  fixiiy. 
elasticity  and  innocuity  or  the  least  possible  detriment  to  pi"- 
duction  and  exchange.     This  division  is  perhap.s  not  unexccp- 

'  Tcoria  Ct'iwnilr  (Uijli  Effdii  Economici  (Idle  Impoxte.  Sagpio  di  1"''>- 
iioiiiiu  I'lira.     Del  DciltDrTarlo  A.Coniuliani.    .Milano,  1S90. 

■'  LiirlfiMk  ilir  Fiiniiiiiiii.  I)c  Tlicoric  ilcr  HdastiriKcn.  l>«ir  I*.  V  \. 
Corf  van  iliT  Linden.  Hcidcli'craar  aan  dr  Kactlltcit  dcr  Kcclitsuclctrilli'  il 
dc  llroniiifii'M.     llii' llattuc,  1^^7. 
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tion:U)lc.  An  iin|)()rtant  part  of  flic  work  is  devoted  to  the  ad- 
ministrative side  of  the  piilihe  finance,  such  as  the  methods  of 
payment,  of  control,  of  remedi(>s  and  of  penalties.  This  includes 
both  an  historical  and  a  comparative  discussion,  and  attempts  to 
draw  some  Rcneral  conclusions.  The  author  divides  taxes  into 
those  on  product  ionlmnqxthdostl ikjoi) .  on  expense,  on  exchange 
and  on  income;  and  he  compares  the  systems  in  England,  (ler- 
niany,  France  and  Holland.  While  not  makinp;  iiny  noteworthy 
contrihutiou  to  theory,  van  der  Linden's  work  is  welcome  as 
extending  our  material  for  a  comjiarative  science  of  finance. 

.V  more  important  treatise  is  Pierson's  Ilattilhodk  of  I'liliti- 
c(il  Econonn/^  of  which  the  first  part  was  i)ulilislu'd  in  18S4. 
Over  half  of  the  present  volume  is  concerned  with  public  fi- 
nance; although  many  of  the  problems  had  several  years  ago 
been  dealt  with  by  him  in  his  (rroiirlhajiiiKilcii  der  Stddtlntl.'^- 
hdiiilkiindr.  Pierson's  treatment  is  characterized  by  broad 
touches.  He  is  thoroughly  at  home  in  all  the  recent  continental, 
Knglish  and  even  .\merican  literature,  and  tries  to  get  to  the 
bottom  of  many  difficult  problems.  He  is  one  of  the  first  to 
attempt  a  comprehensive  theory  of  incidence  combining  Schaf- 
tie's  amortization  theory  with  some  more  eclectic  views.  He 
sharply  crituises  .Mill's  treatment  of  the  principle  of  (((uality  of 
sacrifice,  and  constructs  liis  whole  theory  on  the  i)rinciple  of 
faculty.  KvfTvwhere  the  subject  is  treated  with  a  master-hand. 
It  is  a  work  not  so  much  for  the  begiimer,  as  for  the  advanced 
student  who  desires  to  analyze  more  carefully  the  leading  the- 
ories of  modern  [)ublic  finance,  .\mong  the  discussions  to 
w''  ch  he  devotes  special  attention  is  that  of  progressive  taxa- 
ti(.  1,  in  the  cour.se  of  which  he  criticises  the  views  of  the  other 
r>\  tch  writers,  which  have  been  treated  in  detail  elsewhere, - 
aiKt  whose  influence  is  seen  in  the  recent  reforms  of  Dutch  taxa- 
tion descrilx'd  in  another  chapter  of  the  jjresent  work.'* 

To  mention  only  the  Italian  and  the  Dutch  works  would 
iiy  no  means  exhaust  the  literature  of  value  to  the  <'conomist 
among  the  loss  well-known  continental  nations.  l']ven  in 
tlit^  Iberian  jieninsuia  there  were  signs  of  renewed  scientific 
activity  toward  the  end  of  the  contury. 


-*ki 


'  I.cerliock  iler  StntilliiiiKhondhinnlr.  Door  N.  O.  Fi(T.sf)n.  Twccdc  Dccl. 
Ilaarlrai,  18!)().  This  second  pari  appeared  in  an  English  tran.slatidii  in 
l'.tl2. 

■  (f.  Sclitiinan,  I'roi/ri .•^sirt   Tii.fiiliiiii. 

'■  Siiiini.  pp.    tiiii  "  -"{ij. 
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The  PortuRiU'sc  work  of  rcrcini  .lanlini  on  the  Science  i,f 
Finance  •  interests  us  more  from  the  sttuidpoint  of  fiscal  practici- 
than  of  fiscal  tlicory.  Not  tiiat  theoretic  discussions  are  al)sent 
from  his  l)ook  or  without  ability ;  hut  as  the  work  is  posthumous, 
hasccl  on  lectures  delivenHl  several  years  ago,  the  field  of  dis- 
cussion docs  not  include  the  newer  theories  of  t  lie  last  decade 
or  two.  Leroy-Beaulieu  and  I'arieu  amouK  <''<'  IVench,  Hau 
a.nd  Jakob  aniong  the  C.ermaiis  are  the  latest  foreign  author-; 
discussed.  Pereira  .lardim  does  not  really  add  anything;  to 
theory;  nor  are  his  discussions  in  any  way  novel;  but  th(>  hi  - 
tory  and  descrii)ti()n  of  Portuguese  public  finance,  and  tie 
continual  references  to  the  inter-relations  between  Portunuc-c 
law  and  economics  will  be  welcome  to  the  student  of  compara- 
tive finance. 

On  the  other  hand,  t  lie  two-volume  work  of  Profes-or  Pieriia- 
HurtacK)  of  Madrid,  entitled  Tmilisr  on  the  I'uhlie  Keonoin,!:' 
is  interesting  in  many  way>.  Like  the  Italians  and  tlif>  Dutch. 
the  Spanish  writers  have  profited  by  recent  foreign  inve^tlL'.- 
tion,  and  treat  many  of  the  problems  from  the  newer  ])oinl  of 
view.  Piernas-Hurtado,  while  ([Uoting  liberally  from  Waiiucr 
and  the  other  (iennans,  does  not  fear  to  take  issue  with  llinn 
occasionally  and  i>reserves  his  own  individuality.  'Phis  \\i' 
notice  not  ah)ne  in  (|uestions  of  theory,  but  in  problenw  of 
practical  jMilitics, 

The  introductory  chai)ter,  on  the  history  of  the  scieiicc. 
is  valuable  as  calling  attention  to  n\unerous  Spanish  writer-, 
not  alone  of  the  seventeenth  century  when  Si)anish  literature 
was  still  almost  at  the  Hood,  but  also  of  more  recent  time>.  T!..' 
author  points  out  the  caiises  of  the  essentially  individuali-tic 
trend  of  the  ni  :et(>enth-cent\iry  Spaniards,  and  the  sociali-iir 
reaction  of  more  ivceiit  years.  The  genend  features  ol  l!.r 
development  are  the  same  in  Sjwin  as  in  almost  all  the  oilur 
European  countries.  Like  some  of  his  ( ierman  models.  Pirrti;i-- 
Hurtado  devotes  a  number  of  ch;ipters  to  the  conceiiliua  e! 
the  state,  to  economic  life  in  gen(>r;d,  and  to  the  economir-  .1! 
the  >iate  in  particular.  He  looks  on  public  ex])enses  as  jiul  .1  ■ 
consumption,  l)ut  .giv(<s  us  here  almost  nothing  but  platitudr-. 

1  I'rinripio^  ih  l'iii(iiiqii.-<.  finscndo  as  Prfic<'i.-ni'S  fcil.-is  jiclo  Icnlc  (hi  \  :niil- 
(l:i(le  lie  IJircilo.  .Viitonio  ilos  Sanctos  IVrcira  ,)ariliin.  Quarta  c.iiva'. 
Coiiulira.  Is'.tl.  ,      ,  m 

1  T,-.:f.:.l..  J.     '/.;.;■.•.■:;/.•:    j'::!:!:'::!    !.'    EmmtH    '.'<'   I'!    !''« !)"HOlO. ,       t  (IT  ,IOSl'   M. 

I'icnia>-!liirt:!.!.-      Cinirtii  ■■ilicioii.     Mailrid,  IS'tl, 
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Wlien  we  romc  to  pul)lic  rcvcnuts.  Iiowcvit,  it  is  (litTcicut. 
Ho  classitios  these  according  as  tiiey  arise  t'roin  {jit'ts,  fiscal 
domains,  public  works,  lis(  a!  inonoijolies.  taxes,  einiiieiit  iloinain, 
fines  or  eseliejits;  and  devotes  several  chapters  to  each  of  tlu^ 
imiMjrtant  classes.  The  most  noteworthy  point  in  liis  treat- 
ment of  taxes  is  his  view  as  to  the  h.tsis  of  taxation.  He  dis- 
(ais,scs  in  turn  expense,  income  and  pro|)erty,  as  liases,  and 
finds  eacli  of  them  essentially  defectivi'.  The  really  e(iuital)le 
basis  of  taxation  he  finds  to  he  facailly,  or  the  economic  position 
of  the  individual  as  shown  by  his  ''liciuid  assets"  ((7  iinpiicsli) 
sohrc  los  hdhcns  llfiuidon).  Hy  this  term  he  wishes  to  denote 
the  means  of  the  individual  as  conditioned  by  his  needs,  or  the 
liroportion  between  income  and  i)ro|)erty  on  tlie  one  hand,  and 
the  claims  mad<'  upon  liim  by  expenses  on  the  other.  Piernas- 
Hurtado  thus  simply  attein])ts  to  put  into  plain  lan^uane  the 
niarRinai-utility  theory  of  taxation,  as  developed  by  recent 
Dutch  and  .\ustrian  writers.  He  confesses  that  this  alone  will 
not  remedy  social  evils,  that  it  is  not  suscipt'ble  of  an  exact 
mathematical  eomi)utation,  and  that  it  may  jjive  rise  to  arbi- 
trariness; but  he  maintains  that  the  other  susipestet.  bases  of 
taxation  disclose  tlie  same  or  jireater  defects.  Heftard  for  the 
individual  ))ositi(>n  of  the  contributor  is  in  his  (j])inion  the 
really  im]X)rtant  consideration.  The  vafineness  of  this  test 
as  a  i)ractical  proRram  of  t.axation  will  at  once  strike  the  reader; 
but  Piernas-Hurtado  is  content  to  leave  the  discussion  in  the 
field  of  theory. 

In  tr(>atinji  of  the  various  classes  of  taxation,  he  later  makes 
many  fjood  and  practical  su}i<;estions.  The  whole  of  his  second 
volume  is  in  fact  devoted  to  the  history  and  criticism  of  the 
state,  local  and  colonial  i)ublic  finance  of  Spain;  and  he  clears 
u\)  mucli  that  Paricai  and  other  writers  have  failed  to  exjilain. 
I. ike  so  many  of  tlie  continental  tax  reformers,  he  s(>es  the 
Krcatest  ])romise  of  improvement  in  the  sutistitution  of  direct 
fur  indirect  taxes,  and  he  (le\-otes  a  consid(M-able  ])ortion  of  his 
work  to  the  nroi)osed  adjustment  of  ttie  Sp.anish  i)ublic  reveiuies 
to  the  iirincii)lcs  of  uniformity  and  universality.  Several 
cliapters  on  tlie  theories  and  i)ractice  of  public  credit,  and 
es|)ecially  on  the  budget  and  financial  administration,  conclude 
a  work  whose  open-mindedness.  clearness  and  wide  ransie  of 
view  entitle  it  to  an  honorable  iilace  in  the  list  of  text -books 
of  finance.  That  this  is  sorely  neede<l  is  open  to  very  little 
liuubt  on  the  part  of  th<'  attentive  reader. 
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I\'.  Siritzcrlnnil 

Switzerland  is  tiic  only  MurDpcan  couiitrv  whoro  the  Rcncral 
jjropcrty  tax  still  plays  an  iinixirtant  role.  It  is  (lie  ont"  state 
whoso  mctlioils  of  taxation  In-ar  a  close  resemblance  to  tiloM' 
of  the  I'nited  States.  It  would,  therefore,  he  reasonable  to 
e\|H'ct  that  a  work  of  such  i»rodifiious  proiH)rtions  ;is  that  of 
Professor  Schaiiz  on  Td.nilii'n  in  SiritzirUind  in  Us  Dadopmnl 
.sui<r  the  liiijinninfi  of  the  Mndo  nlli  dnlnnj  '  should  be  of  the 
utmost  imi)ortaiice  to  all  Americans;  ;ind  tliis  expectation  is 
reali/.eil.  Rarely  in  the  history  of  economic  literature  has  a 
foreign  work  been  jjublished  which  is  at  all  comparable  to  this 
in  its  value  to  the  American  student  of  finance. 

Professor  Schanz  earned  his  reputatiim  by  the  thorough 
work  displayed  in  his  Knijlischr  Ihnuhlxpolillh-  (liycn  Kmk  'h.-< 
MittrlalUrs,  published  some  thirty  years  ajjo,  as  well  as  1  y 
several  minor  works  on  the  history  of  labor.  In  ISSf  he  started 
the  Finnnz-Arrhir,  which  is  still  the  only  serious  review  devoted 
exclusively  to  the  science  of  finance.  In  this  jn-riodical  he 
has  been  publishinji  for  the  past  few  years  detailed  histories 
and  descriptions  of  the  tax  systems  of  different  (Jerman  conunun- 
wealths,  which  have  challensied  admiration  for  their  solidity 
and  accuracy.  Now  he  offers  to  the  scientific  worUl  a  work 
whidi  stands  uue.iualled  in  magnitude  of  scope  and  detail  of 
treatment. 

A  word  first  as  to  the  methods  of  the  author.  The  ojienini; 
volume  is  devoted  to  a  sketch  of  the  general  development  of 
Swiss  taxation.  .V  preliminary  chapter  treats  of  the  federal 
taxes  and  of  the  {jeneral  situation;  a  second  chaiiter.  of  the 
general  direct  taxes  in  the  cantons;  a  third  chapter,  of  the 
licenses,  succession  (hities,  military  tax,  >tc.;  a  fourth  chai)tcr, 
of  the  indirect  taxes  on  cons\uni)tion;  while  a  final  i)art  is  de- 
voted to  the  (juestions  of  local  taxation.  The  three  followiiit; 
volumes  take  up  each  of  the  twenty-live  separate  cantoiis  in 
detail;  describe  the  history,  not  only  of  all  the  chaufies.  Imt 
of  all  the  attempted  reforms;  and  close  with  a  mimite  statement 
of  the  existing  condition  in  each.  The  fifth  and  final  volume 
contains  the  text  of  all  the  imiM)rtant  tax  laws  and  administiM- 
live  ordinances  for  each   canton  since  the  l)eginninK  of  the 


J   Kin 


haniUrh.     \'im  ( li'iirn  .Sclianz.     Stuttniirl,  IS'.M).  — .'>  vols. 


Ht:(i:\T  i.iTKH.vrrHK  is  r.xxynos 


.•)(■>!) 


century.    It  will  he  seen  at  a  n'!""''"  l">w  stu[M'ti(lt)Us  must  liavc 
Irt'Cii  the  latK)r  iH'ccssary  to  coniplctc  sucli  a  task. 

Let  us  now  endeavor  to  aseeitain  in  what  resi)eets  the  work  is 
imiM)rtant  to  Americans.  I'rol'essor  Sclianz  lie-ins  hy  accepting 
the  theory  advanced  hy  the  jjresent  writ<'r  renardinj?  the  histor- 
ical develo|)ment  of  taxation  and  the  i)osition  of  the  peneral 
projM'rty  tax  in  this  development.  He  shows  that  Switzerland, 
like  the  I'nited  States,  has  retained  the  inedia'val  property 
tax  lit)  '"  this  day;  Imt   he  further  shows  that   Switzerland. 


unlike  the  I'nited  States,  has  successfully  endeavored  to  re- 
construct its  projM'rty  tax  and  to  supplement  it  liy  anotlKT 
system  which  has  brought  it  more  into  harmony  with  the  needs 
of  the  present  century.  The  conception  of  general  property 
as  the  basis  of  taxation  has  l)een  iHTineated,  gradually  hut 
with  ever-increasing  rapidity  during  the  ])ast  thirty  years, 
with  the  ideas  of  product  and  of  income.  The  attempt  to 
rcalizf!  the  ])rincii)le  of  ai)ility  to  pay  has  resulteil  in  dissatis- 
faction witli  the  old  |)roperty  tax  and  a  remodelling  of  the 
whole  system.  The  methods  in  the  v.arious  cantons  may  lie 
>unmic(l  u))  as  follows:  (1)  u  i)roperty  tax  jjIus  a  general  income 
t;ix;  (2  a  property  tax  plus  a  i)artial  income  t.ax;  (;{)  a  prop- 
erty tax  yilus  a  supplementary  income  tax,  in  tlie  sens(>  that 
only  the  surplus  income  above  a  certain  |)ercentage,  supposed 
to  represent  the  interest  of  the  taxable  pro|H'rty,  is  assessed: 
■  1)  a  real  property  tax  ])lus  a  general  incom(>  tax.  Only  three 
of  the  smaller  cantons  still  hold  to  the  general  ])roi)erty  and 
the  poll  taxes;  whiU-  only  one  cantim  clings  to  the  once  universal, 
hut  A\\\  more  primitive,  .-system  of  the  land  tax. 

Tliis  is  the  one  great  lesson  to  be  drawn  from  Swiss  exi)erience. 
It  ought  to  be  sufficient  to  silence  :dl  those  enthusiasts  wlio 
cry  out  for  a  retention  of  the  ])re^eiit  .Vmerican  system,  and 
puint  with  triumph  to  the  only  (lem«icratic  republic  in  I'lurope 
;i~  practising  the  same  methods.  ( )n  the  contrary,  the  one  gre;it 
effort  of  the  Swiss  h'gislatures  during  th"  past  half-century  has 
iircn  to  supersede  the  general  i)roperty  tax.  not  necessarily 
!>>  the  income  tax,  but  by  some  form  of  income  taxation  by 
~()me  system  which,  directly  or  indirectly,  makes  not  ])roperty. 
but  product,  the  basis  of  taxation.  A^  Professor  Sclianz  sums 
it  up:  "reberall  dningt  sich  eben  mit  el(>mentarer  (iewalt  der 
'ledanke  (lurch,  dass  es  doch  nicht  das  Vermogen,  soudern  das 
Kinkommen  ist,  welches  man  eiirentlich  tretTen  will." 

The  next  .striking  fact  in  Swiss  experience  i-^  this,  that  where 


570 


HSSAYS   l.\    TAXATlO.y 


Ir 


J- 


the  pcncral  proixrty  tax  is  utilizcil  as  a  sulxirdinat*'  part  uf 
tli<'  tax  system,  or  is  cinplDyctl  iti  more  prirnitivr  coniriuiiitics, 
or  vvitli  a  low  tax  rale,  it  wnrks  fairly  well.  Hut  as  soon  a-  :iii 
ntti'ini)t  is  made  to  defray  the  larger  part  of  llie  exiwiiditures  uf 
jidvaiiced  commimities  l)y  flie  Kei\eral  proixTty  tax,  tims  iieci  -- 
sitatins;  a  liiijli  rate,  wliieli  in  terms  of  income  is  e(|iiivaleiit  in 
from  twenty  t')  tiiirty  per  cent,  it  is  ;i  i;imentalp|e  f.iiliire  :i- 
niiicli  of  ;i  f.iihin',  in  fad  ;is  in  tiie  American  states.  Iliiinaii 
nature  is  .ahout  the  s.ame  the  world  over,  and  where  the  ci,ii,!i- 
tions  in  Switzerland  .are  at  all  eomparaiile  to  tho«,e  in  the  I'liii.  d 
States,  thef;;ilureof  thenenend  property  tax,  as  the  chief  soune 
of  revenue  is  ecpiidly  marked." 

Let  us  now  leave  thes^-  two  f.acts,  whicli  niinht  amply  ser\,. 
as  a  text  for  a  whole  volume,  and  turn  to  some  of  the  ot!.r 
points  of  interest.  The  author  does  not  discuss  the  (Hie-li.  ii 
of  t.'ixation  of  corporations  as  a  whole,  hut  presents  the  fait-. 
the  most  important  of  which  have  heeu  used  in  another  chapt:  r 
of  the  i)resent  volume.  Other  points  upon  which  the  .•<,•.!■■ 
experience  is  (xtremely  instructive  are  tiie  dilYcrcnt  rate-  uf 
taxation  for  various  kinds  of  i)roi)erty;  the  metliods  of  .i". — 
ment.  according  to  market  value,  insurance  value  or  par  \,il  h  : 
the  exemi)tion  of  church  or  other  i)roperty:  the  distinction  !•  - 
tween  fimded  and  unfunded  income;  and  the  suhject  of  dou!  !«' 
taxation  in  all  its  various  forms  Hut  tiie  four  chief  jioints  wiii.  li 
deserve  special  emphasis  .are  these:  the  methods  of  controlliiii: 
asses.-h.cnts,  tlie  (piestion  of  i)rogrcssi\e  taxation,  the  succes-iun 
taxes  and  the  system  of  local  taxation. 

Switzerhind,  like  tlie  I'nited  States,  has  tried  all  form-  ef 
assessment  for  the  general  property  tax-  self-assessment  ami 
o'licial  assessment,  oaths  and  no  oaths,  pulilicity  and  secrcy: 
and  these  li.ive  |)rovcd  e(iually  inefficient.  <  )ne  institution.  Imw- 
ever.  has  hecn  developed  in  the  last  few  <lecades  that  is  i.cculiir 
to  Switzerland.  It  is  that  of  the  inventory  (I nn  nlin-isiit'""  . 
As  soon  as  a  taxpayer  <!ies,  his  entire  property  is  seized  l>y  the 
poverninent  and  helil  until  an  exact  inventory  is  made.  If  tl:i- 
(lisclo>(>s  fraud  in  the  previous  self-assessmcaits,  punitive  taxi- 
must  l)e  paid,  ranfiiiiu:  in  -imie  cantons  over  a  period  of  ten  year-. 

'  Till-  i)oiiit  \v;is  also  sul)sr(|U(iit'v  ('m[)li:isiz('il  hy  Crrcnvillc.  /.'  ^  (■>..,•'>■ 
Ill  Sr-.s,,  l,;uis:inni',  IS'.W;  .'iiKi  more  ri'i-critly  liy  HullncU.  "'rin'  ('.■nil 
I'nipTlx  Tax  in  Swilzcrlaiui,"  in  Aililri.isr.i  mi, I  I'rnrnilinris  of  Ihi  /■..  ' 
Cm/,  n  HIT  (if  ihf  Inlcriiatioiiid  Tax  Ax<iiri'iliiiii.  Columbus,  I'.Hl.  ]■  -  ■'■ 
ft  -(7. 
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This  mctliiul  (if  rdiitr'il  i--  li;i-i(|  mi  tlir  rijilit  idrn:  Imf  it  luis  \\- 
ottjt'ctioiiaMc  >i<l<>.  It  mii>t  lie  (ii-tri--iiiii,  to  miv  tlu'  itjist.  to 
thf  family  of  tlic  (|i>c(a.-ct|  win  ti  the  tax  odicials  clap  tin  ir  xaU 
on  the  property,  as  it  were  in  the  vrrv  cliainhcr  of  diatli.  It 
lias  also  its  weak  -iili's,  for  those  who  lia\i'  e\cn  a  shoit  time  to 
[irepare  for  flcath  commonly  \:\\i'  a\\a\  a  Lir^e  part  of  their 
pro|)ert\'.  Allain,  the  itivciitory  n:itiir:i!ly  IkciiIiic^  a  le-s  tni-l- 
worthy  nuiilc  the  further  hack  we  uo,  so  iIkM  at  it>  best  it  call 
-crve  only  as  a  partial  index,  lint  not  wiih^tandin^  these  defects, 
it  has  (lone  )j;ood  service  in  ini  rci-inn  tlie  t.ix  re(tipts,  and  it 
forms  t()-d;iy  one  of  the  chief  -uiijecis  of  di>piit<'  in  the  Swiss 
cantons. 

Another  point  which  has  attractid  attention  i-  that  of  t)ro- 
lin  ssivc  taxation.  Switzerland  ha>  now  definitively  ;icc('[it('d 
the  principle  of  trra<luated  taxation,  ami  the  cantons  apply  it 
not  only  to  inheritance  and  to  income  taxc-  Imt  aUo  to  property 
taxes.  I!s|)e<-ially  -ince  I,s70.  ;i  larire  ni.ijority  of  the  ccw.mon- 
wcalths  h;i\e  iii-ert(il  the  piiiiciple  into  thiir  constitutions. 
and  only  a  few  con-tit  iitinii^  fix  the  limit  of  the  jirojiression. 
The  sv^ti'm.  fa.-  frcjm  caiisinn  any  whoh  -ale  exodii-  or  any  such 


-tartlinn  confiscation  a»  we  n 


spai 


)ers 


has   , 


roN'ed   so  s.a 


ad  of  from  time  to  time  in  the 
ti-factorv   that,   wherever   tried, 


it   has  never  heen  ;i!  aiidom  d. 

Thirdly,  ahout  two-thirds  of  the  Swi-s  commonwealths  have 
riundedout  their  system  of  direct  taxation  I  ly  taxes  on  inherit- 
ances and  on  heciuests.  'I'lii-  movement  i>  .an  old  one,  and  has 
C'jne  hand  in  hand  with  the  movement  to  sii|)plemeiit  the  [)rnp- 
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tax.     The  I'liited  St.ites  ;ire  still  in  the 


first  pliases  of  the  reform;  for  until  ver\'  recently  the  ;ij;itation 
\\:ts  confiiicil  to  an  exten-ion  of  the  c(.ila;<r,il  iiiherit.-'iici'  tax 
Switzerland  has  passed  lic>ond  thi-  plia-c  for  its  system  applies 
to  all  inheritances  aiul  lieiiuests.  with  a  rate  ransrim::  from  a 
fracti(jn  of  one  per  cent  in  'Awx.  lo  as  much  as  twenty-five  per 
cent  or  even  more  tor  non-relati\'es  in  I  ri. 

I'inallv,  the  methods  of  loc.il  taxation  are  instructive.     Only 


a  few  cantons  pursue  the  sanu 


.>tein  tor  tioth  local  and  com- 


monwealth purposes.  In  most  ci-i-  t!ie  income  tax  is  a  com- 
nionwealth  lax.  while  the  local  lax  i-  .-i  property  tax,  and  often  a 
real  jiroperty  ta.x.  In  addition  to  the  local  property  tax.  how- 
eviT,  wi'  find  ver>'  <renerariy  a  local  "liousihold"  tax.  which  is 
nracticallv  a  system  of  Doll  taxation  ci-iuiieil  to  reach  sdm,.  o 


those  who  escape  the  real  projierix'  i:,\. 
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is  morcnvci  Jiiarkrd  l>y  two  ^iKiiifiiarit  {:\v\s.  In  the  first  pl:iir. 
the  idcik  of  |)ronn»ion.  wliicli  is  coiiirnonly  applied  to  tin- 
coniinoiiwejillli  taxes,  is  al>seitl  in  the  local  taxes,  which  arr 
almost  uniformly  i)roiMirtioii,il.  Secondly,  the  exemption  ..t 
(lel)ts-  mortnaKc  debts  as  well  as  otlier>  is  |MTniitti'd  in  st;il< 
taxes,  but  it  is  allowed  only  to  a  very  limited  degree  in  locil 
taxes. 

Knough  has  l»een  siid  to  show  the  importance  of  Profes-or 
Schanz's  work.  It  <lo(s  not  pretend  t<'  discuss  (|ui"stions  ol 
theory,  and  yet  almost  every  pa^Je  eontaii\s  matter  of  inure 
signific.'ince  to  the  average  .\merican  than  wiiole  cliapter>  of 
some  of  the  usual  mainials  of  finance.  In  some  few  (|Ue-1ion>  of 
finance  Switzerland  has  a  little  .o  learn  from  us;  in  mo>i  niatli  r- 
we  have  important  lessons  to  lejirn  from  Switzerland.  W  li.ii 
these  lessons  are  has  heen  only  faintly  outlini'd  in  the  above  n  - 
marks:  but  it  is  to  be  hoped  that  their  full  significance  will  err 
long  be  appreciate<l  by  every  .\merican  student  and  l>y  every 
American  legislator. 

\'.   E>t:il(i))(l 

English  economic  literature  has  not  hitherto  been  very  furtii- 
ii.itf  in  it-i  systematic  studies  of  fiscal  jjroblems.  The  writn- 
(jiior  |i>  Adam  Sndih  concerned  themselves  only  with  .scattcnd 
(luestion^•  uf  teini)orary  practical  interest,  and  dealt  with  tlidn 
in  the  -  iMic  scrappy  manner  which  characterize(l  their  treatniciit 
of  econoihi.  pmblcnis  in  general.  There  was,  in  England  at  ;ill 
events,  no  true  xii  iice  of  political  econor.  y ;  there  could  not  well 
I"  a  seitiM-e  of  finance.  Adam  Smith,  taking  his  cue,  p,erli;i|)-. 
Iiom  the  French  writers,  for  the  first  time  sought  to  connect 
fiscal  (juestions  with  those  of  soci.al  economy.  In  his  happy  w:iy 
he  combined  the  abstract  discu-sion  of  fundamental  theurii- 
with  the  explan.'ition  and  criticism  of  .actual  conditions,  avoi'l- 
ing  on  the  one  hand  the  metaphysical  vagaries  of  the  I'liv>iiMn;i- 
and  on  the  other  the  plodding  monotony  of  the  (lermaii  ■'imiii- 
endistic"  conii)licaiions.  But  while  .\dani  Smith  gavea  dceide'l 
iin|)u!se  to  the  study  (tf  fiscal  problems  on  theo  .tinent.and  tliu- 
initiated  a  movement  which  has  resulted  in  tiie  elaboration  ol 
the  modern  science  of  finani'e,  his  success  in  arousing  a  like  in- 
terest in  England  was  far  le-s  marked,  although  his  influeiu'e  cii 
English  fiscal  pnctice  was  great.  The  n)i«lity  genius  of  Hic.inle. 
liowever.  tunfed  at  imee  to  tl'.e  eorc of  the  problem.  He  I'DiiliiH  il 
himself  almost    exclusively   to   an   investigation   of  incidence. 
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rcuarilitiK  'i  tax  >irn|)l\  ;i-  mm  nddilioii  to  tlw  cost  of  imHliictioii 
.111(1  tn-titiiiK  all  tax  plii'iioiiM'ti.'i  :is  tin  re  illii>tr:iti(iiis  ot  ( lintiftcs 
in  value.  Tax.ilidii  with  liiin  iM'ciimf  .i  minor  juirt  of  kcik  r,ii 
I'lMinomic  theory.  So  wciijlil.v  Wiis  hi>  iiiflueticf  th;it  iven  Mill 
who  in  other  parts  of  hi>  I'ulillatl  lu'imonii/  piir>ue(|  ;i  (|uite  dif- 
ferent poliey,  Kave  in  hi>  fifth  ixHik  nothing  Ixit  a  -iieiinct  .Mtiiily- 
>.iH  of  the  shiftinn  and  general  elTeets  of  t;ixation  ^c'lrcely  deijjn- 
injt  to  ileseend  to  the  facts  of  everyilay  life  or  to  do  more  than 
touch  upon  tlie  difficult  details  of  principle.  Although  a  few- 
other  writers  did  more  than  this,  their  iliscussioMs  were  forjjotten 
amid  the  plaudits  showered  on  Hicardo  and  Mill.  Thus  it 
happened  that,  while  on  the  one  hj'.nd  we  had  numerous  descrip- 
tive works,  written  for  practical  purpo<(>,  on  the  chief  fact'  of 
|)ul)lic  finance,  and  on  the  other  hand  mimerous  a|)pendices 
to  (general  treatises  oti  economic-;,  dealing  with  a  few  [xtints  in 
fisc.'il  doctrine,  there  came  to  lie  t  ,;lmost  complete  divorce 
hetween  f.act  and  theory.  The  |)rac'  al  writers  did  not  concern 
theniseh'es  with  theory,  ;ind  the  ecoilomi>ts  Were  for  the  most 
part  content  to  work  in  what  minht  he  called  a  fiscal  v.acinim. 
McCulloch  was  the  one  important  writer  to  form  an  exception, 
and  he  was  not  sufliciently  succe»ful  to  iind  either  admirers  or 
successors. 

Another  retison  which  may  he  .adduced  to  exi)liiin  the  more 
rapid  growth  of  the  science  of  finance  in  l'"rance  .'ind  in  ( iermany 
was  their  relatively  inferior  fis  al  system.  It  is  not  ttie  excel- 
I'l.ce  but  the  defects  of  econonnc  life  that  li.ive  ;ilwa\s  led  to 
tiie  elahoration  of  (>conomic  theory.  The  sluirti-ominns  of 
mercantilism  produced  .Adam  Smith;  the  .aWuscs  of  the  diirioi 
ri\iiv'e  hrought  forth  the  i'hysiocrats;  the  danners  of  le\-ellinu; 
and  the  evils  of  the  |)oor  law  gave  us  M.ilthus;  the  currency 
ciinfusion  and  the  corn  law  were  respoiisihie  for  Hicardo.  fl.ad 
there  been  no  agricultural,  no  industrial,  no  commercial  troubles, 
we  should  not  have  had  Mill  and  the  whole  host  of  modern  s(»e- 
cialists.  So  with  the  problems  of  public  finance.  The  abuses 
on  the  continent  were  so  serious  that  they  nave  rise  to  important 
political  couiests,  and  thus  led  the  scientists  to  attenii)t  a  Kcneral 
cl'iirinK  ui>  of  vexed  questions  in  fiscal  j)olicy.  In  I'^nnlaiul  tax 
problems  (with  the  exception  of  the  fr<>e-trade  controversy, 
which  was  far  more  than  a  mere  matter  of  taxation)  did  not 
agitate  the  people  to  any  great  extent,  and  their  solution  was 
lontcntedly  left  (o  the  practical  common  sense  of  the  Kn^lish 
Matesmen.    It  is  significant  tiiat  in  t  lie  one  (lej)artaient  of  i)ublic 
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finance  which  did  scriouj^ly  enter  into  politic-^,  namely,  that  of 
pubhc  debts,  the  English  writers  have  done  better  work  than 
those  of  the  continent.  But  the  comparative  excellence  of  tlic 
English  revenue  and  budgetary  system,  combined  with  the 
general  prosperity,  in  themselves  contributed  to  hinder  the 
growth  of  fiscal  theory. 

Of  late  years  the  conditions  have  changed.  The  disproiior- 
tionat(>  increase  in  public  expenditures  and  the  immense  deveh  p- 
ment  of  local  needs  have  materially  strengthened  the  conscioii- 
ness  of  fiscal  i)ressure,  while  the  growth  of  democracy  on  the. 
oi.e  hand  and  tlie  comi)lications  of  recent  industrial  developni;  •:! 
on  the  otlier  have  brouf-ht  to  the  front  (piestio'is  of  theontir 
justice  which  necessitate  tin  -evision  of  funilamental  doctriiio. 
In  iMiglaad  as  in  America,  hscal  problems  have  bcccmie  no  ir-^ 
important  than  in  continental  lOuroix'.  It  is  thus  natunil  tn 
expect  henceforth  a  deeper  study  of  the  suoject-matter  tiy  tlui^r 
who  in  the  wilderness  of  confusing  jiarty  contests  blaze  out  tln' 
path  of  truth  and  ])rogress. 

Professor  Bastal)le's  book  on  l'ul)Iir  Fiiinncr  '  is  the  fir-t 
scientific  result  of  this  new  interest  in  fiscal  problems  in  Englaml. 
Mis  volume  marks  a  distinct  epoch  in  the  history  of  Enuli-h 
economics;  fur  i1  is  the  fir-t  attemjit  to  set  before  laiglish  n  adt  r- 
the  science  of  finance  in  i*-  modern  garb.  To  many  it  will  iiilin- 
duce  an  entirely  new  set  of  discussions;  and  (specially  to  llw 
English  reader  who  is  not  familiar  with  foreign  tongues,  ;lir 
volume  will  be  vel-  >me.  This  will  be  our  excuse  for  dealiiij!: 
with  it  so  fully. 

To  .dl  tiiosc  aciiuainted  with  the  Thco'i/  of  Intcrnnti(»i(;l  Tm-li  ■ 
published  a  few  years  .ago,  as  well  as  with  his  recent  (  I'lmnim 
of  \ations,  Pnil'cssor  P>astable  is  known  as  a  clear  ami  cinlul 
thinker,  without  any  int(4lectu;d  vagaries,  and  with  m.ukMl 
sobriety  of  judgment.  The  same  traits  conspicuously  reap|;i  :!■ 
in  the  ])resent  volume,  and  they  are  reinforced  by  evidence  nt 
accurale  scholarslii])  and  familiarity  with  foreign  lileraturc. 
In  order  to  be  sure  of  one's  own  conclusions,  one  must  first  kimw 
what  others  have  .-aid:  and  it  is  the  neglect  of  tliis  elrnieiitary 
rule  that  consigns  so  much  of  so-called  scientific  writing  to  tlic 
wa-te-liasket.  It  nuist  not  be  supposed,  however,  that  I'rofe-or 
Hastable  is  a  sla\i>h  adliereiit  of  hi>  foreign  ])redecessors.  1!:- 
vohiiue  is  by  no  means  without  independent  suggestions,  .nul 

'  l'„',l,i  h'hniim  .     I'.y  ('.  F.  liistahic,  1. 1.. I)  .  rnif('s.sor  (if  Political  Ernn- 

iiTnv  in  ih''  liiirir^i'v-  iif  Dulilin,    1.(111(1(111,   1S'.)2. 
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it  is  precisely  this  indepeiuleiiee  of  tlioiif^lit  tliat  invites  oeea- 
tiiona!  criticism. 

In  tile  fir>i  place,  it  is  to  he  refiretted  that  Professor  Hastahle 
does  not  enii)ioy  the  term  "science  of  finance."  It  is  true  that 
"finance"  is  used  in  luifflish  U)  inciiule  private  as  well  as  puhlic 
finance,  and  that  several  hooks  on  "finance,"  like  those  of 
.levons  and  CiifTen,  deal  chiefly  with  monetary  ])rohlenis.  This 
unclearni'ss,  however,  attaches  to  the  word  in  foreifin  laii};uanes 
to  almost  the  same  decree.  The  French  speak  of  la  hiiidc  Jhun)ce, 
and  the  niniiher  of  titles  on  what  mi}ilit  he  called  "private"  or 
'monetary"  finance  is  lef^ion;  yet  this  !ias  not  prevented  them 


in 

as  the  technical  term  for  i)ul)lic  fii 


)m  usinfi  the  i)hrase  sciaice  tit  JUki'ivc  or  scioin  ihs  JiiidiiCd^, 

The  whole  matter  was 


there  discussed  and  laid  to  rest  years  ajjo  hv  .lo^ep!l  (laniier. 
In  Italy  and  in  ( iermany  the  matter  of  termiiiolofry  i  as  reai  lied 
a  similar  settlement.  It  is  tlierefore  to  lie  deprecated  that 
Professor  Pastahle  >Ii()ul(l  not  have  jire-empted  the  jihrase  for 
Knulisli  .^icientific  use.  Sooner  or  later  we  sluill  have  to  conform 
to  the  usaf^e  of  the  IVi'iich  and  the  Italians. 


The    intruductorv 


cluipler    on    tlie    instorv 


tl 


gives  a  clear  picture  of  tiie  main  liiie<  of  develo|)nient. 
mention  mif;lit,  jierhaps,  ha\-e  hecMi  made  of  t 


le    scienc(> 


*ome 


le  discussions  m 


iiiediifvai  Florei.ce,  which  in  some  points  foreshadow  modern 


iloctiines.     Mor"over,  if  a  fuller  historv  of  tl 


le  science 


in  !■: 


Inud  is  ever  written.  .•.Itention  will   have  to  he  ])aid  to  writt 
to  whom  mav  he  traced  much  of  wh;it  is  t 


o-(lay  curr(>nt  coin  in 


fiscal  (li-^ciissions.  'i'o  speak  only  of  nineteenth-century  authors, 
I'lend,  ('rain,  Huchaiian,  Huckinuhaiii  and  S:iyer  will  he  ahle 
to  hold  their  own  with  m  u.y  of  the  ( ;eriiia!i  writers  whom 
their  compatriots  (l(>li;ilit  to  lionor. 


An  important  point   in  which  t!ie  volunie  differs  from  sc 


inie 


others  is  thi^  inclusion  of  the  suhject   of  jitihlic  exixiiditurc: 


It    is 


difficult    and   delicate   tasl 


k    nuhtly   to   proportion   the 


~\i:\rv  to  he  devoted  to  this  to])ic  in  a  work  on  finance.  I'rom 
'Hc  point  of  view  puhlic  exiienditiire  is  simply  .■idministration : 
i'ldui  aiioflu'r  point  of  vimv  it  is  political  economy-  in  the  original 


.-c  of  the  term.     How 
)hl 


ar  <i'o\-erniiieiit  should  assume  definite 
hat 


iiiiictions  is  a  prohlem  oi  eiduonnc  politics;  in  what  manner  it 
should  actually  carry  on  tiie-e  fumtions  is  ;i  prohlem  of  ad- 
niiiiistratioii.  ^'et  almost  r\cry  iiolitical  or  administrative 
:  it  involves  ^oine  outlaw  and  i--  in  so  far  a  fit  suhject  for  dis- 
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ill  dealing  with  tliis  luancli  (d'  his  wuik,  has  avoided  on  the 
one  hand  unsuitahU-  details,  and  on  the  other  mere  coninioii- 
places. 

It  is  in  the  next  tliree  Uwks  that  are  to  be  found  most  of  the 
eontroverted  (U)etrines,  and  it  is  naturally  here  that  the  critic 
will  he  apt  to  take  issui-  with  the  author.  Professor  Bastahie 
first  takes  up  the  classification  of  public  r(>vonues.  He  sees 
the  inadequacy  of  the  older  continental  division  into  taxes 
and  lucrative  prerogatives  (m/«//a)  and  correctly  relegates 
the  latter  class  to  the  limbo  of  ubcrwiiiuhncr  StdndptiiiUi . 
But  he  is  ecpially  aggressive  in  iiis  onslaught  on  the  class  of 
"fees,  "  the  creation  of  which  '  '  ascribes  to  "a  want  of  analytic 
power  in  the  originator."  lie  simply  distinguishes  between 
taxes  and  wlnt  he  calls  in  some  places  "semi-private  econonii(^ 
income,"  and  in  other  places  "public  economic  income." 

It  will  be  questioned  whether  Professor  Bastable  is  not  here 
taking  a  step  backward.  He  shows,  it  is  true,  the  many  incon- 
sistencies of  recent  writers.  But  iloes  it  not  seem  unwise  to  cut 
the  knot  in  d(>spair  of  untying  it?  In  refusing  to  acknowledge 
fees  as  a  separate  class,  the  author  only  creates  fresh  difficulties. 
Where,  for  instance,  shall  we  put  school  fees?  They  are  surely 
not  industrial  income;  and  Professor  Bastable  himself  would 
not  class  them  among  taxes.  And  where  shall  we  put  the  charge- 
for  marriage  certificates,  and  sluTiff's  fees,  and  copyright  i)ay- 
ments,  and  a  host  of  other  similar  receipts?  The  author  later 
speaks  repeatedly  of  "economic  reci'ipts"  as  different  from 
fees,  as  well  as  from  ta.xes,  s(>enung  to  forget  that  in  the  eaiiier 
portions  of  the  volume  he  ind'des  fees  in  the  "economic  n- 
ceipts."  Further,  why  speak  so  fretjuently  later  of  the  "fie 
principle"  as  opposed  to  the  "tax  principle,"  if  fees  do  not  tonu 
a  sei)arate  class? 

.\gain,  Profe-^sor  Bastable  sharply  sei)arates  economic  fn.in 
compulsory  receipts;  but  he  fails  to  distinguish  between  difiVrent 
kinds  of  comiiulsory  receipts,  and  assumes  that  all  of  them  ,nv 
taxes.  Where,  then,  shall  we  i)ut  fines  and  i)enalties?  They  are 
certainly  conn.nilsory  receipts,  and  just  as  certaiidy  not  taxe-. 
Where,  too,  shall  we  put  special  assessments,  which  are  c.iin- 
pieteiy  ignored  by  him?  In  fact,  it  almost  seems  as  if  the  autlHir. 
in  t  he  .■ndeuvor  to  simplify  matters,  has  really  added  to  our  diii;- 
culties. 

A  similar  criticism  may  l)e  urged  against  his  eln-^sificatinii 
of  taxe:i.     He  objects  to 'a!!  the  re,-ent  metliods,  and  revert- 
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to  what  is  virtuiilly  Adam  Smith's  classificatioii  into  primary 
and  secondary.  Hut  it  i-^  hard  to  sec  wliy  a  tax  on  the  property 
of  a  living  fXTson  siiould  he  primary,  and  lliat  on  the  property 
of  a  deeeased  iXTson,  in  the  shajx'  of  an  inheritance  tax,  second- 
ary; or  why  a  tax  on  tlie  business  of  a  corporation  sh(<iild  he 
primary,  and  a  tax  on  the  recei])ts  of  a  corporation  secondary. 
It  may  also  l)e  noted  that,  wlien  he  calls  attention  to  the  dis- 
tinction between  direct  and  indirect  taxes  ma<le  by  practicji! 
"financiers,"  his  statement  applies  only  to  French,  not  to 
English  or  1')  ,\merican  [ir.'ictice. 

The    book    on    the    whole    exhibits    independent    judgment, 
although    in    .i   few    instances   the   author   allows   his    ( lerman 


models  [II      fluence  him  undulv 


m   matters  of  nomenclature. 


Thus  he  introduces  the  (ierman  distinction  between  the  "ob- 
ject" and  the  "subject"  of  taxation,  meaning  by  the  former 
the  tiling  on  which,  and  by  the  latter  tli<'  iierson  on  whom  the 
tax  is  imposed.  This  is  not  iMiglish.  When  we  speak  of  the 
subjects  of  taxation,  we  mean  not  the  l.ixjjayc  rs  (or  "subjects." 
in  Professor  Bastable's  language)  l>ut  the  phenomena  subjected 
to  taxation  (or  "objects,"  in  Professor  Pastalile's  language). 
.\nd  when  we  spe.ik  of  the  objects  of  taxatioti,  we  commonly 
i..can  the  aims  of  taxation,  not  the  things  taxeil.  In.  other 
\\iirds,  the  author's  (( ierman)  "tax  object"  is  really  tlie  l']nglisii 
subject";  and  his  "tax  subject  "  is  tlie  I]iigli>h  "taxpayer" 


or  "taxbearer. 
ward   incidence, 


as  the  ca 


;e  may  l)e.     Again,  the  tei 


'backward   incidence 


iiid   "difu^ed 


'for- 
inci- 


ice"  are  not  ICnglish;  moreover,  they  confoi  iid  the  terms  inci- 


dence and  shifting.     I'inally,  when  Proh 


the  word  "ra 


ited"  t; 


Hast;ii)ie  cnipl( 


X  .'is  opjlosed  to    'ajiportloned      t:ix.  he  is 


ign( 


iring  the  equivalent  torni.  " percent. me  "  tax.  which  has  !> 

rh 


come  ((Uite  common,  and  wliicli  clearly  cxprifsses  the  meaning 
"11  its  very  face." 

Hut  all  these  matters,  it  may  be  said,  are  (jf  minor  imjiortaiice. 
The  crucial  point  is  not  so  mucli  the  arrangement  and  terminolgy 
.-■  the  substance,  and  in  the  substance  of  the  liook  the  author 
must  meet  with  greater  ajiiireciatioii. 

Passing  over  the  I'hapters  on  the  state  domain,  the  industrial 
ildinain,  and  the  state  as  caiiitali-t .  in  which  he  always  -^('('ks 


maintain  the  golden  mean  between 


the  /, 


(ii.'<s(  z-iiiirc  t  henries 


>i  the  earlier  English  writers  and  the  semi-soci  ilistic  doctrines 


^  In  th*.'  hit  or  edit  ions  seni'.'  of  t  h'-'S''  'i*'f'''.'ts  h;ivc  been  rcniovcf!. 
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of  the  miMlcni  (icriiinn  iiiitliors.' we  conic  to  tlH'  more  difficult 
problems  of  taxation. 

A  roimI  account  is  nivcn  of  tlie  tlieory  <>f  benefit,  which  is 
(hscarded  as  tiic  general  basis  of  taxation;  l)Ut  less  satisfactory 
is  tlu"  (hscussion  of  the  tli(-ory  of  fiiculty.     I'rofessor  Hastalilc 


speaks  of  its  "convenient    vagueness 


but   does  not   reallv 


make  any  serious  (>fTor*  to  give  a  deeiier  analysis  of  the  doctrine. 
He  tells  us  of  Mill's  doctrine  of  "e(iual  s;,critice,"  but  does  not 
succeed  in  correlating  it  with  th.e  doctrine  of  ability.  His  wliulc 
discus.sion  of  the  theory  of  progressive  taxation  is  therefore  not 
quite  up  to  the  level  of  recent  investigation.  On  other  points, 
too,  he  is  very  cons(>rvative.  He  oppo.^es  the  difTerentiMtioii 
of  the  income  tax,  which  was  demanded  l)y  .Mill,  accepted  by 
Disraeli  and  recently  introduced  by  Lloyd-Cieorge:  he  seems  to 
l)e  opposed  to  graduation  in  the  inheritance  tax,  which  was  al-o 
demanded  by  Mill  and  which  has  now  been<Ietinit<'ly  introduced 
into  Knglish  practice;  and  he  even  ditTers  from  th<>  ecmservativc 
French  writers  in  disajjproving  of  jirogn  ssion  in  the  income  tax 
as  a  counterpoise  to  regression  in  other  taxes. 

On  the  other  hand,  the  discussion  of  the  incidence  of  tax.i- 
tion  is  good.  Tlie  author  shows  tiie  weakne-s  of  both  the 
ditTu.sion  theory  and  the  absolute  theories  of  Smith  and  of 
l{icardo.  and  calls  attention  to  tiie  com]ilicating  conditions  of 
modern  society.  It  might  be  urged  that  his  analy.^is  is  luit 
rigorous  enough  in  the  case  of  the  taxation  of  j.ohts;  tli.at  not 
enough  attention  is  called  to  the  distinction  between  monopu- 
lies  and  competitive  imdertakings;  that  the  house  tax  is  viewed 
oidy  from  the  characteristically  Englisii  point  of  view  as  bciim 
;,>so-sed  on  the  occu])ier;  and  that  the  general  cajulali/ation 
tlieory  is  not  brought  into  due  prominen<'e.  Xevertheh— . 
the  treatmi'Ut  as  a  whole  is  far  s\iperior  to  that  fo.  id  in  ino-t 
of  the  manuals  on  ])ublic  finance. 

Perhajis  the  least  satisfactory  part  of  the  work  is  the  di-- 
cussion  of  universality  of  taxation.  Double  taxation,  as  wv 
know,  is  of  importance  chiefly  in  federal  states;  and  that  i-^  im 
doubt  the  reason  wh:  a  book  written  primarily  for  Mnglishinrii 
pays  so  little  attenti(-..  to  it.  ]}ut  international  relations  :uv 
here  of  increasing  importance  .and  deser\-e  more  than  the  lialt- 
l)age  alloted  to  them.  Moreover,  the  conclusion  itself  is  n"t 
beyond  criticisiu.  "'''he  more  modern  solution,"  he  sa\-. 
"would  be  tlial  the  income  tax  should  be  levied  by  the  C(iuiili\ 
of  n-idcuiT,   iiii-  'laiiil  or  piiiprt'ty  taxes  \t\   lli;it 
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What,  tlicii,  shall  be  done  if  the  imoiiic  i.s  derived  from  land; 
or,  eonvcrsely.  if  the  jjroperty  consists  of  intanKil)le  goods? 
Whatever  we  say  about  this,  it  is  to  he  regn'tted  that  the  author 
passes  over  the  other  forms  of  doulile  taxation.  l']ven  if  there 
were  no  space  for  details,  the  main  jujints  of  the  controversy 
should  at  all  events  have  been  outlined 

The  followiim  Ixtok,  on  the  several  kinds  of  taxes,  shows 
the  author  at  his  best.  .V  broad  knowledge  of  the  facts  of  taxa- 
tion in  all  tlie  important  ((juntries.  and  a  wide  acquaintance 
with  the  s])ecial  literature,  enal)le  him  to  giv<'  a  concise  and  clear 
account  of  actual  condiiioTis,  as  well  as  of  t!ie  chief  mov<>ments 
for  reform.  He  suggests  a  judicious  combination  nf  the  three 
principal  forms  of  taxation  as  be~t  calculated  to  reach  sub.stan- 
tial  justice. 

So  far  as  the  practical  problems  of  American  taxation  are 
<'oncerned,  Proft'ssor  nastable  oi)poses  the  suggestions  for  a 
direct  income  tax  to  replace  th;  local  tax  on  jHTsonal  proj)erty, 
and  he  also  deprecates  the  tax.ition  of  gro>s  recei|)ts  of  corj)ora- 
tions.  His  statement  that  "the  most  promising  sources  of 
state  revemie  seem  to  be  the  real  iJrojxTty  and  the  license  taxes" 
is,  however,  obviously  a  'lio.  Americans  will  also  take  exception 
to  the  assertion  that  "taxation  of  inlieritances  is  unsuited  for 
a  community  where  the  family  is  the  unit  of  society  and  property 
is  really  held  by  corixinitions,  not  liy  individuals."  Then-  is 
an  obvious  discrepanc\'  Ix'tween  this  and  the  author's  state- 
ment that  "taxation  of  corporations  is  the  t.-ixation  of  their 
luimbers."  This  last  statement  again  is  unclear.  Do  the 
"members"  of  a  corporation  mean  .ts  stockholders.  >r  its  l)on(i- 
liolders,  or  both?  The  discussion  of  thi'se  (luestions.  which 
have  led  to  some  of  the  most  perplexing  prolilems  of  public 
finance  in  America  as  elsewhere,  (jught  not  to  be  so  lightly 
"eliminated." 

We  have  not  hesitated  to  call  attention  to  s(tme  of  the  minor 
defects  in  Professor  Pastable's  volume  or  to  indicate  a  lielief 
that  i.  will  not  l)e  found  wholly  satisfactory  for  the  .Vmericaii 
-indent.  We  mu-t.  however.  rememlxT  that  it  was  written 
primarily  for  Englishmen.  It  is  to  be  hoped  that  no  one  will 
leave  these  criticisms  with  the  idea  that  the  book  can  be  lightly 
'■ast  aside.  It  is  so  admirable  in  arrangement,  su  accurate  in 
-tatenicnt,  so  catholic  in  temper,  so  sagacious  in  jiulgment. 
and  so  broad  in  erudition,  t!\at  it  will  undoul)te(lly  give  a  new 
ita'ietus  1;>  the  scientific  st'.iib.'  '.\\  fiscal  problems  iv.  I'^ie'l-'Mid. 
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When  Professor  Bastablc's  l)ook  appeared  the  hopt'  was  cx- 
|)rcssi'(l  that  tlicrc  inip;lil  soon  ajjpcar  in  America  a  similarly 
coinprclu'iisivc  treatise,  intended  primarily  for  onr  own  |)ui>lic 
and  dealinii  more  specifically  witli  the  problems  tl  at  are,  in  a 
measure,  jKiuliar  to  the  I'nited  States.  This  hope  was  soon 
realized  by  the  piihlicatioii  of  I'roi'es.sor  Adams's  Sclaici  "f 
/•V(((i/(((,'  which  at  once  commanded  attention  as  a  signal  con- 
tribution to  economic  literature. 

That  such  a  book  is  timely  it  is  scarcely  necessary  to  say.  The 
Cnitcd  States  has  so  rajMdly  outgrown  the  swaddling  ch)thes  ni 
its  ini'ant  economic  .-urroundings,  it  has  stepped  with  surli 
prodigious  strides  from  its  youthful  social  environment  to  the 
complex  conditions  of  a  full-grown  industrial  society,  that  we 
are  .suddenly  confronted  on  all  sides  by  the  new  i)rol)lems  of 
political,  economic  and  social  maturity  which  are  at  present 
engaging  the  ])ublic  mind.  America  presents  in  some  respect> 
most  curious  contrast: .  It  is  at  once  the  youngest  and  the  olde-t 
of  economic  societies-  at  once  the  most  youthful  and  the  m(l^t 
m.iture  of  social  experiments.  It  is  the  youngest,  in  the  seii~c 
that  there  ar"  still  in  our  territory  vast  tracts  untouched  by 
l)lough  or  harrow,  awaiting  the  coming  of  the  first  settler  and 
needing  only  irrigation  to  convert  the  desert  into  a  garden.  It 
is  young,  because  there  are  other  huge  sections  of  the  counti> 
which  are  only  one  step  removed  from  the  ])rimitive  agricultuni! 
stage,  in  which  the  local  life  is  still  largely  dominated  by  frontiei 
conditions  conditions  analogous  to  tiiose  which  the  old  wo,!il 
faced  centuries  ago.  In  another  sense,  however,  America  i-  nut 
yiiMiig.  but  old.  Nowhere  on  the  face  of  the  globe  has  capit;il 
been  ai)i)lied  to  productive  puri)oses  with  such  intensity  and 
such  energy.  Nowhere  has  man's  victorious  contest  with  tin 
powers  (if  nature  been  waged  with  such  intelligence  and  with 
such  relentless  vigor.  Nowhere  have  the  captains  of  indu>tr\ 
])rosecuted  their  (|Uest  for  industrial  supremacy  with  such  aleii- 
ness  and  with  such  ability.  As  a  conse(iuenc(>,  nowlnTe  iia'-' 
the  most  advanced  forms  of  ;i  highly  organized,  fully  diiTemi- 
tialed  and  thoroughly  <onii)lex  industrial  organism  been  evohi'! 
witl    such  startling  rapidity  and  with  such  con  jlete  sinci-- 

'  Tin  Scii  iicr  (if  rimr, i-i:  mi  I nii  stiiliilimi  nf  I'lihlir  Expfiiililiiri  -  ';■  / 
I'lihlir  U.  1 1 II  III. t.'  IJy  Henry  Carter  Aiitiins,  Ph.D..  LL.D.  Now  Vnr'k, 
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In  IK)  (li'p.'irf  inciit  dI'  micIhI  mxl  politicul  life  luivc  tlicsc  \varriiij{ 
forces  ('n>^cii(lcr(il  niorc  confusion  tliiiii  in  the  doniain  of  i)ul>Iic 
finance.  In  forniiT  times  tlie  fiscal  j)rol)leni  was  coini)arativeiy 
sinii)le.  The  collective  wants  of  individuals  wire  small  in  com- 
parison witli  tlieir  private  want>;  [)\il)lic  expenditure  was  in- 
-iKnificaiit ;  and  tlii'  needs  of  government  revenue  were  easily 
satisfied.  With  the  growth  of  industrial  denini  racy.  ho\\(\-er, 
,'tll  this  has  been  suildenly  i'han<i;ed,  .\  >cale  of  |>ut)lic  expendi- 
ture which  would  have  appeared  alisurdly  l;;vish  to  former 
Heiierations  now  seems  harely  ade(niate  to  modern  neces>ities. 
The  resuitinn  prodigious  increase  in  puhlic  revenues  has  cdled 
into  hciiiff  |)rol)lems of  the  utmost  nicety,  n(it  tiecause  the  growth 
iif  these  revenues  i>  necessarily  more  rapid  than  that  of  the 
private  wealth  on  which  they  are  l)a>ed,  liut  liecause  the  con- 
>*  Mient  elements  of  this  private  we;dth  h.ave  in  themselves 
i.ecome  so  complex  and  h;i\'e  so  intertwined  themselves  witli 
the  intcRrated  forms  of  modern  industri.il  life.  What  is  peculiar- 
ily  confusin};  in  the  .\merican  situ.-itiun  is  the  fret  that,  on  the 
(pUc  hand,  we  have  sections  where  the  ecunonnc  conditions, 
and  therefore  the  fiscal  conditions,  are  still,  iis  compared  with 
the  {Treat  mass  of  modern  conimuiiities.  of  t'le  piimitive  type; 
while,  on  the  other  hand,  in  numerous  parts  of  these  sections 
themselves  there  h.ave  lieen  grafted  upon  the  still  d(.min;int  and 
persistent  jjrimitive  <tock  the  sh<iots  of  the  newer  industrial 
type:  or,  to  ])ut  it  in  other  words  alihough  the  li.isis  of  such 
lomiminities  is  still  ])rimari'  ■  apriculturid.  the  newer  methods 
of  trans[)ortation,  as  well  as  the  more  modern  media  of  exch.Mnge 
,iiid  distrihution,  have  sui)erimi)ose(l  upon  the  simplicity  of 
the  old  and  still  persistent  the  coini)lexity  of  the  i;ew  and  e\e- 
ixtending.  The  consceiueiice  is  that  the  fiscal  conditions  of  this 
country  to-day  are  supremely'  heterogeneous  .■ind  that,  liecause 
of  this  contest  of  the  old  with  the  new.  we  are  all  still  groi)ing 
almost  in  the  dark,  dissatisfied  in  the  more  jirogicssive  com- 
nuinities  with  the  survi\als  of  old  conditions,  and  trying  to 
discern  in  the  dim  light  of  the  future  the  fiscal  exprosidn  of  the 
newer  conditions  which  are  soon  to  liecoine  universal. 

The  api)ear;ince  of  Professor  Adams's  work  liears  (>lo(|Uent 
testimony  to  this  change  of  view.  We  liave  for  a  lonir  time  had 
American  treatises  on  ])olitical  c'cnoiny.  although  these  treatises 
have  been,  until  corn|)arativ(  1\  ncent  times,  for  the  most 
part  simj^ly  cojiies  of  their  English  predecessors  rather  than 
aiiapiatioiis  to  our  ouu  peculiar  eoiiiiilion>.     In  the  .^cieuce  of 
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fuiaiKT,  however,  tlicrc  liavf  Imtm  iio  Aincric.-iii  trciitisos,  just  as 
there  have  been  until  recently  rio  Knulish  ones,  chiefly  because 
the  fiscal  proi)leins  have  been  s^  simple  as  not  to  warrant  any 
sei)arate  or  extended  discussion.  .\n  iusinnificant  addeiuluni  to 
the  ordinary  work  on  |)olitical  economy  has  sufficed  for  tiie  con- 
.sideration  of  the  few  (|ue>tions  that  have  presented  them.selves. 
For  the  reasons  mentioned  above,  however,  the  fiscal  problems 
have  now  come  to  the  v(  r\-  forefront  of  modern  controver>\-; 
and  it  is  time  for  the  science  of  hnance  to  take  its  place  side  by 
side  with  j'conoinics  in  the  narrower  sen<e;  for  while  economic-; 
proper  is  primarily  social  in  its  character,  laying  em|)hasis  on  the 
industrial  relations  of  man  to  m;in,  tlie  science  of  fin.ance,  .as  ;i 
jiart  of  the  broader  political  economy,  is  i)rimarily  political, 
laying  the  emphasis  on  the  fiscal  relations  of  the  individual  to  the 
povernment.  The  ai'pearance  of  a  comi)rehensive  treatise  on 
finance  accordiiiKly  luarks  a  turninn-p'/nit  in  the  history  of 
American  political  and  econonii<'  literature;  and  when  su(  h  a 
treatise  att-'uipts,  ;ts  none  of  its  Knulish  or  contii  t'lital  pred- 
ecessors have  done,  to  call  attention  to  tlu  close  connection 
between  chanfiiiiK  social  and  clianjiinn  fiscal  conditions,  it  i- 
doubly  deservinjt  of  attention. 

A  word  should  first  be  saiti  regarding  tlie  formal  arranpenicn' 
of  the  volume  before  us.  After  an  introductory  chapter  on  the 
character  of  the  science  and  the  nature  of  |)ublic  wants,  the 
subject  of  public  expenditure  is  taken  up  in  Part  I.  The  tir-t 
book  of  this  p'lrt  deals  with  the  theory  of  public  expenditure: 
while  a  second  ln)ok.  to  our  surprise,  treats  of  i he  budget.  \\  iiy 
the  l)udget  should  be  dealt  with  under  the  general  heading  of 
exi)enditure  is  not  ai)parent.  It  is  true  that  nuich  of  the  tinic 
spent  ill  budgetary  discussion  in  moch'rn  legislatures  is  <levot((i 
to  expenditure:  but  there  i>  also  a  revenue  side  to  such  dis- 
cussion. .\i;otlier  de|)arture  from  customary  methods  of  ar- 
rangem(>nt  is  found  in  ;i  subdivision  of  the  book  on  the  bmlgi  t. 
in  which  Professor  .\dam>  discusses  the  subject  of  fin.-iiK  i.il 
organiz.-ition  :!n(l  administration.  It  may  be  urged  that  (ithi  i 
this  sul)ject  should  l)e  treated  separately  or  the  general  headiiii: 
of  the  book  should  !)e  "Budgets  an<i  Financial  Organization.' 

{'art  II.  of  the  work  deals  with  i)ubiic  revenue,  taking  up  in 
three  successive  books  the  public'  domain  and  public  Industrie-, 
taxation  and  public  credit.  This  ,iriangem(>nt  is  followed  in 
IMirsuanee  of  the  di\ision  of  .all  n  venue  into  three  clas^e-: 
"direct."  "derivative  "and  "anticipatorv."    While  this  distun- 


HKCEST   I.ITKUMI  UK   IS    TWATIOX 


-iH.i 


tu)ti  is  clcjir  fiioimli,  it  imi>l  I"'  >;ii(l  tli;il  the  inclusion  of  cn-dit 
iiti'lcr  tlif  lir.ud  of  revenue  is,  to  sjiv  the  le.'ist,  iinusiiiil;  iitul  that 
the  choici'  of  the  terms  "direet  "  and  "derivative."  to  mark 
the  (lifTerence  Let  ween  income  from  the  don:ain  and  income 
from  taxation,  is  not  entirely  beyond  criticism.  "Direct" 
revenue  is  defined  a>  that  which  accrue^  to  the  state  from  [jiililic 
o\vnershi|)  or  management,  or  which  falls  to  it  liv  \irtne  nf  its 
Mivereitiii  character;  ;iiiil  "lierivaliv*'"  re\eniie  is  that  which 
forms  in  first  instance  a  part  of  the  incoine  of  the  citizen,  luit 
which  is  paid  to  th<'  state  in  satisfaction  of  some  n-veniii'  law. 
It  is  further  stated  that  "direct  "  revenue  constitutes  a  positive 
addition  to  the  social  incomi',  while  "derivative"  revenue  is  a 
transfer  of  a  part  of  the  earnings  of  the  citizen  to  the  state.  In 
regard  to  the  first  [loint,  however,  it  is  to  he  noticed  that  al! 
revenue  from  taxation  falls  to  the  state  in  virtue  of  it^  sovereijiii 
cliaractiT;  and  that,  on  the  other  hand,  muih  of  the  .so-called 
"direct  "  re\'enue  is  ori;tin;dl\'  a  part  of  tin •  incomi' of  the  citizen 
and  is  paid  in  \irtue  of  some  re\-enue  law.  I'ost-oflice  charges, 
for  instai'ce,  are  included  hy  the  author  under  "direet"  reve- 
liui';  yet  the  receipts  orininall,\'  form  jiart  of  the  income  of  the 
citizens,  anil  are  paid  in  \irtue  of  a  very  definite  revenue  law- 
if  hy  revenue  law  we  mean  a  law  which  jire-crihes  the  raisinji 
of  revenue.  Aj;ain,  refcrriiifi  to  the  second  distinction,  it  must 
he  noted  that  "direct"  revenue,  no  less  than  "derivative " 
revenue,  implies  a  transfer  of  the  earninjis  of  the  citizen  to  the 
-tate.  For,  even  if  the  tioverniiicnt  rents  out  its  land,  or  runs 
its  industries  for  i)rofit.  the  i)rices  are  paid  hy  the  citizens,  and 
the  revenue  involves  a  transfer  of  tlie  earnings  of  the  citizens 
to  the  .state.  While,  therefore,  the  intent  of  the  classification 
i-  ohvious,  it  cannot  lie  said  that  the  nomenclature  is  ;i  very 
I'apiiy  (jno. 

One  other  feature  of  the  p(^neral  arranffement  may  he  men- 
tioned. Within  the  separate  hooks  themselves  there  is  nothinjf 
|)artic'ilarly  worthy  of  note  until  we  come  to  that  on  t.i  .  tion. 
Her;>  the  arranj;(>nient  is  at  once  novel  and  interest inj:.  Hepin- 
iiinjl  with  Keiier.'d  consii'erations,  successive  chapters  are  devoted 
to  the  principles  of  apjiiirtionment ;  to  the  clas>ifi(ation  and  char- 
acterization of  taxes;  to  the  manner  in  which  taxes  work,  to 
the  administrative  consideration  of  taxes;  and  to  siifijiestions 
I'lir  a  revenue  system.  It  may.  perhaps,  he  urKcd  that  this 
necessarily  jrives  a  somewluat  disjointeil  account,  as  there  is  no 
i.i.u-e  where  aiiS  pariiciil.ir  laX  '  an  1)1  judp((i  as  a  unit  from  every 
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point  of  view.  Hut  no  arraiiKc  iiniil  can  satisfy  conflictinK 
claims;  and  it  is  uii(l(Mial)ic  that  tlic  one  adopted  in  this  treatise 
(Iocs  succeed  in  putting  a  fresii  aspe*  t  on  sonic  familiar  to|)ics. 

Cominn  to  tlie  sulgecl-niatter  of  llic  work,  attention  must 
first  lie  directed  to  the  chief  merit  in  the  whoh'  presentation 
tlie  masterly  power  of  analysis  disclosed  liy  the  author.  TIk 
emphasis  is  everywhere  laid,  not  tipon  facts  and  figures,  hut 
upon  the  principles  involved;  ami  to  those  who  approach  the 
sui)jeet  for  the  first  lime,  as  well  as  to  those  already  familiar 
with  the  K<'"<''id  nature  of  the  |)rol)lems,  the  serried  phalanx 
of  argument  upon  argiunent,  of  closely  reasoned  analysis  ufioii 
analysis,  must  he  hoth  a  surprise  aii<l  a  delinlit.  Not  that  ail 
is  new — for  here,  as  in  everyolh.er  department  of  lium;in  thouuiii, 
one  can  huild  only  ujion  the  basis  of  the  known;  hut  the  whole 
work  is  .so  jxTmeated  with  the  doctrines  of  continuity,  and  of 
the  essential  dependence  of  fiscal  u|)on  economic  conditioii>. 
that  almost  every  single  discussion  is  put  in  a  new  light.  Tli. 
insistence  ujjon  ])rinciple  has  indeed,  as  the  French  say.  the 
defects  of  its  virtues.  With  a  few  deceptions,  we  miss  not  only 
historical  examples,  hut  also  any  detailed  statement  of  actiiiil 
fiscal  methods  in  .\merica  and  any  comparison  with  the  institu- 
tions of  other  countries.  The  exceptions  are  to  Im-  found  chielly 
in  Part  I.,  devoted  to  exjienditure,  where  the  necessarily  hrii  t 
discussion  of  theory  is  i)ieced  out  with  a  .separate  chapter  en 
"some  facts."  In  the  second  jiart,  however,  dealin)!;  witii  i)ulilii 
revenue,  the  student  will,  for  instance,  searcli  in  vain  for  any 
description  of  actual  taxes,  whether  in  the  United  States  or 
abroad.  IVofe-sor  .Vdams  evidently  takes  for  granted  that  tli( 
reader  is  familiar  w"th  all  such  details,  and  he  jirefers  to  dw(  II 
on  the  more  imi)ortant  matters  of  prinei|)le.  It  may  be  {|Ueri(  d. 
however,  whether  he  has  not  gone  a  little  too  fai  in  this  rcsixct. 
and  whetlier  the  book  would  not  be  still  more  valuable-  to  \\i<- 
general  reader,  if  it  containeil  the  essential  facts  as  well  as  the 
interpretations  to  Ih'  put  upon  the  facts. 

In  considering  the  work  in  cietail  the  reviewer  is  obliged  nut 
only  to  c;dl  attention  to  the  remarkable  brilliancy  and  pencr.i! 
solidify  of  the  results,  but  also  to  attcmi)t  the  less  gratt  fi;! 
task  of  noting  the  shortcomings  that  are  inseparably  connectt  >! 
with  any  such  comprehensive  efYort. 

In  the  discussion  of  public  exix-nditures,  the  author  briiiL'- 
out  clearly  their  dependence  upon  the  stage  of  industrial  ih - 
velopment.     lie  lays  down  the  principle  that  a  |)rotitaliie  m- 
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vwtmcnt  for  ;i  stale  i-  otic  wliich  riMili-  in  lai.-itiu  industry 
U)  a  liiKlicr  li-vcl  of  ffficiciicy.  I'rorn  tlii>  point  of  view,  iniriiiscil 
expenditure  is  not  necessarily  iin  evil.  Attention  is  also  direeteij 
to  the  connection  lietween  ()ul.lic  ex[)enditures.  on  the  one  hand, 
and  )M)litical  conditions,  as  well  as  social  ornanization,  on  the 
()th<'r.  Perhaps  the  only  point  lackinjj  in  thi-  analysis  i>  ;i  dis- 
cussion  of  the  influeni'c  of  modern  denioer.icy  upon  ex|)endit  ure-, 
and  of  the  gradual  a.Mendency  of  the  preventive  over  the  re- 
pressive |)rin(iple  in  modern  lenisLition.  .\  siijrjrotive  section 
(•(jmpares  the  Knuli^h  with  the  Cerinaii  view  of  expenditurts, 
with  the  conclusion  th.at  the  Iwifjli^h  writer-  di<i  not  ne((l  any 
definite  theory,  hcciuise  their  conception  of  the  -t,ite  implied  a 
fixed  limit  to  K<'V<'rnmental  tuMctions,  while  the  more  extreme 
(iernian  economists  erred  in  setiinji  up  too  stronjia  presumption 
ill  favor  of  the  stati'.  Professor  .Vdaiiis'-  position  lies  midway 
hetween  the  (Xtrcim  s  of  laissi : fnin  ;iiid  -oci;di>m. 

In  ('li;ipter  III.  an  .-ittempt  is  made  to  cla-sify  exjx'nditures  in 
accordance  with  K()\ernmental  functions.  The  clasnification 
adopted  is  that  of  "protective,"  "connnercial "  and  "develoj!- 
mental"  functions,  includiiiK  under  the  hitter  head  expendi- 
tures for  education,  recreation,  puhlic  investigation,  maint*- 
nance  of  eiiuitahle  conditions  for  the  prosecution  of  private  husi- 
ncss  I  development  of  the  |)hysical  hasis  of  the  state.  It  may 
he  coii.-cded  that  the  iiarticular  classification  ;idopted  is  not  (if 
so  much  iniport;ince  as  the  method  pursued  in  dealing  with  the 
lirinciples  themselves;  hut  clas.-itication  may  emi)hasize  or 
ohscure  principles, and  the  scheme  emi)h)ye(l  by  Professor  Adams 
may,  i)erhai)s,  he  siiliject  to  criticism.  Why,  for  instance,  slioiild 
the  outlay  for  reformatories  he  called  "protective  "  and  that  for 
schools  "developmental  "?  Why  should  expenses  for  renderinR 
justice  l)e  termed  "protective  "  and  those  for  maintaining  "eciui- 
tahle  conditions  "  foriirivate  business  "developmental  "?  Why, 
ill  fact,  are  not  all  expenditures  "developmental  "  ?  If  it  he 
1  laimed  that  protective  exiieiiditures  look  at  the  had  in  human 
nature,  and  developmental  expenses  at  the  pood,  how  can  ex- 
penditures for  the  factory  acts,  for  railway  commissions  and  the 
like,  he  put  hy  Professor  Adams  umler  the  head  of  "develo|)- 
!iii  ntal"?  We  may,  indeed.  d«  -ire  to  educate  the  jiood  imiml.ses 
"t'  the  factory  owners  and  the  railway  manajjers;  hut  precisely 
Mic  same  result  is  sought  to  he  attained  by  a  welUligested  poor- 
■iw  system,  or  a  well-arr.-inired  jieiial  system,  o.-  a  good  iiidici.-il 
-vstem.  all  of  which  an-  •■lassed  under  the  head  of  "protective" 
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functions.     Arul  wliy  thr  l.iiil.liim  of  ;i  iMilwiiy  i-<  the  cxcrci-i 
of  !i  "roninirni.il"  fiinition,  wliilf  llir  hnililinK  of  a  latiiil  or 
(lock    is   till'   (Xcnisc   of   a    ••h  vcloprntiifal"    fumtioii    is   >till 
more  (lillii'iilt  to  .  .iniprclu ml.     In  fact,  while  tlic  whole  of  tin- 
chapter   on   public   exi»cn<iilnre   i-    rctnarkalily    Mi(f>festivc.    ii 
confiiso  things  that  oiinlit  to  he  kept  separate,  iiiid  it  xparate- 
things  that  oiinht   to  he  nnitvd.     Moreover,  ainio-t   the  -     n 
(pievtion  of  jirinciple  that  cinernes  from  the  <liMU->ion  .       h 
tendency  of  jjiven  expenditures  to  urow  larner  or  >mallt  r.    Vmu 
here  it   may  be  (pieried  whether  the  author  (jives  due  wei(-lil 
to  facts  like  the  telid'Hcy  of  exi)ense>  lor  ju-tice  to  increase 
not,  as  lie  says,  to  dimini-h.    Tlu'  explanation  of  this  tcndeiiex 
is  not  that  jieople  jjrow  wor-e  as  they  become  livili/ed,  but  tluit 
the  complexity  of  modern  industry  is  eoiitinually  aimmeiitiim 
the  chances  of  <(.llision  of  inlerots  aixl  thus  cnatiim  mw  c!a>-i- 
of  crime.    In  this  dettiil  Profes>or  .\dams  has  forirotten  the  p  ii- 
eral  doctrine  wliicli  he  elsewhere  >o  el..(|iieiitly  inculcates. 

In  the  book  devotecl  to  the  budljet  the  .■illthor  keeps  clo-er  to 
thi'  iKMiten  track,  .\ttention  may.  however,  be  directed  I)  l.\o 
interest  ill)?  novelties.  The  one  is  the  >criesof  siiii-iotions  iookiim 
to  a  reform  of  the  .\merican  budiielary  system.  l'rol'.->or 
.\dams  believes  that  this  can  be>t  be  accomplished,  tir-l.  bv 
the  abolition  of  tlie  committee  on  appropriations  ami  ;l,i' ..  ■  •  i- 
meiit  of  its  dutie- to  the  committee  on  w.iysand  means,  toncthir 
with  the  abanilonnieiit  on  the  part  of  .all  other  committees  nl 
their  rijjlit  to  introduce  aptirojiriation  bill>;  second,  by  the 
.abolition  of  the  ri^ht  of  individual  initiative  of  money  bilb, 
;is  well  as  of  the  riisht  of  indiscriminate  amendment;  third.  !'\ 
a  closer  comieclion  between  the  -ecrelaiy  of  the  treasurv  .iini 
this  new  budsietary  committee,  'riie  reasons  ndvanced  for  ihe-e 
chanues,  .all  of  which  are  within  the  realm  c  "  '  'uislatiye  .oniiH  - 
telice.  seem  to  be  in  many  respects  <ouiid.  'i  lie  other  important 
discussion,  to  which  only  a  bare  .•illusion  c;m  Ix  made,  i^  the 
treatment  of  the  theory  of  accrual-  .as  a  ba>i- of  public  .iccoiiiit- 
iiifi.  Here  not  only  is  the  plane  of  this  discussion,  as  el-e\\!;eiv 
in  the  book,  an  elevated  one,  showing  on  the  |)art  of  I  he  .•lutlinr 
;i  comprehensive fjra-i>  of  the  priiici!)lesat  issue,  but ,  in  ;iddiiinn, 
we  li.ave  the  satisfactory  feeliim  of  beint£  in  touch  with  the  acfi;!i 
practice  and  the  details  of  re.il  life. 

Part  II.  deals  with  public  revenue.  .V  section  treats  ot  i!*' 
^uhi,.,'!.  of  chwsihcritioiK  in  the  cour>e  ot  whii'li  it  i-  to  be  iioImI 
that  I*rofess(jr  .Vdains  recojinizes  1  he  existence  of  fees  :uid  si.c.i   I 
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industry,  mi  the  dIIht  liaiiij,  i-  iliaractirizi'd  l>y  iiiiicli  I'rr-li  .■niij 
ki'i'ii  aiial.v^i^.  <  »ii'a-ioiiall\'.  Iinucvir.  I'ri>tr>-(,r  Adatii-  fits 
llltoiiifIi(iiltii'~  :i>,  tnr  in-tallii'.  wli.li  iira-rrt-  that  llir  pluan' 
"(|iiasi-privali'  pi  ice"  i~  inappli.ilili'  ti.  liiivi'iniiic'iita!  iii.lii-.liy. 
His  iirKiiiiii'iii  i-  iliat  private  prici-.  a-  ••idiimiuniy  "  ciuiipiti- 
livc.  always  -I'.k  tlir  inaxiiiiuin  pmfit.  uhili'  piil.jic  pricis  an- 
adjiisti-il  ti)  till'  idia  of  -ncial  utility.  \r\irtl,iii'^- ,  nut  mily 
doi'S  he  -pi'ak,  a  liltlr  later,  i^i  the  fi-c;il  liiuiinpnlie,  of  unvem- 
riieiit  which  seek  to  -eciire  only  profit,  Imt  he  .li^o  calU  ;itteiiti()ii 
tu  the  [irivate  monopoly  eh,iri;e-,  iidju-ted  to  the  st,iiid,'ird  of 
what  the  tratlic  will  hear.  Melweell  the  exlrellie  of  coinpetitive 
private  prices  ;ilid  -oei.il  piihlie  priee>  there  i-  a  liroiid  field  to 
uiiich  neither  term  is  .-ipplicalile.  This  whole  an;ii\sis  is  sus- 
eiptii,|e  of  improveiiieiil.  \..r,'iiM,  while  t!ie  diseiissioii  of  fl„. 
principle  of  eh.irfre  to  he  adopted    li,\    piiolj,    ili(li.>tries  i>  e.M'i'l- 

leiit.  it  may  lie  (|ue-tionei|  whether  it  i-  complete,  ;ind  whether 
I  lie  treatment  of  the  po-t-olfice.  of  the  te|eirr;iph  ,'nid  of  the  tele- 
phone, for  instance,  minht  not  lie  con-ider.ilily  amplified  with 
profit.  Fin;illy,  when  it  is  -tated  that  the  indii-trie-  fit  for 
Ik'overnment  ownership  ,'ire  prim.iriiy  those  which  :\rv  sulijrct 
to  the  l.'iw  of  increasiii}!  return-,  I'rofe-sor  .\d,irns  forsrets  that 
this  law  can  no  lonner  he  confined  to  industries  de.alinn  with 
transportation,  hut  that  the  fiehl  of  monopoly,  so  f.ir  as  it  is  due 
to  the  existence  of  this  l.iw,  is  ,(insi;iiitly  trrowint;  in  modern 
society.  .\  more  e.ireful  .■in.ily-is  would  h;ive  -how  ii  .-i  far  jireater 
ciiiiiplexity  in  the  lel.ition  of  the  1,'iw  of  increa-inir  return-  to 
that  of  dimini-hiiifi  niurns  in  .'ictu.il  indu-try. 

We  j)ass  over  the  tinal  hook  on  piihlic  credit,  where  the  author 

-uhstanti.aliy  sum-  up  the  well-know mclu-ions  of  his  earlier 

work  on  I'liltHc  I),  his.  in  onler  to  come  to  what  constitutes  at 
"lice  thi'  most  solid  and  the  mo-l  v,'ilu;ihle  p,irt  of  the  treatise-  - 
till'  luioL-  (in  ♦..v,i»;..i.      'ri,;. ...;,,.    >->'i   .,.*  ..r  ti.     -(•  •  ,.    ., 

'•"    "         ' i  •'•  -  •'•'-   ■■■!■■    ■  ■:    T:ie  ,)ii  i    jj.a^fs 

"t    the   work.      It    is    here   e-pecially    that    wi     s,.,.   the  excellent 
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qualities  of  tlic  author  and  tin-  l>r('ai<  witli  tlic  old  KuKlisli  ways 

of  rciiardiiiii  the  >iil)jiM't,  as  well  as  tlu-  n  •oKiiilion  of  th(>  cliaiijic- 

necessitated  hy  tlH>  newer  structure  of  industrial  society.    Tlic 

discussions  of  the  essenlial  nature  of  taxation,  of  the  ditTerence 

between  the  le<j:al  and  the  economic  point  of  view,  of  the  iluty 

to  pay  taxes  and  of  tlie  i)rinciple  of  tax  exemption,  are  at  once 

strikinp;  and  admirable.     Not  less  noti-wr)rthy  are  tiie  ahandon- 

in(>nt(>f  thehenclit  theory  of  taxation,  witli  all  that  that  implies 

and  the  acceptance  of  tlie  proiire-siv*'  iirinciplc.     The  analyse 

which  lead  up  to  the  reliiKiuishment,  not  alone  of  the  doctrine  of 

pr()i)ortior,  l)ut  also  of  the  tlieory  of  the  general  projH'rty  t:iN, 

ar<>  as  brilliant  as  tiiey  are  ])rofound.     In  one  re-i)ect.  however, 

Profes-;or  Adams  se(-ms  to  be  laborin;;  under  a  delusion.     In  his 

treatment  of  tlu    iieneral  iirojx'rty  tax  he  several  times  re,  :>:its 

the  assertion  that  the  secret  of  its  -uccess  in  tlie  middle  afies  lay 

in  the  faet  that  the  tax  was  assessed  not  on  individuals  but  im 

theorpanizations  within  the  town,  and  tliat  there  was  thus  ;i  cnU 

lective  responsibility.     Professor  Adams  is  here  confusuifi  t'r 

town  ;is  a  taxinu  unit  with  the  ornani/ation  within  the  town,    it 

is  true  that  in  iMifiiaini,  for  inst.ance.  the  town  as  such  i)ai(i  it - 

lirma  hunji:  but  this  was  in  no  wise  dilTen  nt  from  thesituatum 

in  modern  time--,  where  the  c()u;ity  or  city  p:.ys  a  hnnp  Mini 

toward  st;.te  expenses  ;is  its  share  of  tlie  property  tax,  or  wheiv, 

as  in    Franrc,   cert.iin   cities   comiMtund    b)r   the  octroi  duties. 

In  the  m  dueva.l   town,  as  in  the  moilern   .\merican  locality, 

this  asinrenate  was  distributed  directly  ••imonn  tlie  indixidiial 

citizens  according  to  their  property.     There  is  no  warrant  fnr 

the  assertion  that  there  was  collective  resi)onsibiliiy  of  any  kiml 

of  a  decree  '....-erthan  the  local  community  itself.    Yet  u])on  llii- 

inistaken    assumption    Trot'essor    Adams    subsequently    bin!  U 

11])  a  i)art  of  his  scheme  of  reform.     The  only  exceiitDii  to  t!v 

above  statement    was  an  arrangement   in  a  ]iart  of  Si)ain.  :m 

ac(|uaintance  with  the  failure  of  which  would  have  prescrv..! 

tiie  author  from  thi-  (airious  slip. 

The  clissiti''ation  of  taxes  foUowecl  by  Professor  Adam-  i- 
instructive.  He  divides  them  into  taxes  on  income,  on  iirojicrlx 
as  the  source  of  ii\come,  an<l  on  business  as  a  m(>ans  of  sccuri'cj; 
an  income.  Tliis  is  in  some  resi)ects  convenient;  but  it  is  \u>\<-^ 
open  to  objections  tluin  are  the  other  classitication-  lii-li  !"' 
discanls.  Where.  b)r  instance,  sliall  we  put  a  tax  ;  s,.(l  nii 
tiie  net  profits  )flan<l'.'  To  the  extent  that  it  is  imjx)-  on  Ian  I. 
it  is  a  tax  on  propcaiy;  lo  the  extent  that  it  inis  tin     w-  ' 
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the  landowner,  it  is  an  incomi'  1:'\;  to  tlu>  extent  that  it  reaches 
the  i)usiness  of  the  farmer,  it  i-     \  -Ma-ss  taM— unless  indeed  we 
:trl)itrari!y  confine  the  term    >  i  licss  m  :v  ii-  igricultiinil  enter- 
prises.   Again,  whiTc  shall  V     -)' t  :l  )«.ll  taN'.'    Moreover,  in  the 
chapter  on  incidence,  Profes?    ■      l.nn  -  rvcotjMJz,.-.  ,;:„,ther  classi- 
fi.'ation,  that  between  direct  :...d  ^vlir.    t  t.-\es;  huf  he  makes  no 
attempt  to  correlate  these  two  distinci  criteria  of  classification. 
The  chapter  on  the  shifting  and  results  of  ta.xation  is  clear  and 
seemingly  convinciiiK.      Hut    it    may  !>..   qu(.ried   whether  the 
author  has  not  here  secure<l  clearness  and  sini[)licitv  at  the  ex- 
pense of  accuracy.     The  conclusion  that  a  hiisiness  tax  is  "in- 
diri'ct,"   for  all   competitive  -icciiiK'tioiis  and   "partly  direct, 
i)artly  indirect,"  for  nioiiopo'ies  is  not  warranted.     It  imj)lies 
that  every  tax  upon  a  competitive  industry  is  comi)letelv  shifted 
to  the<-onsumer,  while  this  is  far  from  heiiifr  the  case,    .\ioreover, 
the  author's  el.Mssification  of  goods  into  those  produced  ;it  uni- 
form cost,  those  i)ro(iuce(lat  expanding  cost ,  ;■ -id  those  produfcd 
under  conditions  of  nionopoi;,   is  noi   convincing.     \W  forgets 
that  a  distinction  must  he  drawn  between  production  at  con- 
st;int  cost   and  production  of  various  jjarts  of  the  supply   at 
dilTerent  costs.     A  comix'titive  industry  may  obev  the  law  of 
constant  refms  Uhat  is.  it  may  be  possible  to  produce  more 
of  the  artich'  at  a  proportionally  greater  outlay),  and  yet,  under 
dynamic  conditions  of  actual  industry,  ttie  various  p.arts  of 
the  sui)ply  .are  always  produced  at   difVerent  costs,  some  pro- 
ducers being  more  efFieient   than  others     else  there  would  be 
no  pr()fits.    The  production  of  ;ill  p.irt    of  the  supply  at  the  same 
I'ost,  in  fact,  always  implies  a  nionoixdy,  because  monoi)oly 
profits  alone  .are  ind(>pendent  of  any  marginal  producer.    The 
development   of   this   idea   woii'd   take   us   too   far  afield;   but 
it  may  Ix-  stated  that  Professor  .\danis"s  treatment  of  shifting 
i-  not  entirely  ade(piate.     It  must  be  noted  .also  that  here  again 
•  mly  a  few  broad  principles  .are  l;iid  down.  ;md  that,  cxce))t  as 
icgards  the  tax  (m  land,  no  .attempt  is  ni.ide  to  apply  the  prin- 
ciples to  the  .sej)arate  taxes.     Allot h.r  point.  moreovcT,  in  which 
Piufes.-or  Adams's  exposition  f.ails  to  command  assent  is  his  un- 
qu,ilifi(d  ojiposition  to  productive  taxes.     Here  again  he  i)roves 
untrue  to  .he  general  jirinciple  of  historic  relativity  with  which 
the  rest  of  the  work  is  permeated. 

Perhaps  the  most  interesting  cliapters  in  the  l)ook— certainly 
the  chapters  to  which  the  ordinary  reader  will  first  turn  are 
those  on  "the  admini-trativ,-  cunsidrniiion  of  tax(s"  aridoii  liie 
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reform  of  tlio  Aiiu'ricaii  ivvciiiu'  system.  Professor  Adiims  is 
opposed  to  a  single  tax  of  any  kind,  as  well  as  to  a  direct  income 
tax  As  to  tlie  proiwrtv  tax,  lie  advances  the  now  tamiliar  vuw 
that  it  should  !)<■  confined  to  real  estate  and  that  it  should  he 
levied  only  l>v  the  h>cal  divisions.  In  the  case  of  the  corporation 
tax  he  point's  out  that  net  receipts  constitute  the  proper  hasis 
of  a>sessmeiit,  and  tliat  the  taxation  of  interstate  commerce 
falls  naturallv  to  the  federal  jrovernmeiit.  This  would  leave 
intra-state  business,  as  well  as  inheritances,  to  he  taxed  by  the 
states,  wirde  excises  and  import  duties  wouhl  f.all  to  the  nation. 
Tlie  municipal  revenues,  he  thinks,  should  be  supplemented  l>y 
a  fix  on  municipal  monopoli<'s,  as  well  as  i)y  one  on  protesMoii.il 
incomes,  t„  be  assessed  on  guiUls  that  are  to  be  created  tor  thi^ 

purpose.  .  •  1    .1 

While  some  of  these  sufiRcstions  are  m  harmony  with  tli.' 
present   tendencies,    -with  the  exce|)lion  of  the  rather  fanciful 
scheme  for  Kuihls.  which  as  we  have  seen,  rests  upon  ;.  mismt.i- 
pretati..n   of   me.''eval   con.litions,     the   chief   criticism   to  I.. 
urfjed  is  that  the  whole  |)lan  is  based  on  the  avowed  i)nncipi. 
that    the   ••government    must    .addn'ss   itsi-lf   to   th.'   industrial 
propertv,  the  industrial  proce-  or  the  industrial  orKanizatn.n. 
rather  than  to  the  indivi.lual.       From  the  point  of  view  ul  ,i.|- 
ministrativ.'  i-fliciencv  or  of  increased  revenue  this  ].rincii)le  i- 
exceedinfilv  import.mt :  but  it  is  hard  to  see  how  it  can  be  in.id. 
to  sipiare  with  \W  princi!)le  of  the  citi.'.en's  ai)ility  to  !)a,v.  whicl, 
the  author  accepts  a>  the  fundamental  canon  of  taxation.     Ii 
the  pro])ertv.  the  process  or  the  organization  can  be  regard,  d 
as  the  indirect   source  of  income,  well  and  good,     liut   un.h  r 
Professor  Ad.iins's  scheme,  no  such  ■•orrelation  is  worked  ou;. 
Corporation  taxes,  accordinfi  to  him.  are  to  be  confimMJ  to  bu-i- 
ness  essentially  public  in  character;  .-in.!  even  here  it    i-  imt 
shown  how  the  boiidholih'is  can  be  made  to  pay  taxes.     ( ii- 
dinarv  business  taxes  aiv  to  be  limited  to  a  very  few  occui)ati.)n>. 
assessed  bv  the  federal  fiovernment ;  an<l  here  afjain,  accordmi;  to 
his  theorv,  the  t.axe.-  will  b.'  shifted  to  the  consumer.    Thus  th. 
owners  of  some  of  the  chief  Miurces  of  modern  wealth  would 
virtuallv   escape   taxation:   and   the   criticism   which    lVot(v-or 
Adams  urnes  afiaiiist  schedule  D  of  the  Knulish  income  tax  ni.iv 
l.turnedasrainst  himself.     It  is  hopeh— toexpeet  theAmen<:iu 
farmer  to  consent   to  an  abolition  of  the  freiieral  proi)erty  I.in 
.'veil  in  those  states  wli.'re  the  condition-^  are  ripe  for  a  ch.ini;.  : 
j;j^;   ,:-   it   i^  hoprle-s  to  exiJcct  th.-  American  laborer  to  n-t 
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content  imdcf  ;iii  increase  ,,f  tlie  i,ixe>  1„.  p..,\>.  in  tlie  <.\v. 
(.f  fe<len.l  excises.  i„;l.ss  we  >li,,u  l,(,tli  fl,,.  ,,„;,  ai„i  the  utiiVr 
that  our  i)r,)|)os,.,|  sch.  rue  of  refonii  is  calculated,  either  di- 
rectly or  indirectly,  to  reach  v.it.i  roiifrh  hut  sul.st,anti;d  accu- 
racy the  real  carniiiKs  of  those  classes  who  are  to-d;,v  fast  jietlino 
into  their  liands  the  increment  of  social  wealth.'  The  earlie" 
chapters  of  Professor  .\dams'>  i,„ol<  r|,,il  with  problems  of  ju:- 
tice;  the  Later  chapters  with  (|Uestions  ,.f  administrative 'ex- 
pediency; ami  the  conclusions  reached  from  the  first  jjoint  of 
view  do  not  always  harmonize  with  ,h(jse  reached  from  the 
second. 

We  h;iv(  not  hesitateil  to  call  att.'ntion  to  the  few  points  in 
which  the  Ir.itise  s.'cms  to  invite  critici-m;  hut  all  these  criti- 
cisms p.ale  int.)  insignificance  when  compared  with  the  prais- 
that  must  he  accorded  to  the  solid  merits  of  the  hook.  It  is 
|)erhaps  no  exa-scrat ion  to  s.ay  that  I'rofe-or  .Vdanis  is  at  the 
Ih'-mI  of  tho-e  .\merican  schol.ars  who  have  {ir.aspcd  the  essential 
>i)irit  of  modern  industrial  life:  and  it  is  likewis.- no  exapfjerati(in 
tocl.aim  for  this  volume  tlu- distinction  of  heiny;  one  of  the  mo-t 
orisin.al,  the  m.,st  suwestivi^  .and  the  most  hrilliant  productions 
th.at  have  m.ade  their  ;ippe;irani'e  in  recent  decades.  At  all 
.vents,  it  is  s;;f(.  to  assert  th.at.  in  .Vmerica  at  le.ast.  the  ])ul.lic;i- 
iioii  of  this  treatise  marks  an  epoch  in  the  .liscussion  of  fi>cal 
problems.  We  m,iy  coiifrr.atul.ite  ourselves  that  we  have  in  this 
'ountry  s,,  m.asteriy  n  n'i)res..ntative  of  the  newer  .and  >aner 
Mews  as  is  the  author  of  this  reinarkahh-  work. 

Shortly  after  the  iMihlication  of  iVof.'ssor  Adams's  hook. 
iliere  ai)peared  a  work  l.y  one  of  the  most  distiiiKuished  cx- 
|>nnents  of  i)nictic,al  tax-reform.  In  any  cataloRu.'  of  recj.t 
iitcniture  a  prominent  place  mu>t  he  awarded  to  a  work  th.it 
N  at  once  new  and  old-  the  st.atcly  volume  of  Mr.  Well>.  on 
/■/,(  TlicKri/  <tn<l  I'ractin  of  7^axiit;,,ti^  The  phrase  "at  once 
II.  w  .and  old"  is  used  advisedly;  for  the  ho.ik  is  new,  in  th.at 
II  is  the  result  of  the  studies  an<l  exixaiences  of  a  louR  and 
u^.ful  life  devoted  to  public  interest^,  and  in  that  it  deals  with 
■'  liroblem  which  is  perenni.ally  fr,-h:  and  yet  th<.  work  is  old. 
'"■cause  it  restates  doctrines  th.at  have  been  as,sociated  with 
n.e  name  of  the  author  for  over  a  (|uarter  of  a  century,  and 
i"'inse   .\Ir.   Wells   had   been   >o  decijly   immersed   in   certain 
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par.s  of  il'.c  i)ri)l>l«'in  lli:it  lie  liiis  hccii  iiiiaMc  to  turn  his  atten- 
tion to  some  of  its  newer  and  more  iiiiiM)rtant  phases. 

To  tile  merits  of  tiie  liool<  it  is  scarcely  necessary  to  call 
attention.  Mr.  \V"lls  iiad  scarcely  an  e(iiial  in  this  country 
in  the  ability  to  marshal  facts  from  out-of-the-way  and  recon- 
dite sources  in  an  attractive  mamier,  and  to  present  his  resiilt- 
in  a  style  so  simi)le  and  so  clear  that  they  arc  sure  of  attractiiii^ 
tlie  notice  of  the  iiuhlic;  while  his  long  experience  in  dealinu 
with  the  diihculties  of  fiscal  administration  aiTorded  him  a 
uni(iue  opportunity  for  ap()ro;ichinK  the  i)rol)l(>ms  from  a  prac- 
tical standpoint.  Moreover,  his  intense  .\mericanism,  and  iii- 
recofinition  of  the  fact  that  in  a  democracy  like  ours  the  leptl 
and  constitutional  aspects  of  economic  jirohleins  are  of  supreme 
im|)ortance,  always  maile  him  careful  to  call  attention  to  the 
adjudications  of  the  courts  and  to  consider  the  whole  proMcni 
in  the  lifiht  of  possible  Icftal  dianfjes. 

.Ml  these  characteristics  of  his  work  are  well  illustrated  iii 
the  i)resent  volume.  Mr.  Wells  has  ransacked  the  records  r,f 
fi-cal  i)ractice,  so  far  as  they  can  be  found  in  the  literature  o! 
KuMllish-speakinK  countries;  he  gives  fresh  and  attractive  a( - 
counts  of  the  system,  or  lack  of  system,  as  it  exists  or  u>ed 
to  exist  in  countries  so  unlike  as  Mexico,  Egypt  and  Chin.i: 
he  draws  iiixni  his  own  store  of  rich  experience  in  connection 
with  the  system  of  internal  revenui-  in  the  United  States;  and. 
finally,  his  ([notations  from  the  leading  tax  cases  in  tlie  stale 
and  federal  courts  are  so  full,  and  in  some  respects  so  well 
selected,  that  the  book  jiossesscs  a  value  for  the  lawyer  only 
second  to  that  which  it  has  for  the  (>cononust. 

Nevertheless,  with  all  its  good  jioints,  the  work  is  in  sonic 
respects  distinctly  disappointing.  It  is  not,  indeed,  writtm 
jirimarily  for  the  student,  and.  thercfons  we  need  not  consider  it 
as  a  shortcoming  that  the  author's  acciuaintance  with  scientific 
literature  is  limited  t(!  works  in  English.  Hut  Mr.  Wells,  a- 
is  evident  from  the  title,  proposed  to  treat  the  subject  from 
the  point  of  view  of  theory,  as  well  as  of  praetice.  Now.  it  i- 
well  known  that  Mr.  Wells  was  not  esix'cially  strong  in  the<.r\  ; 
and,  whatever  c;in  be  said  of  the  work,  no  one  can  accu.se  it  wi 
over-])re( ision  in  systcnnatic  treatment.  .\  cursory  exaniinatu'ii 
of  the  table  of  contents  will  suflfic'  to  convince  anyone  of  Mil-. 
Mr.  Wells  ]ios,'<essed,  indeed,  so  much  connnon  sense,  such  :iii 
instinct  for  what  was  practicabl;>  and  expedient,  that  his  tcti- 
clusions  are  almost   always  better  than  iii--  theory.     It   nuzl:- 
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jiliiiost  l)c  s;ii(i  of  liiiri  llj.it  li 


th' 


icory,  ;iii(l  not  l)cc:iii>c  o 


f  it. 


<■  u;i>  often  (■orn'<'t  in  >i)itc  of  \ 


lis 


H 


IS  ((pinions  arc,  a-  li; 


those  that  were  a(l\  ane( d  hy  liini  tl 

of  recent  economic  (ii-cii^ion  seetn  to  have  dasTicd 


II  stated.  |)recisely  the  same  a; 
lirty  years  ajio:  for  the  wave: 


ajtaiiist  his  adaniantii 


le  convictions 


down  as  a  fniidainciital  doctrine  that   taxatioi 
I)urpose  than  revenue  i>  contiscat 


liave  dashed  iiiiavaihnfily 
Thus,  we  still  fiiK,  it  laid 


1  icr  aiiv  ((tlur 


on.  His  well-founde<i  har  (if 
the  u.se  of  the  taxing  power  for  iironiotinn  jjrivate.  ratlier  than 
public,  purposes  drove  him  to  the  1(  njith  of  refusing  to  coun- 
tenance the  Use  (tf  tax.'it 


revenue, 


It  is 


ion  for  .■<ny  jiuhlic  ])urpo>e  other  tlian 


-iKiiificaiit,  however,  that  we  find  in  tl 


book  no  allusion  to  the  theory  of  hifrli  licnse  (jr  to  t 
l>ractice  of   American   commonwealths   in   tl 
Wells  is  such  an  uticompromi>inu; 


cannot  .afTord  t 


le  entire 

le  recent 

lis   resix'ct.      Mr. 

partisan  of  free  trade  that 

I  w((uld  even  in- 


n  accejjt   a  principle  whicl 
lirectly  justify  the  imposition  of  a  protective  duty. 


Afr 


im, 


we  find  anions  t 


friend,   the  rec 
Mr.   Wei 


le  niaMiiis  of  ta.x.'ition  our  familiar 


believed,   has  1 


procity  or  protection   theory.      It    is  true  that 
writes  rather  pl.aintively:  "This  assumption,  it   is 


leen  endorsed 


aiK 


•pt 


repute  on  economic  >ubjects  who  has  disc 
the  time  of  Montes(iuieu  d 


ed  by  everv  writer  of 


Usse( 


i  t;i.\ation,  from 


own  to  a  very  recent  ))eriod."  In 
the  tew  lines  that  he  devotes  to  the  "very  recent"  doctrine,  he 
comi)lains  tli.-it  the  ant;i«oni>m  to  the  old  theory  is  wholly  due 
to  an  inade(iuate  comprehension  of  the  subject;  but,  imfortu- 
natelv,  he  does  not  aid  us  to  a  i 
Of 


I)iece  with  this  i^  the  rei)etitioii  of  his  f 


lore  ade(|uate  comprehension. 


to  the  theory  ot  projrressive  taxation.     H 


miiliar  opp(,sition 


pressed,  however,  to  find  tacts  to  justify  his  nloomy  predict 


e  IS  soniewliat  hard 


tions; 


d.  althoiifrh  he  does  refer  in  pa>sinj;  t(t  the  results  in  the  Swis; 
mtons,    which    •'.■ire    reported    to    have   already    verified    tin 


iI)h(HMes  of  the  Kurope.an  economists."  he  (h 


x's  not  attempt 


to  explain  how  it  is  that  ttie  movement  is  commendinfi  itself 
more  and  more,  not  only  to  these  Swi>s  cantons  them.selves, 
but  to  the  European  economists  as  well. 
In  the  discussion  of  the  distinction  bet 


ween  direct  and 


direct    taxes   we   meet    the   veneralile   error   that    direct    t 
.are  compulsory  .'ind  indirect  taxes  are  voluntary- 
tlie  inaccuracv  of  which  h 


in- 

axps 

statement 


been  so  often  and  so  cfTectually 
exposed  as  to  need  no  further  comment  here.  Although  Mr. 
\V  ":s  tells  u>!  (on  page  :i.'.f>!  that  thi^  British  tax  ^ystcm  I 
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Im'cu  iiniiionscly  inipi-DVcd  in  the  past  lialf  cfiitiiry,  tliroiipli  an 
oxtciisivf  siil)stit\ilioM  of  ilircct  lor  iiKiinct  taxes,  his  oi)|)()si- 
tioii  to  any  income  tax  is  so  stroiifi  tliat  on  paft''  ;")!''  l'*'  for- 
gets what  ho  has  said  before  and  apiiroves  Mr.  (Uadslone's 
statement  as  to  the  odious  character  ot  the  imp')st  whicii 
forms  the  very  basis  of  the  Kn^hsh  fiscal  system  and  which 
alone  rendered  possible  the  ehan{j;<'  from  indirect  to  direct  taxa- 
tion. 

The  last  tliree  chapters  of  the  volume  are  devoted  to  a  re- 
stat(>nu'nt  of  the  law  of  incidence  and  to  the  best  methods  of 
framinK  a  system  which  will  conform  to  this  theory.  Our  old 
friend,  the  e(iu;'l-ditTusion  theory,  is  again  jjaraded  in  new  and 
.shining  harnos.  Tucked  away,  however,  on  page  -V.t?  is  a 
little  sentence,  the  imjxjrt  of  which  nuist  have  escaiM'd  tlie 
notice  of  even  the  .author  iiimself.  He  s.ays:  "It  is  not,  how- 
ever, contended  that  uiUHiual  ta.xation  on  eomiietitors  of  the 
same  class,  persons  or  things.  ditYuses  itself."  .\  statesman 
like  Mr.  Wells,  who  lias  been  dealing  with  the  practical  (U'tails 
of  actual  tax  systems  in  each  of  the  states  and  territories  of 
this  country,  ought  to  have  seen  that,  when  to  the  inherent 
difficulties  of  making  taxes  under  any  one  government  iireciscly 
('([ual  are  added  the  conil>lications  of  numerous  competing 
jurisdictions,  a  theory  based  upon  cciual  taxation  has  a  very 
remote  relation  to  actual  problems.  Kven  on  the  sui)])osition 
of  equal  taxation,  however,  the  -trength  of  Mr.  Wells's  position 
can  i)e  gauged  by  his  answer  to  the  qn(>stion  he  proposes  on 
page  oS(i:  "Would  an  income  tax  on  a  ])erson  r(>tired  from 
business  Iv  .liffused?  "  The  reply  is:  "  Ves,  if  the  t:;x  is  uniform 
on  all  i^erscms  and  on  all  amounts."  For  this  statement  tlie 
very  convincing  reason  is  adduced:  "Would  anyone  |)ay  the 
same  price  for  a  railroad  bond  which  is  subject  to  an  income 
tax,  as  he  would  i)ay  for  it  if  it  was  free  from  taxes.'  "  It  is 
such  essential  incapacity  to  grasp  a  theoretical  proposition 
that  has  made  Mr.  Wells's  reputation  amcmg  scientific  thinkers 
rest  (m  other  grounds  than  the  ability  to  draw  logical  conclu- 
sion>   from   definite   jiremisos. 

.\nd  yet,  with  all  these  evident  shortcomings,  Mr.  Well-'s 
practical  inferences  as  to  reform  in  state  and  local  taxation  an- 
in  harmimy,  so  far  as  they  go,  with  those  of  modern  inve-M- 
gators.  We  say,  "so  far  as  tliey  go,"  because,  for  aught  that  i- 
found  in  the  book,  there  is  no  such  thing  as  a  cori)orati<>n-t.i\ 
proiilrm,  or  even  an  inheritancr-la.x  probii-rij,  nut  to  spe;':.-:  •■' 
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many  of  the  u.  i>rlity  pniMcriis  of  iiitcrstalc  ,U>u\>\i-  taxation. 
In  respect  t.  these,  Mr.  Wells  has  sle[)t  tile  sleep  of  Hip  Van 
Winkle.  'I'o  tti(  .xtent,  however,  that  a  lar^e  part  of  the 
l)rol)lein  i>  now  preeJMlv  the  >aiMe  a>  it  was  thirty  years  a^o, 
the  new  hook  ol  Mr.  Well>  is  both  welcome  and  timely.  Let 
us  read  it  lor  the  noo<l  In.it  i-  in  it,  and  iKit  conii)lain  i)ec;uisc 
it  is  not  ide:,l.  It  i>  niven  to  few  writer-  to  he  -tron^r  i,,  i„,th 
theory  and  jiraetic,  .  \.,\  us  !.,•  thankful  th;it  in  .Mr.'Weils  we 
have  a  man  uho  i>  not,  like  so  many  would-he  authorities, 
weak  in  IkjIIi.' 

'  The  ahovc  .iKiptcr  (IimIs,  ;is  stalcl  (,n  p.  ;-.l:i,  only  with  the  period  up  t.. 
1!MH).  .Since  lliui  ,|;itc  :i  niiriihcr  (jf  >iunilii";iii  iuldilions  to  tlic  litcniturc  of 
piil.lic  fiiiaiici.  Ikivc  Ix.  f,  iiiadc.  TUr  imist  iniporlMnI  arc,  in  the  respective 
laijuuajrcs  .MS  follows:  .M.  von  He,-k(l,  Ulirhur),  ,hr  Fiimnzwhsmxchnft 
vol.  1.,  Lcip/iK,  I!t(l7,  vol.  ii.,  11)1  I :  (;a.ston  .hV.e.  rv„,r,v  ,Um,,d«ir,  ,/,'  .sv/cxrc 
lUsjiitdiiri  s  1 1  ilr  l,'>ii.sli,tii,ii  JtHiuiriin  jrminiixi ,  .")tli  ed.,  I'aris,  1<»1'_',  .Ximu.sto 
Grazialii,  hl,l,Ki„iU  ,ii  sn,  nzn  ,1,  II,  jimnizi ,  I'd  ed.,  Turin,  I'.U  1 ;  (  "  C.  I>l,.l,,i 
lulrwh'clini,  t„  l'„l,/ir  Finnnc,  :id  ed.,  New  York,  1!)(H».  In  Italy  we  li;,v(' 
also  to  sinn.iiize  the  volumes  each  entitled  Sri.iiZd  ./ill,  Fiiun,-',  l.y  Nilti 
i:.'d(><l.,  Hl(C,i,  l,y  l-lora  (  1th  ed.,  I'.tl'J)  and  hy  I.(,rini  i  ItHJ)  as  well  as 
various  sii>:«<.stive  works  l.y  Kinaii.li.  In  England  there  is  unfortunately 
no  coniprchensive  work  to  he  mentioned. 
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AMKHICAN    HKroins    ON    TAXATIDN.       I.     1S70    IMOO  ' 

'I'm:  lii-tory  of  (iHii-iiil  attoinpts  t(i  reform  tlio  systems  uf 
state  and  of  local  taxation  in  the  United  States  may  hv  divided 
into  three  periods,  tlie  one  eomprisinK  the  deeade  almost  im- 
mediately after  the  comijletion  of  the  Civil  War,  the  second 
covering  tlie  years  ISS.")  I'.HM)  and  the  tliird  ineludinR  the  last 
ten  years.  Dnrinfi  the  earlier  iieriod  taxation  was  light,  and  the 
tax  methods  were  not  yet  out  of  touch  with  the  industriid  condi- 
tions. The  only  report  deserving  of  mention  was  that  of  ("oii- 
necticut  in  IS  If.  which  treated  of  some  minor  jxiints.  Hut  aftir 
the  close  of  the  w.nr.  the  rapid  advance  in  industry  and  commerci 
made  the  defects  of  the  existing  system  more  ai)i)arent,  thii- 
ieading  to  a  more  extended  discussion.  The  earlier  New  York 
report  of  1S(;:{  had  contented  itself  jirimarily  with  collectiiii; 
facts  and  st.-itistics;  hut  heginniiig  with  lS(i7,  the  Kastern 
stat(>s,  like  Pennsylvania,  New  York.  New  .lersey  and  C\mnecti- 
cut.  in  rapid  succession  otTered  suggestions  for  removing  sonic 
of  the  evils  which  were  then  lieginning  to  t)e  felt.  \Ye  sli:ill 
treat  in  this  chapter  of  the  first  two  ])eriods,  down  to  the  end  of 
the  century. 

I.  Xcir  York  'ind  MassiirhuseUs 
The  most  com]>rehen>ive  of  these  earlier  documents  is  the 
well-known  doulile  report  issued  hy  New  York  in  1S71  7-. 
and  writt(Mi  chiefly  l>y  Mr.  David  A.  Wells.-"  Phis  may  reallv 
he  called  tlie  starting-point  in  the  discussion  of  modern  .\meric;iii 
l)rol)lcm~.  Not  only  did  it  contain  ,111  immense  mass  of  informa- 
tion as  to  actual  facts,  hut  it  gave  an  account  of  tlie  prevalrnt 

'  Since   tliis   cli^'iitiT  (iriniiuil'iv   MI)I)c;irc(l,   a    irciirral   stcily.   expo-  Iitv 
i-.tlur  iIkiii  criiical,  lias  hfcn  -iiailc  "f  tln>  topic,    r  f.  ,1.  W.  C'liai>niiiii.  .Ir 
St'if,   T'lx  ('(iiiiiiiis.iinii'<  ill  Ihi    Citiliil  Sliilis  iti  the  Joliiis  Hd/ikin.i  i'lttn  r^-  / 
Slii'll(s.  vi)l  aV.  (  IS'.tT). 

■  Hi  port  III'  Ihi  Ciiiiimi.-^siiiiii  IS  In  ririsi-  thi  l.nirs  for  Ihi  .{f^sissinnil  "■■! 
r.,lhri.,„,  „(  ri,ri-<  in  III!'  Sliili  of  Xiir  Yorl:.  New  'i  ork,  1S71.  Dii'", 
.Slliiliil  l{(  liinl.  1S72. 
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Icfciil  (•(.iiditiotis,  wliicli  i<  ••xccclirmly  v;ilu;il.li>  even  tu-dny. 
AImjv.'  nil,  It  ;ittcrn|)t(i|  fur  the  first  time  to  l;iy  down  ccrtMiii 
Kuidinc;  principic-,.  The  two  prnrtical  qiioti.ms  to  which  the 
report  priin;iriiy  tiddroscd  itself  were  the  taxation  of  jMTsoiial 
property  in  ueiieral  and  of  indei)tedness  in  partl.iilar.  It  to<.k 
tlie  [)Osition  that  in  order  to  tax  e(piitalily  and  uniformly,  it  is 
not  necessary  to  tax  everything:  and  it  propo-ed  to  replace  tin' 
existing  tax  on  personalty  hy  a  taxation  of  house  rent  on  the 
occupier. 

Im[K)rfant  as  was  its  treatment  of  |)ractical  prohlenis,  and 
indisjM'usahle  as  it  is  to  all  i)n'>ent-day  students,  the  vahu'of  the 
report  is  somewluit  impaired  liy  tw<;  delects  in  theory.  In  the 
first  place,  .Mr.  Well-,  like  .almost  all  of  the  I'-n^lish  and  .American 
economists  of  the  period,  was  an  enertretic  upholder  of  the  henetit 
theory  of  taxation  the  doctrine  that  the  t.ixes  due  from  each 
individual  are  merely  the  price  p;ii<|  for  tlie  protection  whicli 
trovernaient  alTords  him.  .<econilly.  Mr.  Wells  espoused  the 
general  dilTusion  theory,  inaintaininj^,  as  he  expressed  it  in  a 
-ej)arate  article  .and  as  did  'I'hiiTs  hefo,-  him.  that  •'.■ill  taxes 
lend  to  ecpiate  and  difTuse  themselves  with  unerring  <'ertainty 
;ind  efiuality."  It  was  not  necessary  for  Mr.  Wells  to  take 
this  po.sition,  for  many  of  his  i)r,ictieal  conclusions  miglit  have 
licen  upheld  on  other  jirounds. 

Th(>  second  important  report  of  this  earli(>r  perio<l  is  the 
Massachusetts  report  of  IST.")  '  which  took  issue  with  tlie  Now 
^Ork  commission  on  these  two  jMiints.  The  theory  of  protection 
u.is  shown  to  lie  inadequate  1  untrue;  ;nid  for  the  first  time 
ill  .'Uiy  .\merican  official  documtiit  the  doctrine  of  faculty  w;'.s 
vi-iorously  defended.  The  general  difTusion  theory  was  denied, 
:uid  .some  stnms  arguments  were  presented  in  opposition.  In 
these  H'spects,  it  is  umiuestiouahle  tli.it  the  ^IassacllUsetts 
report  is  more  in  harmony  with  moiiern  ideas  than  are  the  two 
XfW  York  reports. 

.Vs  regards  the  practical  que.stion  at  issue,'  however,  the 
Mas.sachusetts  commission  .sought  to  ui)liolil  the  existing  system. 
The  objections  to  the  New  York  proposals  were  those  which 
have  always  l)eei>.  urged  and  which  will  always  lie  urged  against 
iiiy  plan  .simply  to  exemj)t  personal  property  from  taxation. 
To  confe.ss  ttiat  the  'ax  on  personalty  is  a  f.ailure  is  one  thing;  to 

'  lii/Hirt  iif  till   <  1,1)1  III}" 

'  •  '  isina  mill  nun  iniimi  flu 

Koston,  1875. 


'/(./■.'  iii^juiiiiti'ii  lit  iiii/tiirc  lull)  till   h'.riH'lii  nri/  iif 

/../iir.s  nlati'li!  '.'.I  T'.lS'.lU'.l'l  I'.lt'.!  h'.ril!:  ::>:::::  tl:iT>(y::l!: 
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iirnf  tlic  rrjioal  of  tlic  ix-rsoiial  prDixTty  t:i\  without  olTiriiiti 
:iii  :i(lc(ni!iti'  siihstitutr  is  (juilf  iiiiotiicr  tliiiin-  ^V'l'''  '•>•'  ^'•'" 
York  coiimiission  did  was  to  siinnist  a  partial  siiljstitutc  in  tlip 
shape  of  a  tax  on  rentals.  This  was  a  >!;ood  suRKcstion,  as  far  a- 
it  went,  l)(it  it  alone  would  not  suliice  The  Massachu>etts 
report  discerned  this  sliortcoininn;  l)Ut  because-  the  commissimi 
diil  not  see  its  way  to  exiiand  the  sunne<tion  or  to  propose  sonic 
additional  suhstitute.  it  threw  over  the  whole  New  York  plan 
anil  maintained  the  ade(|uacy  of  the  existing  sy-tein.  This  wa- 
iilomical.  The  Massachusetts  rei)()rt,  with  all  its  clear  and  alilr 
discussions,  must  therefore  lie  declareil  distinctly  inferior,  for  all 
practical  purposes,  to  its  predecessor. 

With  the  New  Hampshire  report  of  1S70,'  which  folloui  d 
in  the  main  the  reconunendation  of  the  New  York  conwni>sinii. 
the  first  period  may  he  said  to  come  to  a  do.se.  Kor  Ihe'iicM 
ten  years  the  interest  in  the  matter  seems  to  have  siumhercd 
In  issO  New  ,I(>rsey,-  in  1881  Connecticut,''  and  in  ls>l 
We^t  Virfiinia,'  lid  indeed  issue  reports;  liut  their  treatment  of 
the  subject  wa.'  rn.t  strong  anil  their  inllueuce  was  slight. 


jtei 


11,   Illinois  and  Munjliuid 

The  second  jxTiod,  which  began  with  188(1,  brought  with 
it  new  prt)blems.  In  addition  to  the  former  questions  of  tin 
taxation  of  mortgages  and  of  personal  proixTty  in  general.  I  1m 
iniblic  was  now  beginning  to  consider  the  relations  of  local  i>i 
state  revenue,  the  growing  intricacies  of  interstate  tax.ation. 
and  tlie  (juestions  connected  with  the  newer  forms  of  taxatinn 
like  the  corporation  tax  and  the  inheritance  tax.  The  who!. 
discussion  was  fast  becoming  more  c(nni)lex. 

The  Illinois  report  of  ISSti,  although  slight,  is  import;inr  \"y 
one  step  in  advance. '  It  advocated  a  com])lete  divorcement  ni 
state  revenue  from  local  revenue.     .\s  the  only  way  to  avoid  t  im 

'  Hi  jiiir;  In  till    Liyisldliirt   of  \iir  lliinil>.^liin   af  lion.  (.'<or/c  )".  ,S'N,  ,.   . 
Cli'iinmiii  nf  till    liiiani  iij  Ciiiiiiiiissiiinir.-i  In  ni'i.<i    .    .    .   In,   Tnx  I.iii'- 'J  " 
Sliili .     C'onconl,  1s7ti. 

-' A'(  I  III  III!  Sjiiviid  Tn.r  Cnliitnissioii  nf  Ihr  Sliil,  of  \i  ir  Jirsii/.  N' « 
iJnuiswiik.  tssu. 

'  Hiliiii-I  nf  till  Sjiiiiiil  Conniiissiiin  In  luqiiiri  iiitr  tin  Conililiiiii^  "•  ' 
Wnrl.iiiiisdf  Ihi  Tn.r  l.nir.-^.      New  llav(-n,  ISSI. 

*\V(sl   Vinihiiii  Tnr  Cniiinii!<!<iiin.    I'rdihiiHnrii  Ripnrl.    Wliccliii):,  ls~- 1 

l>i!t;;,    AV;.;,;■/^  ;.;::■/      !  SS  1 

'■'  Hiliiiii  if  III!  Hiriiiiu-  I'limiiiisfiiitii.     Sprili'^iirlil,  ISMi. 
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•vils  of  tlic  -.v>t(iii  of  (■(|ii!ili/;itioii.  the  coriinii^ioM  sinjucsicil 
that  the  |)ro|Mrty  l;ix  lie  rniifiniil  to  the  |,h;i|  liodic-;.  ;iii(l  tlijit 
till-  statf  n'V<'iiiir-<  111'  -cciii'il  from  a  ^y^lcin  of  corporation  taxes. 
Tlic  plan  was  not  t  horoutrlily  workcil  out;  hut  tlic  I'ruitfMl  nlca 
of  s('|)aratiori  '  '•  scjircijation  of  -ouncs  of  rcvciiMc-i  was  uriicd. 
This  was  iiu,  ,|  not  alisolutcly  new.  for  the  New  York  state 
asscs-ors  h:,i|  already  ailvaiU'cd  the  -atnc  plan  diirinn  the  pre( cd- 
inj?  decade;  '  hut  we  now  [itid  it  worked  out  lor  the  lir-t  tune  in 
the  history  of  olhcial  coniinis^ions.  I'or  this  ^u}:^e^tion  the  re- 
port will  always  remain  noteworthy. 

Two  years  later,  the  Maryl.ind  reiwirt  was  is-ued.-'  The 
Maryland  comini>~ion  h.-id  the  eood  lortu'ie  to  numher  ainonji 
its  meinl'er>  a  >tudeiit  who  h.ad  tiiven  con^iderahle  attention 
to  the  theory  of  tinance.  .md  who  \\;is  ;ic(|U;iinted  with  the  hi>- 
tory  an  1  actual  pr.ictice  aliro:;d  :i-  well  as  at  li(»ine.  Professor 
H.  T.  Illy  not  onl\-  >uereeded  in  inilucinn  the  commission  to 
accejjt  some  notewort hy  amendment-,  hut  .iijded  ,i  supplemen- 
t.iry  report  of  his  own,  in  which  many  interesting  and  valuable 
ideas  are   to  he  toiind. 

The  report  proper  point<  o\it  that  the  M.iryland  system  of 
direct  taxation  po--e--es  some  advantaucs  over  those  of  nei}ih- 
horinK  states.  The  ,i-ses-;((rs  are  appointed,  thus  minimizing 
the  danyier  of  improjier  intluence-:  the  .i^x'-smeiits  are  made  hy 
county  ollicers,  ihu-  :ivoidinn  petty  jealousies  and  etTorts  to 
reduce  the  asses.-meiil>  of  localitie-;  and  the  -ame  hasis  is  umm! 
for  state  and  county  t.ixation,  mi  that  no  county  can  reduce  its 
assessments  without  reducinn  its  own  resources.  The  disadvan- 
f.iiieof  the  Maryland  system  in  freneral  is  t hat  there  ar<>  no  jieri- 
odical  assessments.  Hut  the  one  delect  whii'li  Maryland  dis- 
closes in  common  with  other  states  is  the  in;ide(iuacy  of  the 
persona!  property  tax  Althoujili  its  failure  i-  notorious,  tliecom- 
Miission  contented  llieni>el\('s  with  the  pi'o|>os,il  to  exempt  the 
hook  accounts  of  merchants  when  the  .-lock  on  the  shelves  is  as- 
>esse(l.  Professor  Illy,  in  hi- sui)plementary  reiKirt,  went  further, 
and  advocated  a  total  exemi)tion  of  peisonal  })roperty,  whit  h 
would  necessitate'  a  chaniii'  of  the  constitution.  The  cliief  pro- 
posals of  this  sui)plementary  re]'ort  are:  the  exemption  of  re;d 
c-t;ite  from  state  taxation;  t.axos  on  eoriH)rati()ns  and  an  income 
'ax  as  the  chief  sources  of  state  revenue:  a  tax  on  real  property 

'  cf.  siiprii,  p.  :<ii.S. 

■  //,7<,„/  ,,r  //.,    \!,ir,,l,,,.,l  Tax  Conimi"-! 
■.tanrr.  IssN. 


iii,  t:.,,er,,i  AxHtmhlu.     WA- 


tiOII 


/•»»». S    /\     /  1\.I770V 


.•1I1(I  :i  iMSon  the  ri'tilMl  v.iliit~  (li  plucf^  of  husiiirss  as  the  i-liicf 
siiiiii  ('-;  (if  local  n'M'iiiic. 

Ill  iliis  scliciiu-  tliiTf  arc  several  point-  to  he  noticed.  The 
plan  of  separating  tiie  local  and  -tale  revenues  has  just  heen 
dis(ai<seil.  The  proposition  of  an  income  tax  is  open  to  more 
qiie-tioii.  Many  of  our  lax  reformers  recommend  the  entire 
exemption  of  i)ersoiial  properly.  Th.il  in  iNelf,  however,  is  not 
sufhcieni :  for  it  would  simply  result  in  an  undue  Imrden  on  re:il 
estate.  Some  form  of  income  taxation  is  necessary  in  order  to 
reacli  liio-e  who  would  otherwi-e  n"  untaxed,  hut  whether  tlii- 
^^hould  lake  the  >hape  of  a  direct  tax  on  income  is  far  from  cir- 
tain.  At  all  events  the  di-cus>ion  in  the  report  is  not  hy  any 
nieaiw  full  enough.  Furthermore,  even  uraiilinu  the  exix'diein  y 
of  an  income  t.ix.  it  is  (luolionalile  whether  it  should  he  a  st.iir 
or  a  loc.d  tax.  The  ariiument  auainst  the  income  tax  as  ;i  loial 
tax  i-  th.it  it  mitht  lead  to  a  lo-s  of  Imsiness  or  of  pojuilation; 
hut  the  same  olijeclion  m.iy  he  maiie  to  a  slate  income  lax  when 
eoiiip:!''.'d  with  a  national  income  lax.  The  mere  proposition  ol 
an  income  tax  hriiitis  uii  a  host  of  iiuestions  which  the  report 
doo  not  attenii>t  to  treat.  .Vy:ain,  the  recommendation  for 
the  taxation  of  railroads  throiiiih  nro>-  rei  ipts  mijjht  lie  criti- 
cised on  the  jiround  that,  in  theory  at  least,  a  more  correct  l>a>i- 
of  iiirporale  taxation,  as  of  taxation  in  general,  is  net  earniiii;- 
The  uross  earnings  tax,  as  we  have  seen,  is  like  the  lithe  mi 
lands;  it  he.irs  no  jiroporlion  to  the  .ability  of  the  taxpayer, 
because  it  taki's  no  .account  of  expenses.  The  most  sinniticani 
j)art-  of  the  supplementary  report,  it  may  be  said  in  conclu>iiin. 
.are  the  critici>m  in  detail  of  the  i)ractice  of  the  jjeneral  proi)ert\ 
tax,  and  the  el.iboration  of  the  iili'a  of  utilizing  for  source-  "i 
muiiii  ipal  revemie  what  Trofessor  I'.ly  terms  the  natural  inoiioii- 
olies.'  .Viii)ended  to  the  rei>iirt  is  all  interesting,  but  anony- 
mous, hi.;torical  sketch  uf  ta.xatiun  in  Maryland. 


III.   Mdiix'  and  Pcnitsjilvoiiin 

Partly  as  a  result  of  this  able  Maryland  report,  but  chiefly  a- 
an  outgrowth  of  the  discontent  now  manifested  in  other  s^'ctHHi- 
of  the  country  a-  well,  tax  conunissions  soon  multii)lied.  Duri!!-' 
the  next  few  years  reports  followed  each  other  in  rajiid  suc(  c-- 

'  Pr(if('.-i.>(ir  Mly's  .sii|i|)icincnt:iry  rc|i(ir1  w.is  .siihsciiuciiily  rcprintcil  \\:'!i 
aiiiiilh.ii-.  .iii.i  |,ut,iisii..i  ..^  hi-  \vi  ii-knwwi;  work  :;ii  Tuxnium  in  An:--  -■■' 
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siun.     A^  they  .ill  IkImiik  to  rcccnl   lii>lnt\  .  it  ril.lV  he  well  to  (lis- 
(•il*>  fill  III  xiiiifw  h.it  iiKiri'  ill  (|it:iil. 

In  iSUO  till  Miiiiir  i.ix  rnmiiii*«inii  i->iir<l  its  rrpiirt.'  Tliis 
i>  viiliiiil.ii'  to  it>  f.iii-  n-  tn  the  t.ix  vy-tttii.  'I'lic  ImMi'^  nivc 
a  (li)j;<-t  nf  till'  Irual  |in)vi-i(iii>  tliiii  in  Inric  uj'  thr  tiii»t  iriijior- 
taiit  stali'^  nil  thr  li-tiint  -y->liiii,  i'(|iiali/,il  inn,  tlic  poll  tax, 
the  ilni;  tax,  all<l  tlic  lax.alioii  ut'  r,iil\va\-.  ili-ur.ilicr  coinpailii'^ 
ami  siviiit;^  l);iiik<.  Sonic  ut'  llic  t.il.lr-,  Imuivir,  .ire  cxcnij- 
inuly  fniKiiirnt.iry.  Tlu'  only  om-  tli.it  i>  <i»riipl.tr  and  trii-t 
worthy  is  th.it  i>ul)li>lir(i  a-  an  .iiipcmlix  conccrnint;  the  tax  on 
insiir.iiici'  conipaiiif^. 

As  r<'nanl>  thr  ri'fiort  it-i  If.  not  niuch  r.an  \h-  -.-r  I  in  mtn- 
ini'iidation.  For  in»t.in<<.  tlic  (•oninii->ionirs  confisMil  "to 
li.aviiiK  licin  conipiil"  ij  Id  .■irkiiowicdur  tli..  Limical  sniindntss 
ot  many  vic\v>  adv.aiircd  "  hy  nci  iit  i  ronnnii-t>,  ,ind  vc  I  they 
-,iy  that  tliisi'  views  ■•;nc  .at  vaii.imc  with  ilir  conrhi-iniis  ;it 
uhich  we  have  arii\c(!."  Thiir  txciisi'  i>  th.at  it  i>  ••licttcr 
to  err  upon  the  -ide  of  corsi  rvatism."  '|"lic  praitical  out- 
(•omc  of  thf  foiiiiiii-si(.iii.rs'  >tndics  i.  that  the  failiirr  to  narh 
personalty  ni.ay  lie  ovi  n'omc  liy  the  pl.aii  of  miiiirinfr  >\vorn 
di'taiird  inV(iitoiir>  of  .all  property :  .ind  the  propoMij  law 
'■ontains  provisions  to  thi>  elTeet  which  the  coinnii^sion  calls 
"-tronK  and  mandatory."'  'I'hi-  is  the  old.  old  .-lory.  I'er- 
Minalty  escapes;  ,/•(/(..  try  to  reach  it  li.\  more  rinid  inethofls. 
<  >f  course  the  rc>ult  can  he  foretold. 

The  value  of  the  commissioirs  ideas  may  he  ffaujied  by 
the  knowledge  displayed  of  the  m  ience  of  finamc.  'I'hiis  we 
find  the  remarkah!.  statement  that  the  siniile  tax  on  land 
\  allies  is  the  .system  which  iiio-t  I'luropean  countries  have 
■idopted.  When  the  ()resent  writer  wrote  to  the  ((inimission 
i'lraii  explanation,  the  astoundiiijinii-ucr  was  sent  that  ihccom- 
iiii-^ioners  had  le.arndi  this  tact  from  one  of  his  own  articles! 
Air.iiii,  on  'he  very  next  i)age  the  commissioners  confuse  the 
Miigle  tax  on  land  values  with  the  tax  on  real  estjite.  Further, 
!i  discii.-sinf;  the  income  tax  (which  they  reject  i  tiny  rc[)eat  the 
-'atcment  that  to  tax  |)roperty  and  the  inci  nie  from  i/ioperty 
:-  intolerahle  Ixcause  it  would  involve  doulile  l.ixation.  It  i.s 
evident  that  Maine,  at  least,  had  not  yet  learned  to  jiut  the 
-"lution  of  such  knotty  (luestion-  into  the  hand-  of  experts, 
in-tead  of  lavinen. 


llic  renort    is;   rjwlei>rtw>/l     ti,.M(.t-«.r     Ki- 


sonic   Wise  -;!!!rfr:.  ,t!n;iv: 
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Thiis  in  rcRard  to  the  t  ixation  of  mortgeges,  it  accepts  in  a 
large  degree  the  contention  «)f  th;>  present  writer,  although  it 
quotes  an  entire  parai^rajih  which  it  erroneously  credits  to 
Ama>a  Walker,  who  entertained  the  contrary  opinion.  The 
practical  conclusion  is  the  recommendation  of  the  Massachusetts 
system,  which  regards  the  mortgage  as  real  estate  and  divides 
tile  tax  between  mortgagor  and  mortgagee.  In  regard  to  new 
taxes,  the  commission  pro])oses  the  collateral  inheritance  t;.x,  a 
tax  on  all  private  and  special  acts  passetl  t)y  the  Iegisl.it lire, 
and  a  slight  extension  of  th"  corporation  taxes.  Some  of  these; 
proposed  changes  have  since  been  adopUnl. 

Of  more  importance^  are  the  i)apers  contained  in  the  rejiorts 
of  the  P(>nnsylvania  revenue  commission  of  1890.'  Pennsylvania 
was  at  that  time  the  only  state  in  the  I'lKim  which  had  seriously 
grappled  with  the  problem  of  reaching  the  abilities  of  those  that 
receive  a  revenue  f  m  other  lements  besides  real  estate.  Her 
revenue  laws  of  the  last  quarter  of  the  century  had  put  lit  r 
easily  into  the  front  rank  of  the  American  e()mmonwealtll^. 
Vet  just  because  so  much  progress  had  been  made,  the  demaml 
for  further  reform  was  stronger  in  Pennsylvania  than  anywhere 
else. 

The  commission  of  eight  members  was  unable  to  agree. 
In  conse(iuence  we  find  four  separate  reports,  of  very  une(|ual 
value.  The  majority  report,  signed  by  five  members,  is  the 
weakest,  as  it  is  the  shortest.  -\s  but  little  attentitm  was  paid 
to  this  report,  we  may  pass  it  by.  The  main  point  of  the  ma- 
jority, who  disclaimed  any  attempt  to  change  the  system  of 
state  taxation,  was  to  improve  the  local  system  l>y  compellin<; 
every  person  to  answer  a  list  of  interrogatories  's  t;>  his  p(>rson;il 
l)r()perty,  and  to  provide  for  the  i)ublication  of  all  details.  .\ll 
moneys  and  credits  were  to  be  made  taxable;  every  obligatimi 
or  other  evidence  of  debt  that  was  no*  returned  in  the  as.se>»- 
ment  list  was  to  be  uncollectible  by  suit,  and  all  interest  on  such 
debts  was  to  be  forfeited.  In  other  words,  the  majority  would 
institute  a  system  i)y  the  side  of  which  the  most  inquisitori:il 
income  t;ix  ever  known  would  be  a  mere  plaything.  To  sui)po-r 
that  Peimsylvauia  would  ever  take  such  a  r(>trograde  stip 
was  to  insult  the  judgment  of  her  legislators.  Furthermore,  a" 
transportation  and  transmission  companies  .vere  to  be  made 
liable  to  Incal  taxation  in  the  following  manner:  after  aseertaiii- 

^  Rijiihl  iif  llii  UiiiiiKi  i'ltiiiiiii.sniiiii  iiiijititiitil  l>n  lln'  .  .  .  Lcgii^tiitiiri  nj 
l'n:h.s:ii;:inia.      l'hi!:i;!riplii;i,  iS'.ii). 
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ing  tho  avciJiRc  viiluo  jxt  mile  of  the  entire  property,  each  county 
was  to  inultii)ly  tliis  hy  the  mileage  in  the  county  and  to  lay  a 
tax  of  four  mills  on  the  result.  This  ])!an  was  crude;  for  the 
large  cities  or  towns  in  which  the  property  or  terminals  are  of 
immense  value  would  pet  no  more  revenue  than  the  littl(> 
villages.  .Vverage  value  according  to  mileage  is  an  inefjuitalile 
basis  for  local  taxation,  because  some  localities  will  get  f;ir  more, 
and  some  far  lt>ss.  than  their  just  shar;-."  In  short,  there  is 
scarcely  a  n^conmiendation  in  the  niaj:)rity  report  which  does 
not  fly  in  the  face  of  experience  and  contradict  the  teachings 
of  sound  finance. 

As  a  result,  the  three  minority  reports  savagely  attacked 
the  majority  report.  The  auditor-gener.al  brought  in  a  bill, 
the  main  feature  of  which  was  the  reduction  of  local  taxation 
at  the  expense  of  state  revenue.  He  projjosed  that  the  comnion- 
W(>alth  treasury  should  assume  a  further  share  of  the  expenses 
of  local  government,  or  that  it  should  relin{|uish  to  the  counties 
more  of  its  surplus  n-venues;  and  furthermore,  that  local  taxes 
should  be  imposed  on  moneyed  capit.nl,  on  capital  investt  d  in 
business,  on  shares  of  stock  in  cori)orations,  and  on  gross  earn- 
ings of  ])rivate  bankers  and  brokers.  Mr.  Albert  S.  Holies 
a])proved  ()f  the  inconic'-tax  project  to  be  mentioned  in  a  mo- 
ment. His  report  is  noteworthy  for  the  few  words  he  has  to  say 
on  the  tendency  toward  ineciuality  as  the  result  of  the  iiicid(>nce 
of  the  property  tax.  He  maintained  that  the  chief  revenue  of 
the  stat(>  should  be  from  railroatis,  and  that  most  of  the  other 
subjects  of  taxation  should  be  surrendcTcd  to  the  counties. 

The  chief  part  of  the  report,  both  in  ciuantity  and  in  (piality. 
consists  of  the  three  pajwrs  by  ,lohn  .\.  Wright.  These  jjajiers 
constitute  a  compreh(>nsive  i)lan  for  ;ui  adjusttnent  of  the  wliole 
system  of  state  and  local  taxation,  and  (leserv(>  our  attention. 

As  regards  state  taxation,  Mr.  Wright  lays  down  twelve 
principles,  wliicli  may  be  summed  up  in  these  words:  a  uni- 
versal income  tax,  without  d(>duction  for  debt,  without  exemp- 
lions,  without  difTcTences  of  rate,  applied  t  >  individuals  and  to 
firms  as  well  as  to  priv!  ♦(■  corporations.  He  showed  that 
Pennsylvania   practically    had   indirect   income   taxes  alreadv 


'The  ()l)jc('ti()n  to  avoratre  value  acconliiic  lo  tiiilcatsc  atfaclics  less 
^tronnly  to  .stale  taxation  hccausc  i;  rarely  li.appi  iis  that  iiolliiiij;  hut  tlic 
icriiiiiia!  is  in  a  dilTerciit  state  from  tlic  line  proper,  ami  hccausc  the  tiucslioii 
of  u,iy  rirsiix  thro\inli-t radio  plays  more  of  a  role  in  interstate  tlian  in 
iiiicrlocai  commerce. 
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in  th«'  morcantilc  license  taxes  and  the  occupation  taxes,  and 
direct  partial  income  taxes  on  hankers,  hrokers  and  certain 
corporations.  What  he  desired  was  an  extension  an<l  consoli- 
dation of  this  system.  His  phin  is  that  the  state  should  tax 
(1)  the  net  income  of  corjwrations  with  a  few  exceptions,  (2) 
the  amount  of  sales  of  all  merchants,  (.'})  the  gross  income  of  all 
indivi(hials  from  trades,  professions  and  occui)ations,  with 
provisions  to  prevent  inquisitorial  proceedings.  On  the  other 
hand,  he  would  have  the  local  divisions  tax  real  estate,  horses, 
mules,  oxen  ami  vehicles,  and  levy  certain  licenses. 

There  are  many  striking  points  in  Mr.  WriRht's  pai)ers. 
His  scathing  criticism  of  the  majority  report,  his  apim'ciatioii 
of  the  injustice  of  the  i)roperty  tax.  his  argument  that  revenue 
and  not  property  should  he  the  l)asis  of  ta.xation,  his  ])ruot' 
that  an  income  tax  is  really  less  inciuisitorial  than  a  i)roiM>r1y 
tax.  his  gra.sp  of  some  of  the  difficulties  of  interstate  taxatii  n 
all  these  put  his  three  ])aper^  in  tlie  front  nmk  of  the  literatiirr 
on  .Vmerican  finance.  On  the  other  hand,  criticisms  might  he 
made  to  show  that  Mr.  Wright  is  not  accpiainted  with  the  lati-t 
results  of  scientific  thought.  Whole  subjects— such  as  tln' 
question  of  graduated  taxation,  of  the  distinction  between 
permanent  and  i)recarious  incomes,  and  of  many  pr()l)lenis  dt 
double  taxation — are  entirely  ignored.  Furthermore,  there 
are  evidences  of  immature,  or  at  all  events  of  not  sufficiently 
penetrating,  thought — as  on  the  subject  of  debt  exenii)ti(in, 
where  his  conclusions  are  not  in  accord  with  the  better  oi)ini(iii; 
on  the  subject  of  incidence,  where  the  difTusicm  theory  is  again 
dished  up:  on  the  protection  theory  of  taxation;  and  on  the 
question  of  de<luctions  from  income,  where  the  conclusion- 
reached  are  arbitrary.  Hut  with  all  its  faults,  his  report  i> 
one  of  the  l)est  official  documents  hitlierto  published  on  tin- 
sui)je('t  of  local  finance. 

IV.  -VcfC  York  nn(l  Ohio 

The  year  1801  was  marked  by  three  reports,  all  of  them  of 
minor  importance.  The  Boston  tax  commission  dealt  chirtly 
with  that  part  of  the  subject  of  douttle  taxation  of  peculiar 
interest  to  Massachusetts.'  The  Oregon  report  was  insignificani 
in  ;irgiiment  and  content,  with  the  exception  that  it  projxiMd 
the  .-ibolition  of  the  mortgage-tax  law  -  a  proi)ositi()n  wliiili. 
notwithstanding  e;irne>t  effort,  w.is  carried  through  somewii^t 
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later.'  Tho  Xcw  Jcr-cy  commission  handod  in  a  proliminary 
ami  confcssodly  imporfcct  report,  composed  largely  of  extracts 
from  previous  reports  and  showinR  that  they  had  not  made 
much  independent  study  of  the  subject. - 

Pa-ssing  over  the  report  of  the  Iowa  revenue  commis.sion  of 
1893,''  which  v.as  of  little  consetiuence,  we  come  to  the  report 
of  the  Delaware  tax  commission  of  189.3.  which  consists  of 
two  parts.'  This  is  interesting  as  exemi)lifying  the  different 
tendencies  at  work  throughout  the  country.  Delaware  raises 
its  state  revenues  from  corporati(jn  taxes  and  licenses,  hut 
depends  for  its  local  revenues  upon  the  poll  tax,  the  tax  on  real 
estate,  and  on  a  few  kinds  of  tangible  personalty.  The  farmers 
objected  to  this  and  desired  to  reach  in  some  way  all  owners 
of  personalty.  Hence  the  commission.  The  majority  report 
;ipi)r()ves  of  this  desire,  and  recommends  that  intangible  per- 
sonalty, like  money,  investments,  dc,  be  taxed,  that  a  tribur.  1 
lie  created  for  efiualizing  county  assessments,  and  that  the  col- 
lateral inheritance  tax  be  nimposcd.  .Although  the  signers 
confess  that  the  general  property  tax  does  not  work  well  they 
assert  that  this  is  due  to  "dishonest  citizens,"  .and  that  if  certain 
kinds  of  property  be  exempted,  "cunning  and  scheming  men" 
will  ultimately  reduce  the  governmental  n'venues  to  an  undue 
extent. 

The  minority  r(>ix)rt,  on  the  other  hand,  strenuously  objects 
to  the  taxation  of  intangible  personalty.  Almost  the  whole 
nf  the  rejiort  is  an  .•ibridgnient  of  the  New  York  reports  of 
IS71-72  and  of  the  Maryland  report  of  1888,  showing  the  in- 
justice of  the  general  property  tax.  The  report  adopts  in  its 
intirety  the  diffusion  theory  of  incidence  and  ([uotes  .\dam 
Smith  as  the  chief  forerunner  of  Thiers  and  \V(>lls!  Although 
the  eommissicmers  "sympathize  with  the  complaint  of  tiie 
Di'laware  farmer,"  tluy  think  that  under  the  present  system  the 
taxes  are  "more  e(iually  distributed  than  in  any  other  state." 

Far  more  important  than  the  Delaware  report  are  those 
made  to  the  New  York  legislature  in   1893,  the  one '^  by  the 

'  Rtport  of  the  Siicciol  Sauitc  ConimilUr  on  Asstf:nment  mid  Tnxaiion 
Siicin,  ISOl. 

•  Ii>  jtorl  of  thi:  Commi.ssinii  on  Tnrntion.     Trenton,  ISOI. 

'  Rtport  of  th(  Rn-tiiM-  ('ominitismn  of  thi  Stoti  „fl„wn.    Dcs  Moines,  1S93. 

*  Ri  port  of  till  Ddairorc  Tax  Coininis.iion  to  Ihf  (iaifriil  A.-<Mmbly,  2  iiarts 
WilniinKton,  ISOI!. 

'  Ri  port  of  till-  Joitit  ( 'otiiiiiilti .  of  ih,  S,  mil,  oiat  Axsinihly  relative  to  Tain- 
'■■in  for  Stoli  mill  [,oi:nl  l'i!r,u,<.^       \(.,.,   \.,rV;    Isci;) 
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counsel  specially  appointed  to  revise  the  tax  laws,  the  other  * 
by  the  joint  coininittee  of  the  Senate  and  Assembly.  Both 
the  counsel  and  the  committee  chose  to  present  results  rather 
than  extend(>d  arguments. 

The  counsel  suj^gest  that  th(>  information  obtained  from  their 
researches  be  colhited  for  the  use  of  tfie  public  for  further 
reference;  but  in  the  pri'sent  report  they  prefer  simply  to  present 
their  conclusions,  proceedinp;  on  the  i)rincij)le  of  {)roposinK  noth- 
ing which  has  already  been  before  the  legislature  and  which  has 
failed  of  adoption.  Thus  they  object  to  the  "building  oc- 
cupancy "  tax  Ix'cause  the  legislature  refused  to  adopt  it  in 
1872.  if  this  principle  were  consistently  carried  out,  there  would 
be  little  chance  for  human  jjrogress;  for  most  innovations  are 
at  first  opposed,  and  the  mere  fact  that  the  legislature  has  in 
former  years  n  jected  a  plan  is  neither  a  proof  that  they  would 
reject  it  to-day.  nor  a  reason  why  the  advisers  of  the  legislature 
should  refuse  to  consider  its  feasibility.  The  counsel  also  discuss 
new  plans.  They  object  to  tln'  single  tax  and  even  to  the  tax 
on  real  estate  alone,  because  ihey  cannot  see  the  etiuality  and 
justice  of  levying  .all  burden.-,  on  the  real  estate  owner.  They 
object  to  the  income  tax  as  too  inquisitorial,  and  at  present 
((uite  inadmissii)l(>.  .\t  the  same  time  they  strenuously  oppo>c 
the  "listing  "  system,  although  they  call  attention  to  the  defect,- 
of  the  personal  projxTty  tax. 

What,  th(>n,  in  their  judgment  is  to  be  done  to  secure  equality 
of  taxation? 

The  general  jiroperty  tax  was  at  the  time  supplemented  by  tlic 
corporation  tax  and  the  inheritance  tax.  The  counsel  object 
to  any  great  increase  in  the  corporation  tax  on  tiie  ground 
that  this  ought  to  carry  witli  it  an  exemption  of  corporations 
from  local  taxation,  as  in  I'ennsylvania — a  plan  which  tli(>\ 
tliink  unwise,  because  the  local  l)odies  are  not  willing  to  \u>i- 
so  large  n  source  of  revenue.  Again,  they  oppose  a  tax  on 
corporate  bonds  for  various  reasons.  The  only  suggestion-; 
made  as  to  corporate  taxaticm  are:  to  extend  to  other  corpom- 
tioiis  the  machinery  of  collection  applied  to  the  taxation  of 
baiik  shares,  and  to  apply  the  i-arnings  tax  on  transijortation 
companies  to  foreign  as  well  as  to  ilomestic  corporations.  As 
to  tlie  inheritance  tax,  the  counsel  content  themselves  with  a 
siiglit    change   in   restricting   exemptions.     While   apparently 

'  RijKirl  of  Coiixtcl  to  revis(    llic   Tax  I.iiic.f  nf  the  Slnlf  of  S'rir   }'>"/>. 
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roganlinR  with  favor  the  scttl<Tnciil  of  tlic  inortftasc-tax  qiu's- 
tion  as  in  Massachusetts  and  ciscwlK'n',  they  rcfnua  from  any 
rmminiomhition,  because  f!.-  lefrisiature  has  heretofore  eon- 
siih'red  tlie  matter  and  tal.en  no  action.  They  do,  iiowever, 
})ropo.se  a  tax  on  deposits  of  savin<;;s  i)anl<s  above  a  certain  Mniit. 
Finally,  tliey  ol)ject  to  "local  o[)tion,"  because  they  beli(>ve  that 
it  simply  means  taxation  of  realty  alone;  and  this,  they  main- 
tain, should  be  d(me  by  a  Renoral  statute  or  not  at  all. 

Since,  therefore,  the  existing  system  of  taxation  is  unjust 
they  think  that  one  of  two  courses  must  be  adopted:  either 
jiersonalty  should  be  entirely  exempt,  or  substantially  :'ll 
piTsonalty  should  U:  taxed.  The  first  plan  .seems  too  radi- 
cal; therefore  W(>  must  try  to  reach  personalty.  This  may 
be  done  by  iii^nroving  the  machinery,  !)y  centralizing  the 
administration,  and  by  providing  for  state  equalization  of 
j)(  rsonalty  as  well  as  of  realty. 

The  re])ort  of  the  counsel  is  timid  and  conservative;  but 
it  at  least  jjossesses  the  distinctiim  of  not  falling  into  the 
gross  mistakes  which  so  many  of  the  other  state  commissions 
committed.  The  report  of  the  legislative  committee,  on  the 
other  hand,  is  not  only  in  the  main  sensible,  but  also  radical. 

In  the  first  place,  the  committee  agree  with  the  counsel  in 
opposing  tlie  income  tax  and  the  principle  of  local  option  in 
taxation.  Secondly,  in  opposition  to  the  counsel,  they  main- 
tain (1)  that  the  taxation  of  savings-bank  deposits  would 
be  an  undesirable  interference  with  the  savings  of  thrifty 
pi'oi)le;  (2)  that  the  equalization  of  taxes  on  person.alty  "woulll 
legalize  a  system  of  official  guessing,"  and  would  only  intensify 
the  conflict  between  the  local  divisions;  but  (;})  tliat  a  state 
tax  on  mortgages  would  be  a  desirable  innovation,  iiroduciiig 
<'ven  at  a  rate  of  only  one-half  of  one  jkt  cent  nearly  five  millions 
of  dollars.  Thirdly,  they  propose  certain  changes  in  the  in- 
heritance and  corporation  taxes,  calculated  to  increase  their 
yield  and  to  equalize  the  burden^.  The  i)rogressive  principle 
i-^  to  be  appli(«d  to  the  inheritance  tax,  and  the  exemi)tion  of 
real  estate  is  to  be  abolislunl  when  the  estate  exceeds  .'*.")(), (KM). 
The  virtual  exemption  of  heavily  bonded  corporations  is  to  he 
removed  by  assessing  a  corporation  tax  in  such  ca.ses  upon 
the  par  value  of  the  stock,  instead  of  on  the  market  v"'"". 
Finally,  the  j)rinciple  is  laid  down  of  a  definite  separaticm 
the  state  and  local  revenues.  The  changes  above  suggested 
■!'•  !!"•  -^ate  taxo-^  will,  thry  !>f!irve,  suffice  fu  meet  all  state 
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(•xpt'n^cs.  Heal  ostatc  is  to  ht'  left  1<>  the  loi'al  1)0<U<'S,  and  tin- 
wlioli'  (lucstion  of  local  taxation  may  tlii'ii  Im-  discussed  \>y 
itself. 

It  will  he  seen  that  the  coiainittce's  reijort  is  the  more  im- 
portant. The  idea  of  the  abolition  of  the  property  tax  as  a 
state  tax  is  indeed  not  new;  hut  it  is  the  first  time  that  tlic 
suRgestion  has  been  adojited  in  an  important  ((mnnonwealth  hy 
a  committee  of  the  legishiture  itself.  The  susRestion  of  a 
graduated  inheritance  tax  is  in  harmony  with  growinR  public 
sentiment;  but  the  proi)<)sed  plan  of  dealing  with  corporations 
is  not  so  satisfactory.  If  the  heavily  bonded  cor|M)ration  is  so 
successful  that  it  pays  hiRh  dividends,  the  adoption  of  the  par 
value  instead  of  the  market  value  of  the  stock  as  a  basis  would 
only  intensify  the  present  ine(iuality.  Finally,  the  tax  on 
mortgages  proposed  by  the  connnittee.  is  a  makeshift. 

Wo  come  now. to  what  is  perhaps  tlie  best  of  the  reports 
of  this  jH-riod— that  of  Ohio.'  The  tax  commission  apiiointed 
in  .\pril,  ISiKi,  have  evidently  turned  to  good  use  some  of  the 
recent  scientific  writing  on  public  finance.  Most  of  the  tlieoric-; 
advanced  are  in  accord  with  the  .<ovmder  views,  and  everywhere 
an  endeavor  is  nnde  to  conform  to  the  necessities  of  i)ractic:il 
reform.  The  commission  tell  vis  again  how  utterly  inefficacious 
the  listing  system  has  been  in  Ohio.  The  "tax-inquisitor" 
law  produces  less  than  two  per  cent  of  the  taxes,  the  greater 
part  of  which  is  piud  by  the  rural  counties;  while  intangil'lc 
property  altogether  i)ays  only  nine  and  four-tenths  j)er  cent 
of  the  state  taxes.  The  commission  call  attenti<jn  to  the  fait 
that  this  is  simjjly  a  revival  of  mediirval  conditions,  and  rec- 
ommends a  ctjmpiete  repeal  of  the  act.  The  attempt  to  reach 
intangible  property  directly  by  taxation  is  declared  impracti- 
cable; and  the  absurdity  of  the  law  is  shown  by  the  fact  that 
the  jiersonal  i)roperty  tax  in  Ohio  co.sts  in  some  of  the  counties 
thirty-four  per  cent  to  collect. 

The  conunissiim,  however,  strongly  maintain  that  a-  t la- 
only  just  princii)le  of  taxation  is  that  of  contribution  acciHil- 
ing  to  ability,  an  effort  must  be  made  to  ro'.'^'h  intangible  per- 
sonalty in  some  other  way.  In  a  well-devised  system  taxation 
must  on  the  whole  be  jiroportional  to  income  or  earninix-. 
and  yet  the  direct  income  tax  they  think  virtually  imixjsslMc 
as  a  state  lax.    The  report  is  in  fact  noteworthy:  first,  becaw-c 
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it  Jicc«'pt.s  the  i)riiici|)lc  of  fai'iilty.  while  ahjiiidoiiiiiK  proiicrty 
jis  a  test  of  faculty;  and  s<((iti(il.\-,  hccaiisc  altlioiif^li  it  prefers 
income  as  a  hetter  iiuiicatioii  of  faculty,  it  r(cofj;iiizes  the 
necr-ssity  of  Kcttirin  at  the  income  indirectly. 

Their  solution  of  the  [irohlem  may  he  summed  up  in  a  few- 
words:  taxation  of  real  estate  and  tangible  personalty;  an 
inlieritance  tax,  increased  and  extended;  a  franchise  tax  on 
(■ortxmitioiis  and  enterprises;  and  the  heKinnings  of  a  system 
of  Imsinoss  taxes,  through  a  tax  on  transfers  of  property,  on 
law  proceedings,  etc.  A  valuable  account  is  given  of  the  taxa- 
tion of  corporate  enter|)rises  in  Ohio,  in  which  it  is  shown  that 
while  hanks  pay  from  seventeen  to  twenty-three  pvr  cent  of 
their  net  income,  and  city  real  estate  from  fourteen  to  twenty- 
five  per  cent  of  its  rentals,  railroads  pay  only  five  to  twelve 
jx>r  cent.  This  is  one  of  the  most  interesting  features  of  the 
report.  The  assessed  valuation  of  railroad  property  is  com- 
pared with  that  of  1S'.)2,  and  an  attempt  is  made  to  get  at  the 
true  valuation  l)ased  on  a  comparison  of  gross  and  net  earnings, 
stock  exchange  ((uotations  and  bonded  indebtedness.  Tho 
results  are  surjirising,  but  seem  to  be  sotind.  In  fact  this  part 
of  the  report  abounds  in  intelligent  comment.  The  commission 
earnestly  contend  that  the  correct  measure  of  corporate  ability 
for  i)uriK)ses  of  taxation  is  income  or  earning  capacity;  and  it 
recommends  a  system  of  corporate  taxation  l)ased  on  the  more 
api)roved  methods.  .Mtogethcr,  the  report  of  the  Ohio  com- 
mission is  one  of  the  most  cheering  evidences  of  the  growth 
of  saner  and  more  enlightened  views  on  the  subject  of  taxation. 
It  does  not  exhaust  the  subject,  but  it  certainly  goes  a  great 
way  toward  the  improvement  of  existing  conditions. 

V.  Matfxavhimtts  atul  Pcnnxylvatiia 

The  next  report  is  that  of  the  Massachusetts  commission 
of  1894.'  The  Massachusetts  system  has  long  been  marked 
l)y  several  i)eculiarities.  It  taxes  incomes;  dues  not  tax  mort- 
gage notes  on  real  estate;  and  does  tax  shareholders  of  foreign 
corporations,  whetlier  or  not  such  cor|>orati(nis  are  taxed  by 
their  own  state.  The  special  conunittee  devoted  a  considerable 
share  of  its  hearings  and  report  to  the  latter  point,  Init  decided 
for  the  continuance  of  the  present  practice.  .\s  a  matter  of 
fact,  although  the  rejxjrt   contains  a  few  good  sugg(>stions.   it 
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tlisclosos  vory  little  .■u'(|ii;iiiitMHfr  witli  inoiltTii  viows,  and  is 
distinctly  iiilVrior  in  this  respect  to  that  of  the  Ohio  coniinissimi. 
Thus,  for  instance,'  the  report  does  not  attempt  to  reconunend 
any  more  eonijjrehensive  system  of  cor])orate  taxation,  such 
as  exists  in  Pennsylvania  ai\d  New  York,  and  it  do«'s  recom- 
mend a  continuance  of  the  income  tax.  Their  final  recommenda- 
tion is  nothinji  more  nor  less  than  the  introduction  of  tlw  listin'!; 
system  as  the  best  solution  of  the  Massachusetts  tax  problems. 
This  is  the  sorry  outcome  of  a  loiif;  inquiry. 

On  the  other  hai.  there  are  some  other  inter'estinK  points  in 
the  report.  It  discu>ses  the  sinirle-tax  theory  and  mentions  that 
accordinji;  to  the  testimony  of  the  single  taxers  themselves 
it  would  t)e  impossible  to  raise  suilicient  revenue  in  the  farming 
counties;  and  the  poor  towns  would  have  to  receive  aid  from  the 
more  prosperous.  The  committee  pertinently  ask:  Where  is 
this  aid  to  come  from? 

The  committet*  strenuously  a<lvocate  the  introduction  of  a 
graduated  inheritance  tax.  They  object  to  the  exemption  of 
municipal  bon<ls  from  taxation;  and  they  call  attention  to  some 
of  the  results  of  the  ex(>mption  of  mortpaKe  notes,  holding  that 
the  advantages  to  the  mortgagor  have  been  greatly  exaggerated. 

The  report,  thcn>fore,  is  a  mixture  of  good  and  had  ideas. 
It  does  not  proiM)se  any  compreliensive  reform  and  it  does  not 
gia])ple  with  the  subject  in  all  its  bearings.  It  is  (m  the  whole  a 
distinct  (iisapi)ointment,  and  students  will  derive  more  profit 
from  th(>  testimony  than  from  the  re|)ort  itself.  As  might  have 
b;'('n  ex])ecte(l,  the  committee's  retrograde  recommendations 
were  not  adopted;  while  the  better  pr()i)ositions,  like  tliose  for 
an  inheritance  tax,  attracted  considerable  attention  and  were 
sut)se(iuently  enacted  into  law. 

We  come  next  to  a  series  of  reports  of  jieculiar  interest  - 
those  of  the  I'emisylvania  tax  i'onf(>rence.  The  confercuii' 
was  formed  on  somewhat  novel  lines.  As  a  result  of  the  tnx- 
commission  report  of  IS'.U),  .-i  bill  was  introduce<l  in  the  Pennsyl- 
vania legislature,  but  met  with  o])i)osition  sufficient  to  defeat  it 
It  was  thereupon  projxjsed  by  one  of  the  senators  that  represent- 
atives of  the  dilfcrent  interests  of  the  state  be  called  togetln  r 
to  ascertain  the  facts  of  taxation  in  Pennsylvania  as  comjiareil 
with  other  states,  and  to  report  a  bill  which  would  be  satisfaclnry 
to  these  interests,  .\--  a  conse(|uence,  twenty-four  re|)re.seiit,i- 
tives  of  agriculture,  t ransimrtation,  labor,  conunerce  and  niaiiu- 
iacluro,  and  the  tax  oliiciai>  liieni>ei\  e>,  niel  al  IIalli>i»UI^  lii 
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February,  W.Vl.  Tlii-  voiuiit.iry  .oiifcniKc  aiipoiiitcd  coinniit- 
tcrs:  OIK'  to  .•xamiiic  and  report  upon  the  vjilue  of  the  various 
classes  of  property  in  the  eoinnionwealth;  another  to  examine 
the  tax  law  of  all  the  states  ami  a  third  to  formulate  the  state- 
ment of  prineiples  on  whieli  the  reform  should  he  l.ase.l.  After 
makiuK  some  elal)orate  investigations,  the  eommittee>  began 
to  announce  their  result-..  The  fir-t  to  briim  in  ;i  report  was  the 
committee  on  tax  \a\\>.  Tin-  report.  '  pre-ented  in  iS<»2,  is 
valuable  chiefly  for  the  thr.'c  table-  which  di^.^  the  tax  laws  of 
the  I'nion  and  uhieh  uive  in  coinp.act  b.rm  the  essential  facts. 
The  committee  it>.  If  m.ike  but  few  reconnnendat ions-  >r,.,„,r;,lly 
of  a  sensible  character.  ^n\w  of  thei.-  stati'inents  are  erroneou.s, 
as  for  in>iance,  wIk  n  they  s.iy  that  (he  property  tax  is,  .ami 
ounht  to  be,  ba>ed  upon  llie  theory  of  protection.  Thev  main- 
tain that  an  ineomi'  tax  will  not  !)<■  ei|uitab|y  levied  by  el.cted 
officials,  .and  th;it  a  Mujile  t.ix  on  land  v.ilue-  will  increase  the 
burden  on  the  jxx.r.  They  fimi  the  b.>t  feature  of  the  Pemisyl- 
vania  system,  ;is  com|).ared  with  those  of  other  states,  to  be  in 
the  separ.atioiKif  the  sources  of  >tate  and  local  taxation. 

The  next  to  report  was  the  >o-ca!led  commi>si(m  on  valuation 
and  taxation.-  It  .attempted  to  a.-c<  rt.ain  the  f.acts  not  only 
as  to  assessed  v.ihiations,  but  .also  ;is  to  actual  value.  This 
It  souKht  to  accomi)li-h  by  taking  the  insurance  v.aluatioiis  on 

ui-i!rableproi)erty,aml  by  m.akiiiK  special  invest if;ation<throuKh 
sep.irat<.  aucnts.  The  preliminary  report,  which  w.as  first  pre- 
.-cnted,  contains  interesting  fifniro.  some  of  which  have  be<'n 
commented  ufioii  in  oth.T  i)arts  of  this  volume.  M.any  tables 
are  given  as  to  the  value  of  diiTennt  kinds  of  property!  but  no 
attemi)t  is  made  to  dr.iw  ;iny  inf.Ten<(-^.  and  the  endeavor  to 
ascertain  aetu.al  values  is  often  acknowled;i'e<l  to  be  only  moder- 
ately successful.  The  v.alu.ation  of  |)roj)erty  ba.-ed  (.n  insurance 
turned  out.  ;is  might  have  been  .•mtiripateil.  to  be  im~;itisfactory. 
The  remainder  of  the  report,  in  addition  to  a  statement  of  tin 
existing  revenues  of  renn-ylv.mia,  which  are  i)ut  in  a  very 
clear  form,  is  devoted  to  .a  short  description  of  [jropi'rty  in  the 
-tate  exempt  from  taxation. 
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railroads,  <»th(r  transixutalioii  coinpanics,  inanufacttirinK  <'<'r- 
poratiDiis  an<l  real  estate'  At  the  (•(inclusion  of  its  !al)ors  the 
(•onfcri'nct'  siilitnittcd  a  hill,  instead  of  a  general  report.  The 
hill  sejiarates  stale,  eounty,  and  local  sources  of  revenue. 
The  state  taxes  on  inlieritanees.  on  coniinissions,  on  inunicip.il 
loans  and  on  certain  licenses,  as  well  as  tlie  local  real  estate  tax 
are  left  unelian>j;e(l.  Hut  the  liill  transfers  cert.iin  t.axes  .and  fees 
from  the  state  to  the  counties;  and  transfers  from  the  counties 
to  the  minor  civil  divisions  the  lax  on  horses  and  cattle.  It 
also  changes  the  st.ate  t.axes  on  coriKirations.  The  hill,  so  far 
as  it  fjoes,  is  in  almost  every  respect  in  harmony  with  the  xwnv 
modern  views.  The  only  criticism  that  minht  he  urged  is  the 
exemption  of  real  estate  locally  taxahle,  which  is  unnecessary, 
hec.ause  the  state  .and  the  local  hodies  are  not  i(h'ntical,  hut 
concurrent,  tax  jurisdictions.  The  hill  was  introduced  into  the 
legislature  in  1S9.').  hut  was  hotly  ojjposed  hy  certain  mamifac- 
turing  corporations  .and  finally  failed  to  hecome  law.  The 
conference  was  .a  novel  experiment,  hased  entirely  on  volun- 
tary action,  .and  the  work  w.is  cert.aiiily  taken  up  in  the  iiroper 
spirit.  If  the  practical  results  did  not  amount  to  very  nuicli, 
it  is  proh.ihly  due  to  the  weakness  of  human  nature  and  ti> 
the  inherent  difriculties  of  the  ta>k. 

We  have  hecome  fainili.ir  with  the  rather  (lisappointin^ 
Massachusett>  reiiort  of  ISOl.  Three  years  later,  however, 
another  commission  made  a  rejxirt  which  was  a  distinct  improve- 
ment on  its  predecessors. '  Like  the  Maryland  report  of  hSSS. 
it  shows  the  advantages  of  having  a  trained  edniomist  on  the 
commission:  for  in  tliis  case  Professor  Taussig  was  douhtle- 
largely  resjionsihle,  as  was  Professor  Kly  in  the  former  case.  Inr 
the  scholarly  presentation  of  facts  and  the  well-cimsidered-serii  - 
of  recommend.ations. 

The  report  is  divided  into  three  parts.  The  first  gives  .iii 
account  of  the  existing  tax  laws,  the  second  descrihes  the  actu.il 
workings  ni  the  system,  and  the  third  contains  the  i)ro])osal- 
and   recommend.ations. 

Part  1.  calls  for  no  si^ecial  comment.  Part  II.  which  is  more 
important,  disinisx's.  among  other  questions,  that  of  the  taxation 
of   mortgages.      The   commission   declare   themselves   satistidi 

'  For  I'xiicl  titles  (if  these  sec  the  tiililioiiraiihy,  pp.  t)7tl  it  siij. 
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th  tlw  sitii.ition  ill  MiisMiclui-ctts,  .-md  (•(include  that   it  i> 


iricxjx'diciit  to  tii;ikc  any  clianno.     The  taxation  oC  uiortKaKcs 
would,  ill  ilicir  opiiiion,  hriiiK  alxiut  an  increase  in  the  interest 

iseussion  of 
e  some  interest- 


charge,  at  least   to  the  extent  of  the  tax.     Ill   the  d 
the  tax  on  personal  property  ♦heconiinission  inak 


iiiK  points.     'I'liey  show,  in  the  first   i)laee,  that   the  forms  of 
jM-rsonal   jiroperty   which   are   most    regularly   and    unfailiiifilv 


taxed  are  live  stock  in  the  f 


As  regards  the  farininjr  towns,  tl 


irniiiiK  towns  and  ships  and  ve; 


le  commission  conclude  that 


the  present   I'lethod  of  taxinjt   I'oth   real   estate  and   tanjjihl. 
personalty   prohahly   works   hetter  than   a    method  of  taxinR 


realty  alone.     Corresponding  to  tl 

the  city  tax  on  stock  in  trade.    This  also  the  c( 


le  rural  tax  on  liv( 


stoc 


inmission  uphold, 
xiviiiK  some  clew  to  the  relative  tax-paying  ahilities  of  the 


(lifTereiit  concerns;  and  fhev 


call  attention  to  the  tact  that  little 


ohjection  has  heen  made  to  this  tax.     Furtherm 


ore.  whih 
1 


the 
in.ay  be  jMissihle 


commission  look  forward  to  the  time  when  it 

to  exempt  machinery  from  taxation,  they  think  tliat  this  tiiiu 

has  not  yet  arrived. 

Serious  dilficulty  .Mrises,  of  course,  in  the  case  of  intannihle 
personalty.  It  is  pointed  out  onceafiaiii  how  unsiicessful  the  tax 
administration  is  in  this  partiduar.  The  commission  are,  how- 
ever, satisfied  with  the  corporation  tax  law,  which  applies  in 


.Massachusetts    only    to    domestic    coriioratioiis.      Their    only 
I'riticism  is  with  ref(  rence  to  the  jjarticular  method  of  distrihut- 


iiifr  a  part  of  the  taxes  amonji  the  local  1 


lodles. 


Th 
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hank  tax,  also,  they  think  needs  no  speci.al  change.  These  taxe 
together,  however,  reacli  only  a  sm.all  part  of  the  int.injiihie 
personalty.  As  the  commission  put  it.  the  taxation  of  iiitaiiKilile 
personalty  is  in  a  hish  de>rree  uncertain,  irrepil.ar  and  iinsati.s- 
faetory.  It  rests  mainly  on  puesswork.  It  is  lilind,  and  there- 
fore, unequal.  Here  is  its  irreatest  evil,  although  not  its  only 
evil.  It  is  haphazard  in  its  [)r,ictir;il  working  and  hence  denior- 
.ilizing  alike  to  t.axpayers  and  to  tax  officials. 
The  concluding  i)art  of  the  report  contains  the  reeommenihi- 


iiiins.  In  the  first  i)lace.  tlie  commission  propose  that  all  se- 
curities and  evidence.s  of  deht  reoreseiitinn  ownership  or  interest 
in  proivrty  outside  of  the  state  he  exempted  from  taxation.  The 
<|ue.stion  then  arises  as  to  what  should  take  the  place  of  this  tax. 
The  income  tax  is  hrushed  aside  as  inexpedient.  The  Pennsyl- 
vania and  ('(innecticut  methmis  arc  discussed,  hut  lust  recons- 
niended.    Instead,  two  new  taxes  are  expected  not  only  to  supph 
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tlic  revenue,  Iml  iil-u  tu  ei|ii;ili/e  llie  liiinlt  iifi.  of  these  tlie  first 
is  ;m  inlieriliiiiee  t;ix  nl  llie  r;ile..C  live  per  eeiit,;i|ii>lyii>n  <<>  re.illv 
as  well  lis  to  jiersoiinlly,  Willi  eert.iiii  1  Aemptituis.iinl  al>aleriieiit>. 
Tlie  ri'veiuie  t'rotii  this  lav  i-  i>>  I'e  t!i>tiil)nt.(l  MinoiiK  the  several 
eiti(s  and  Inwii^.  liait  in  pnipnrlinn  to  pi.piilalinn  and  half  iii 
pr«i|>tirlit)n  tu  a>.>.e>scd  valiialinii.  N(\t,  the  rorninission  nccn!- 
niiiid  a  haliilaliini  tax.  or  a  tax  on  occupiers,  in  proporlioii  Im 
rental  \ahies.  i'iiiiiily,  llnreare  -onie  minor  pn»|M>>als,  lookinu 
toward  the  a«>imiption  I'V  the  ^lale  of  cerlain  county  expen>ev. 
which  in  fnlnie  Jire  to  lie  defrayed  l>y  llie  coriM)ration  t;i\ 
hitherto  di>tril>iited  ainont;  the  towns. 

These  are  tlli'  chief  points  ol  the  rep<irt.  I'ivery  one  imi>t 
he  struck  \>\  the  inoderalion,  the  vinor  of  expression  and  tin 
general  common  si  use  displayed  in  its  details.  It  is  ;i!i  cirni-i 
effort  to  frrapple  wilh  the  ditliciilties  of  the  sitnation  anil  to  out- 
line a  plan  which,  whether  accepted  or  not,  is  undouhledly 
in  the  jjenenil  line  of  the  movements  of  the  future.  There  ;ire 
only  two  or  three  points  to  which  exception  may  hi'  taken. 
The  first  is  the  praise  lavi-hnl  liy  the  eominisvion  upon  tin 
existinn  method  of  taxinu;  corpor.it ions.  It  is  assinned  that  llu 
tiwner  of  iiitanniiile  securilie>  of  domestic  corporations  is  I  it 
hy  tliis  franchise  tax.  .\s  ;i  matter  of  fact,  the  hiw  sei  ks  to 
n  aeh  only  share  c.Mpital,  anil  through  it  the  shareholdi  r~,  wliilr 
the  liondholdi  IS  are  sUi)pos((l  to  he  hit  hy  the  ^eneml  I:i\ 
on  intamjihle  personalty.  .\s  the  commis-ion  recommends  tin 
exemption  of  sii.  h  inlantrihie  person;ilty,  tiie  (|uery  tiius  arise-: 
Mow  is  the  hondholder  of  domestic  corporations  to  he  re.iclu d  ' 
Here  is  a  manifest  nap.  ^hlreover.  it  is  remarka!  h  that  tlic 
commis>ion  does  not  at  all  discuss  the  advisahiiity  of  t.ikirm 
honded  indchtdiiiess  into  eonsi(ieratioi\  as  a  me;in-  of  reachintr 
siihstaiiti.il  ju.-lii'c  amoiitr  the  corporal  ions  themselves. 

.\  second  critici.-m  of  the  rei)ort  concerns  the  inheritance  tax. 
The  1  ommis>ioii  distinctly  recommend  the  inheritance  tax  .i-  :i 
partial  siih>titute  for  the  tax  on  intaii^ihle  ))ro|)erty.  i^.i  tiic 
tax  on  taiitiihle  i»ersonaity  and  on  realty  still  remains,  hotli  a-  a 
state  and  as  a  local  tax.  while  the  new  inherit;mce  tax  is  an  ail- 
ilitionai  -tate  tax.  Mifiht  not  hetter  results  have  heen  reaclml 
if  a  distinction  had  him  made  hetwcc  11  the  state  and  the  Ima! 
tax.  and  if  tlie  inheritance  tax  had  hecii  recommended  a-  a 
li.artial  suhstitiite.  not  only  for  the  tax  on  intannihle  ])ersoiialt,\ 
in  izeiienil.  hut  ;iNo  for  the  -tate  t;ix  on  all  proi)erty.  I'inall> 
it    may    he    pointed    out     that     the    proj)osed    hahitatioii    tax. 


.\\H:i{l(   \\  l{i:i'(tl{T^  n\    I  \\.\Tlo\ 
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t'vcn  tiiKclliir  with  tlic  iiiliitit.iiM  <•  i.iN,  i-  l>iit  ;iri  imutiii.l.  ti' 
Mili>fitiilc  liir  till-  l;i\  (III  iiit.iiit'.ihN'  pcrMiiiiilly.  It  i-  tiiir  lii.it, 
;i-«  the  (■iiiiiini->iiiii  >\u,\\,  liny  dc-iri'  only  to  m.iki  .1  l.t^iniiiin:. 
Mnt  !.,<■  ililli.'iilly  Willi  .'ill  Midi  |);irti;ii  s.li.ims  i>  that  it  i^ 
n.  xt  In  iiii|)ii--ililr  to  |.(r-ii:i«'r  the  ;iv(i;ii:<'  f.irni.  rof  llif  wi-doni 
of  < Miiiptirnj  inlaiijiililr  |i<T.-oiiiilly,  unl.vv  h,.  >,,.s  ih.it  liol.ji  1- 
of  viK  h  |Mr^oii;ilty  .•ire  rciil,.  d  jti  oiIm  r  \\;iy>.  Tlic  lialiit.iiion 
t,i\  ;in<l  the  iiilMiiliiiK.'  i:ix  liii  not  only  tjic  li,,!il<  iv  ol  intMii- 
ImIiIc  iMTsonally,  l.iit  the  holder-,  of  .ill  other  property  a-  \\ell. 
<  )f  eoiir-e,  if  the  fiirriicr  tlioroii^lily  understood  lii.-  own  interot-, 
he  would  >ee  lli.it  lie  rejilly  >ulfer-.  more  now  th.in  he  would 
under  tlie  propo-ed  -y.-fein.  Hut  it  i-  the  inherent  weiiknos 
of  ,'ill  h;ilfw:iy  ii,(  .i-ures  t(,  siti>ly  iieiilur  |>;irly.  The  eoin- 
ini»ioner>  no  doiiiit  ihoiinlit  th.'it  it  would  not  lie  wi.<e  to  jjo  .iiiv 
further;  .-md  it  i.^  undeninhle  tli;it  even  i!m  ir  proposiU  do  eon- 
,>titute  ;!  di.-tiliet  step  in  ;idv;inee.  AIiIioukIi  the  report  h;id 
little  -.uccev-i  in  sli;i|)inn  l<'lii-l;itioIl,  it    i>  one  of  the  eleare-t   .■Hid 

>lronnest   paper>  |)re>eiited  up  to  that   time  l.y  ,iiiy  ,\meriean 
fax  coininission. 


\  I.   W'incoiiniii  fiiifl  \<>r  Yinfc 

Moat  of  the  re|)ort-<  that  have  thus  far  lieen  diseii.ssed  are 
those  of  liastern  states,  for  the  simple  reason  that  the  iirolijem 
had  iM'come  more  aeute  in  that  portion  of  the  country.  It  i- 
sinnificaiit  that  toward  the  close  of  the  century  the  discontent 
was  now  spreaihnjr  to  certain  i)arts  of  the  West  .-ind  (.f  the  South. 
'I'hc  prohiiTiis  which  were  now  iMLinninn  to  vex  the-e  stat(^ 
are  tho.sc  with  which  tlie  llast  had  lon^  lieeii  familiar:  the 
escape  of  intanjiihle  i)ersonaity.  the  une(iual  assessment  of  real 
estate,  tlic  faihire  of  the  inortnaKe  t.ix.  the  diflicultii  s  connected 
with  the  taxation  of  corporations  and  tlic  prohlenis  of  interstate 
douhle  taxation. 

The  Wisconsin  commission,'  in  their  rcjuirt,  take  u[)  most 
of  these  topics,  .\s  is  uiit'ortunatily  too  often  the  case  with 
such  ofiici;il  i'cdies.  the  commission  apologize  for  their  uiis.at- 
i-facfory  conclusions,  on  the  ^rniiuid  that  the  time  and  the 
means  at  their  disposiil  were  insufficient  to  emdile  them  to 
el,-il)(ir  le  any  H''"<'''d  or  coiuprelieii-ive  pl.aii  tor  revi-inp;  the 
system,     "'I'lie  \ast  ext(  nl  .mil  importance  of  the  suhje'ct,  and 
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thr  practical  difficulties  that  stand  in  the  way  of  any  far- 
rtvicliinR  reform,"  they  tell  us,  "  cannot  readily  l)e  appreciated  by 
those  who  have  not  made  a  special  study  of  the  subject."  As 
a  consequence,  tlieir  conclusions  on  matters  of  principle  are 
ucfiative,  rather  than  positive.  They  recommend  that  the 
whole  subj(>ct  of  the  taxation  of  corporations  be  intrusted  to 
a  special  commission  for  investigation. 

It  must  not  be  inferred,  however,  that  the  report  is  without 
value.  It  contains  a  good  account  of  the  origin  and  growth 
of  the  tax  system,  an  analysis  and  criticism  oi  present  methods, 
and  some  sensible  remarks  as  to  wide-reaching  reforms.  The 
most  cheering  part  of  the  report  is  the  evid(>nce  that  recent 
scientific  discussion  of  the  problem  was  beginning  to  produce  its 
effect  upon  the  legislators.  For  the  first  time  in  any  of  the 
Western  states  the  commission  express  doubt  as  to  the  wis- 
dom of  the  general  property  t;;x.  They  criticise  it  in  general 
and  in  detail.  Yet  tliey  shrink  horn  recommending  any  radical 
changes,  for  the  reason  that  "the  great  majority  of  the  [)eople 
are  still  so  much  attache<l  to  the  general  i)roperty  system 
that  suggestions  or  discussions  of  radical  changes  would  not 
be  acted  upon  or  considered."  So,  in  anoth(>r  part,  while  the 
commission  fully  concur  in  tht>  conclusion  that  an  attempt 
to  tax  j)ersonal  property  directly  is  only  jjartially  successful, 
and  that  so  far  as  it  is  successful  the  law  o|)erates  unequally, 
they  refrain  fron.  recommending  a  re|X'al  of  the  tax,  solely  for 
the  avowed  reason  that  a  complete  substitute  hius  n<>L  yet  been 
found.  It  is  significant,  however,  that,  in  discussing  some  uf 
the  substitutes  j)roiM)sed,  tlu>  commission  say:  "We  think  it 
best  to  wait  tmtil  a  trial  in  other  commonwealths  has  shown 
them  to  be  feasible."  Before  long,  however,  as  we  shall  see  in 
the  next  chapter,  Wisconsin  got  tired  of  waiting,  and  introduced 
some  novel  refoims  herself. 

This  conclusion  of  the  Wisconsin  commission  is  quoted  in 
the  report  of  the  Texas  commission,'  which  ai)i)eared  a  few 
months  later.  The  Texas  commission  was  by  no  means  so 
able  or  .so  well  acciuaintcd  with  the  literature  of  the  subject  as 
that  of  Wisccmsin,  and  its  acti\ity  was  somewhat  limited  by  the 
provisions  of  the  act  which  called  it  into  existence.  It  was 
matie  the  iluty  of  the  commission,  among  other  things,  "to 

'  Hi  luiil  iif  llw  Td.r  Cimiiiiission  rnnlnl  hi/  Ail  uf  Murch  I.  /.S'.W,  li>  hii/iiin 
iitl'.i  llir  Siistnii  of  Liiirx  iiml  liKintittiiinx  iiiiir  iii  h'(!r(i-  tiffrctiiig  llir  nii^nni 
of  I'lilihr  Kiniiiii,  lie.     Austin,  IMIO.  -lOii  pp. 
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fraiiu-  ii  bill  or  l)ills  cak-ulatcd  to  soci;;"  an  cxhaiistivi'  and 
equitable  assessment  of  every  species  of  property."  As  a 
consecmence,  the  report  only  slightly  considers  any  changes 
which  would  impair  the  principle  of  the  general  ])rop(Tty  tax. 
Nevertheless,  even  here  there  is  guarde<ily  expressed  a  doul)t 
as  to  the  j)ossil)ility  of  reaching  personalty.  "If  a  time  should 
come  when  we  must  admit  that  we  camiot  d<;  it,  then  we  should 
evolve  another  system  and  look  in  another  direct i(;n  for  reveiuie 
for  the  carrying  on  of  the  machinery  of  government."  The 
comiul  .-ion  search  in  vain  for  any  changes  in  tiie  existing 
method  whicli  hold  forth  any  i)rosp,ect  of  success. 

In  addition  to  \\'iscon>in  and  Texas,  (ieorgia  also  had  a  tax 
commis,si(m.  1  he  report  of  this  commissicm  was,  however, 
so  r.'idical  th.-t  it  failed  of  consideration  hy  the  legislature  and 
was  so  voluminous  that  it  never  saw  the  light  in  (ninted  form. 
It  may,  therefore,  safely  he  neglected  liere. 

While  the  commissions  t  have  thus  far  been  mentioned 
were  created  in  the  usual  inanner  by  sp(>cial  Law,  an<l  were 
composed  of  members  specially  appoint!  1  by  the  executive,  in 
New  York  a  joint  ct)nnnittee  of  both  houses  of  the  legislature 
was  constituteil  to  report  on  the  subject,  in  the  hope  that  the 
legislature  would  (lay  more  attention  tt)  the  recommendations 
of  its  own  members  than  it  ordinarily  pays  to  the  advice  of 
specially  constituted  bodi(s.'  The  report  of  the  conunittee 
is  ail  the  more  noteworthy  in  that  it  result«'d  in  a  bill  which 
was  actively  discussed  throughout  the  state. 

The  system  of  taxation  in  Xew  York  was  the  result  of  a  long 
series  of  changes  which  had  attempted,  with  only  a  mtnlerate 
degree  of  success,  to  adapt  old  methods  to  nioth-rn  industrial 
<'onditions. 

The  New  \drk  committee  on  taxation,  which  was  composed 
of  able  and  enlightened  legislators,  grasped  the  situation  and 
realized  that  the  first  stej)  was  to  separate  state  from  local 
sources  of  income.  The  problem  before  them  was  to  secure 
an  additional  revenue  of  from  ten  to  thirteen  million  dollars 
aimually,  the  sum  which  h.ad  been  yielded  during  the  past  few 
years  by  the  general  property  tax,  and  which  amounted  to  some- 
wlijit  over  one-h;df  the  entire  income  of  the  state.  A  thoroughly 
scientific  scheme  would  most  probably  have  made  it  possible 
to  .secure  this  additicmal  revenue  through  a  complete  recon- 

'  Rtiuvi  til  till  I.I iiixintiirr  of  S'lir  York  hi/  thr  Juint  Corninillir  on  Tuxn- 
liiiii,  Jiuiiiiiiyi  !  1.  1:11x1.  -   Ji'>  j)|). 
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struction  of  the  corporation  tax,  the  inhoritant-e  tax  and  thp  ex- 
cise tax;  i))it  the  difficulty  of  accompHMhing  anj'thing  tlioroufihlj 
satisfactory  under  practical  political  conditions  in  New  York 
was  very  great.  To  have  reserved  for  state  purposes  the  en- 
tire produce  of  tne  excise  tax — which  would  have  meant  an 
incrtvi^e  of  S8,{KK),()0()  in  the  state  revenues — would  have  in- 
tensified the  opi)osition  of  one  political  i)arty  to  a  tax,  which 
was  already  disliked  because  the  entire  yield  and  administni- 
tion  were  not  reserved  to  the  localities.  Secondly,  an  incre;ise 
of  the  inheritance  tax  seemed  out  of  tlie  question  at  this  [)ar- 
ticular  juncture,  because  of  the  recent  and  unfortunate  entrance 
of  the  national  government  into  this  fi(  Id.  Thirdly,  a  recon- 
struction and  increase  of  the  state  corjwration  tax,  which  W(  uld 
have  necessitated  a  partial  diminution  of  the  local  corporation 
tax,  would  have  encountered  the  difficulty  that  certain  of  the 
minor  local  divisions,  like  sch.ool  districts,  secured  almost  their 
entire  revenue  from  a  few  coriK)rations.  This  j)ro|)osition  would, 
therefore,  iiav(>  set  uj)  in  an. .;  a  large  part  of  the  rural  po])ul;i- 
tion  and  would,  moreover,  have  evoked  the  serious  opjMjsit ion  of 
some  of  the  large  corjiorations  themselves,  whicii  fintj  it  easier  to 
deal  with  the  local  officials  than  with  rei)resentativesof  the  state 
treasury.  Thus  the  path  of  i)rogress  was  beset  by  obstructions 
on  all  sides.  The  committee,  therefore,  in  t)r(l(>r  to  iiave  only 
one  fight  at  a  time,  decided  to  suggest,  in  adtUtion  to  a  few 
minor  clumges,  the  imposition  of  a  state  tax  on  mortgages. 
Their  propositiim  was,  in  short,  to  abolish  the  existing  law. 
which  jirovided  for  the  taxation  of  mortgages  as  a  pai '  nf  persoii.il 
property  both  for  stiite  :in<l  for  h)cal  purpose's,  and  to  substituie 
for  it  a  tax  of  one-half  of  one  per  cent,  to  be  levied  only  for 
state  purposes.  It  was  (>stimated  by  the  committee  that  thi- 
would  yiehl  about  .S1(),(MK).(HK). 

The  mortgage-tax  i)roposition  gave  rise  to  a  heated  deliate 
throughout  tiie  state.  The  unintelligent  advocates  of  the  tax. 
who  believe  that  a  tax  will  always  rest  at  the  iH)int  of  origin.il 
impact,  supt)orted  the  proiM)siti(m  on  the  general  theory  of  hit- 
ting the  wealthy  who  now  escajH?.  The  unintelligent  opjionent- 
of  the  tax  sought  to  show  that  it  would  be  a  Inirden  on  the  p<Hir 
man,  because  he  jmts  his  accumulations  in  the  savings  bank-. 
which  are  virtually  limited  in  their  investments  to  mortgafii 
on  New  York  realty.  The  r(<al-<'state  brokers  in  the  cities,  ;ii- 
t hough  somewhat  divided  among  themselves,  in  the  main  Iw - 
\']i-vr,\  that  the  new  tax  would  interfere  with  their  businor^s  ;i!r! 
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therefore  joined  in  the  opposition.  The  wiiole  (luestion  was 
really  a  pnicticni  application  of  the  theory  t)f  the  incidence  of 
taxation.' 

The  mortgage-tax  l)ill,  as  it  was  called,  was  assnredly  not  a 
perfect  measure.  Among  the  chief  shortcomings  which  would 
have  apjx'ared  to  plague  the  inventors  of  the  scheme  was  its 
entire  lack  of  elasticity.  The  committee  estimated  that  the 
yield  of  the  tax  would  he  about  S^IO.OOO.OOO;  hut  it  is  likely 
that  they  underestimated  the  amount  of  mortgage  indebtedness 
in  the  state  ami  that  the  yield  would  hav(>  been  considerably 
greater.  The  result  would  probably  have  been  a  surplus  so 
large  as  to  encourage  an  era  of  extravi'.gant  a[)propriations.  On 
the  other  hand,  as  the  result  of  unforeseen  conditions  or  of  waves 
of  sudden  economic  changes,  the  revenue  might  from  time  to 
time  have  turned  out  to  be  inadequate  for  the  purpose  of  meet- 
ing the  state  expenditures. 

In  the  second  place,  the  mortgage-tax  bill  was  confessedly 
only  a  half  measure.  It  was  advocated  by  its  authors,  not  as  an 
independent  scheme,  but  as  the  first  step  in  a  larger  plan  of  tax 
reform,  which  must  rest  upon  a  .separation  of  state  and  local 
revenues.  The  irony  of  th(^  situation,  however,  was  that  a 
complete  ref'.rni  of  the  whole  system  was  politically  impracti- 
cable, and  that  this  first  bill  was  inevitably  judged  uiK)n  its  own 
merits  and  not  as  a  part  of  a  larger  scheme  which  could  not  well 
be  pr()iH)unded.  Every  one  throughout  the  state  applauded  the 
resolution  of  the  committee  to  seek  for  a  separatiim  of  state 
from  local  revenue;  but  no  matt(T  what  proiK)sition  the  com- 
mittee might  have  made,  it  is  (piite  certain  that  .s<mie  particular 
cla.ss  would  have  felt  its  interests  jeopardizt-d,  and  woukl  have 
cried  out :  "why  not  hit  the  others,  instead  of  us?" 

The  experience  of  the  New  York  contest  brings  out  in  clear 
relief  the  difficulties  alike  of  any  partial  and  of  any  complete 
reform  of  present  methods  ■>(  taxatiim.  In  no  civilized  country, 
perhaps,  is  there  to-day  ntore  discontent  with  fiscal  conditions 
than  in  the  .\merican  industrial  c<'ntres.  Vet  the  economic  inter- 
ests of  various  classes  in  the  community  si^-m  to  be  so  entirely  at 
v.iriance  as  to  render  agreement  up<m  any  particular  scheme  a 
work  of  extreme  difficulty.  There  is.  howm'er,  one  encouraging 
lesson  to  be  dr.awn  from  tiie  history  of  the  contest.     For  the 

'  lor  a  fiilirr  i!'-  .'iissuin  of  tlic  Mrciliiunts  on  both  .■«i(ics  rf.  an  Mrticlc  l)y 
'111'  prcscnl  wriiir  in  the  I'oliticiil  Srn  iin  QiKirlrrli/,  vol.  xv.  O'JOl),  pp.  040 
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firtst  time  in  American  expi'rienco  tho  proljlem  of  tho  st'panitioii 
of  state  and  local  revenues  was  hrounht  i)roniinently  before 
the  public  mind.  Tlie  New  York  committee  sought  to  avoid 
the  danger  of  attempting  too  mudi  at  once,  in  the  fear  that  its 
efforts  wouhl  go  the  way  of  a'l  former  aml)itious  and  compre- 
hensive schemes.  The  plan  .ailed  lu'cause  it  was  at  once  toe 
radical  and  yet  not  radical  enough.  The  bill  was  defeated  be- 
cause it  exceeded  the  desires  of  some  classes  without  satisfying 
the  aspirations  of  others,  liut  before  long,  as  we  shall  see  in 
the  next  chapter,  a  somewhat  similar  bill  met  with  more  succ<'ss. 
Slowly,  but  surely,  we  are  moving  toward  a  readjustment  of 
the  American  system  of  taxation.  Its  ultimate  form  can  already 
be  faintly  discerned:  separation  of  state  and  local  revenue-; 
state  revenues  derived  cIsieHy  from  corporation  and  inheritance 
taxes;  local  revenues  derivcii  chi(^fly  from  real  estate;  wliile  both 
state  and  locality  will  share  in  the  revenue  from  the  other 
elements  of  taxable  faculty.  The  majority  of  the  reports 
discussed  in  this  cha[)ter  rt'cognize  the  fact  that  the  ])robleiii 
cannot  be  solved  merely  by  exempting  personalty.  They  se( 
that  the  income  tax,  as  a  state  or  htcal  tax,  is  in  most  of  the 
states  at  least,  no  solution;  and  they  are  groping  after  adcipiale 
substitutes.  That  some  form  of  mortgage  taxation  will  l)e  ;i 
part  of  the  new  system,  is  ])()ssible;  that  a  more  refined  system 
of  corporation  and  inheritance  taxation  will  reach  other  impor- 
tant cla.sses  of  jjersonalty,  is  i)robal)le:  that  additional  taxes 
must  be  imposetl,  designed  to  reach  the  remainder  of  t.-ixable 
faculty — but  not  necessarily  ba^'-d  on  individual  consideration- 
and  perhaps  levied  in  first  instance  l)y  the  federal  government 
is  not  yet  recognised  by  many  of  the  leports.  The  rcf'ogni- 
tion  of  this  fact,  however,  will  come  as  soon  as  the  demand  for 
the  abolition  t)f  the  general  property  tax  has  made  'nore  head- 
way. It  is  fortunate  at  all  events  that  so  m.any  of  the  report - 
discussed  in  this  chapter  take  a  step  in  the  right  direction.  They 
do  not  give  us  by  any  means  all  that  is  needed;  btit  the  next 
decade,  as  we  shall  see,  witnessed  the  adoi)tion  of  not  a  few  nf 
their  fundamental  |)roposals  and  thus  tended  to  make  future 
reforuLs  less  difficult. 
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CHAPl'KH    XX 

AMKRICAN    UKI'OHTS    ON    TAXATION.       II.     1901-1907' 

In  the  prcccdinR  (■li;t|)tcr  we  liiivc  discussed  tho  carlior  pha.sps 
!)f  the  history  of  .ViiuTican  ta.v  reports,  and  liavc  hrought 
the  narrative  down  to  tlie  end  of  the  last  eentury.  We  .shall 
now  have  to  deal  with  the  far  more  voluminous  mass  of  re- 
ports that  have  appeared  sinee  the  hejjinninK  <>f  fhe  new  cen- 
turv— '^•>  voluminous  indeed  that  we  shall  he  compelled  not  only 
to  divide  the  period  into  two  chapters,  hut  also  to  depart  from 
the  method  pursued  in  the  i)recedinK  chapter  and  Rroup  the 
reports  hy  years,  rather  than  by  states  or  sections. 

If  we  look  at  the  situation  as  it  presents  itself  at  present  in 
the  different  porti<tns  of  the  United  States,  we  realize  that 
there  are  four  sets  of  problems  which  are  subsumed  under  the 
general  head  of  tax  reform.  In  the  first  place,  the  taxation  of 
corporations  is  almost  everywhere  a  burning  (piestion,  because 
of  the  inerci.sed  importance  of  corporate  activity,  because  of 
the  growing  diff<>rentiation  in  the  jjublic  mind  of  various  clas.ses 
of  corporations  possessing  varying  rights  and  duties  to  the 
public,  and  because  of  the  desire  to  make  corporations  pay 
what  is  deemed  to  be  a  fair  share  of  taxation.  Secondly,  there 
has  come  to  the  front  the  demand  for  the  sejiaration  of  state 
and  local  revenues,  based  on  the  desire  to  .secure  an  escape 
from  the  many  difficulties  of  the  present  situation  by  having 
the  .state  ai)a!iilon  its  reliance  upon  the  general  projjcrty  tax, 
which  is  at  the  same  time  still  the  chief  source  of  local  revenue. 
This  demand  brings  with  it  the  necessity  of  .some  provision 
tor  an  adetiuate  .system  of  separate  state  revenue,  .and  this  in 
turn  explains  the  interest  att.-iclied  to  such  subjects  as  the  in- 
heritance tax  and  other  special  state  taxes.  In  the  third  place, 
the  <liscontent   with   the  jxTsonal   property  tax  is  everywhere 


In  liH)"  tlic  Civic  Fcdcr.iiicin  of  ('liicMnn  piihlisluMi  an  accouiil  (if  ihc 
i\  <M)niniissiipii  reports  for  llic  prcccdiiin  li'ti  vcmis  iirnicr  tin-  title  .1  .^  ,//,- 


•iinni  ,if  llit  lii/iorl.s  (if  SiHTnil  Sliiti    I'lix  ('niiinii.-<!<iiiiix 
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growing.  In  some  states,  tlio  dcinand  for  reform  has  found 
expression  in  constitutional  amendments  which  will  permit 
of  the  abandonment  of  the  general  property  tax,  at  least  for 
state  purposes.  In  otiier  states,  the  movement  is  taking  the 
shape  of  a  sei)arate  taxation,  or  of  a  taxation  at  a  special  rate 
or  in  a  special  manner,  of  certain  kinds  of  personal  projxTtx , 
like  mortgages.  In  yet  other  states,  attempts  are  being  made 
to  find  a  sul)stitut<'  for  certain  forms  of  |H'rsonal  pro|)erty 
taxati(m  or  even  for  the  jxTsonal  property  tax  in  all  its  forms. 
Fourthly,  the  prolilem  of  administrative  reform  is  everywhere 
to  the  fore,  and  in  several  states  notable  progress  is  being  made 
in  centralizing  the  tax  administration  and  in  thus  overcoming 
some  of  the  difficulties  of  the  local  management  of  finances  in  a 
democracy.  Finally,  the  rapid  growth  of  municipal  expenditure~i 
has  brought  into  prominence  the  special  problems  of  local 
finance,  which  have  hitlu>rto  received  but  little  attention. 

Let  us  begin  our  review  by  a  survey  of  the  more  im[)ortant 
municipal   reports. 


fi>J 


I.  lirportx  of  Mutiia'pal  Commissions 

The  munieii)al  reixirts  on  taxation  are  of  comparatively 
recent  date.  In  the  last  decade  of  the  nineteenth  century  a 
few  municipal  commissions  had  been  created  to  study  taxation, 
but  except  in  the  cases  of  (hat'ianooga,  of  Cleveland  and  n\ 
Boston  they  were  of  little  value.  Of  recent  years,  however, 
the  question  of  taxation  in  our  largest  cities  has  been  assuminji 
important  dimensions,  and  it  is  in  Chicago  and  in  New  York 
that  we  find  the  greatest  degree  of  ferment.  In  Chicago,  the 
committee  on  public  atYairs  of  the  City  Club  selected  the 
municipal  revenue  system  as  the  most  important  s\ibje(t  \u 
be  studied,  and  Professor  Merriam  of  the  University  of  ( 'hicmn 
was  chosen  to  undertake  the  investigation.  His  report  i>  d'n 
of  great  interest  and  value.'  It  is  divided  into  four  p.irt-. 
treating  respectively  of  the  development  of  tlu  Chicago  revciiiK 
system  since  bSTl;  of  the  revemie  systems  of  American  and 
foreign  cities;  of  the  i)resent  revenues  of  Chicago  in  dclail; 
and  of  some  general  ciuestinns  of  reform.  The  report  is  clinr. 
succinct  and  suggestive,  not  only  containing  an  acute  analy-i-^ 
of  present  evils,  but  also  disclosing  a  familiarity  with  the  modern 


Cliarlis  Ivlwani  .McrriMtii      Cliir  mo  (."ily  Cliil),  UMHi.  -  U'A  pp. 
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lihTatiir.'  Oh  the  s.il)j,.(t  ,•111(1  with  |li<.  v.uioiis  jwojccts  of 
rt'form.  The  field  covciimI  is  so  hioad  tluit  it  would  hv  im- 
possible to  make  any  iiitel!i>reiit  comineiits  without  virtually 
writing  a  treatise  on  puhlic  finance.  Suffice  it  to  say  that  this 
report  gives  not  only  ;tn  admiraiile  systematic  survey  of  con- 
ditions  as  they  exist  hut  also  interesting  suggestions  for  im- 
provement. 

^  In  New  York  City  the  situation  is  somewhat  hetfer  thati  in 
Chicago,  both  hecause  of  difference-  in  the  law  and  because 
of  differences  in  the  administration  of  the  law.     liut  here  also 
many  c(miple.\  (juestions  have  arisen,  and  these  led  to  the  ap- 
pointment hy  the  mayor,  in  liH)."),  of  an  .ailvisory  connnission  on 
taxation  and  finance.    .\s  fheiiresent  writer  was  a  meniher  of  this 
commission,  notice  of  its  work  will  he  here  limited  to  a  statement 
of  what  it  has  done.     The  commission  was  divided  into  three 
committees;  on  taxation  and  reveiuie,  on  the  state  deht   and 
special   a.ssessments,   and   on   accounting  .and   statistics.      The 
committee  on  ta.vition  and  revenue  made  a  numherof  rejiorts,' 
all  of  which  were  adopted  l.y  tlu'  main  hody  of  th(>  commission, 
and   which  deal   with  a   variety  of  suhjects,  some  of  sjx.cial] 
others  of  general  interest,     .\mong  them  is  a  statistical  study 
of  the  municii)al  revenues  of  London,  Paris  and  Herlin,  as  well 
as  a  report  on  uncollectilile  taxes  an<l  the  abuses  that  havi; 
arisen  in  ccmnection  with  the  issue  of  numicipal  bonds,  or  so- 
called  corporate  stock,   for  arrears  of  taxation.     The  recom- 
mendations of  the  committee  in  this  respect  were  sul)se<|Uently 
enacted   into  law.     Various  other  reconnnendations  designed 
to  improve  the  methods  of  tax   collection   have  i'lso   Ixrome 
law.     Thechief  reports  of  the  committee,  however,  deal  with 
the  administration  of  the  jx-rsonai  property  tax  in  New  York 
City,  with  side  referi'iices  to  recent  experiences  elseu;,,.re  in  the 
I  nite<l  .States.     As  was  to  he  expected,  the  comniiti   e  show 
that  the  tax  in  Xew  York  City  is  a  complete  farce,  and  that 
nothing  is  to  he  hoped  from  any  amendment  of  the  law  look- 
ing toward  more  rigorous  enforcement.     .\  little  later  in  the 
year  the  other  committees  issued  reports  on  the  city  deht,  on 


'  A^lrixnri/  Coninii.^sioi,  on  Td.nili.n,  'it,,!  Fhuii,,;.  Coniniiltu'  „>■  Tdjiilion 
'iinl  tin;  mil :  liiiHirl.'^  siihiiiilliil  ,il  ninliid/  of  .\tiii/ .'(,  /.'«/.;  (  \,.«-  V(irk,  l',M»,"»— 
•!  PI));  l{<  IHirl  of  Mr.  I'lirili/iiii  III,  I',  rsiiiHil  /'/„/«  i/;/  'J'n.r.  I'M).-.  i.Ncw  York, 
l^HT)— ;{1  pp.);  I{,  jHirl  of  Cnmniill,,  on  To.nilinti  iiiiil  liv,;tiuv.  lhr,n,h,  r,  lUor, 
New  York.  I!M1.">  — :i7  III,  I-  /',  ,„,ri  ,./'  I  ■..,„,. ..II. ,,  ....  7'.. .,,/,'.,,.  ,.  1  I. ' 
">i  I  irmimil  I'roiHrtu  Tiixnlion.  11M)7  (.New  ^Ork,  liM)7.— 9  pp.). 
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ihv  system  of  accovints  and  statistics,  and  on  the  collection  of 
arrears  of  the  real  estate  tax.' 

It  was  found  impossihle,  dh  account  of  Xi'W  York's  enormoii.- 
debt,  to  i)roceed  witli  tlie  rapid  transit  schemes,  as  the  con- 
stitution limited  the  (hl)t  to  ten  imt  cent  of  the  assessed  valua- 
tion of  real  estate.  .V  considerable  part  of  the  debt  was,  however, 
only  nominal,  as  the  income  from  water  rates,  dock  rents  and 
subway  leases  were  more  than  sufficient  to  pay  the  interot. 
The  commi.s,sion  therefore  jiroposed  a  constitutional  amendment 
which,  while  exemptiiiK  from  the  terms  of  the  limitation  bonds 
issued  for  self-supporting  enteri)rises,  would  provide  a  nearly 
automatic  scheme  so  that,  should  such  an  enteri)rise  ever  becoiee 
non-supporting,  the  bonds  issued  to  defray  its  cost  would  im- 
mediately be  counted  in  estimatinn  the  tlebt.  The  Tv\wrt  on  the 
collection  of  arrears  called  attention  to  the  hopeless  inadequacy 
of  existing  methods  and  suggested  as  a  remedy  the  creation  vS 
tax  liens.  That  is  to  say,  it  was  im)i)osed  that  when  taxes  or 
a.sses.sments  are  three  years  in  arrears,  or  water  rents  four 
years,  the  lien  of  all  arrears  should  be  sohl  at  auctiim  to  the 
iierson  who  would  bid  the  lowest  rat(>  of  interest,  not  exceeding 
twelve  per  cent.  The  city  thereupon  would  convey  to  the 
liurchaser  the  tax  lien,  payable  in  three  years,  and  would 
guarantee  its  validity.  Transfers  of  tax  liens  w«Te  to  be  regis- 
tered in  the  i)roper  office  and  the  whole  of  the  i)rincipal  sum 
secureil  by  the  tax  lien  was  to  become  due  at  the  optiim  of  the 
owner,  upon  default  in  the  payment  of  interest  for  thirty  days. 
Any  person  having  an  inten-st  in  the  i)roperty  afT<'cted  by  a  tax 
lien  might  discharge  the  lien  b  fore  maturity,  on  giving  thirty 
days'  notice,  and  ujjon  i)ayment  of  the  principal  with  inteiesl. 
In  this  way  the  tax  liens  would  becimie  readily  salable,  the 
city  would  no  Umger  be  kept  out  of  the  use  of  its  proper  in- 
come, and  the  tremble  and  expense  of  •'Uection  would  be 
shifted  from  tlie  city  to  private  i)arties. 

This  suggestion,  also,  like  the  preceding  <me  in  reference  to  t lie 
debt,  soim  became  law.'-    The  report  (m  statistics  and  account^ 

'  Aiivi.tory  Commiioiion  on  Tiiiiition  aittl  Fiminrv.  l{i /mrt  nii  !>«■  Cil;/  Di '-'  " 
(7.S-  IMiltion  III  (III  Ciin.-^liliiliiiiKil  Li  III  U  nf  Imh  hlnlni.ss.  ( 'iiiiliiiiiiiiii  a  I'iiiih'  ■■! 
AiiivudiiUHttoSicliim  ■  i,J  Arlirh  V [j I  of  thi  Slali  rinislihiliiin.  \\>t\\.  1J«i7. 
1 1  pp. — Rijiort  lilt  thi-  Si/.flnii  nf .  \  ri-oiuit«  iiikI  Sliilislirsof  llic  ( 'itii  -1/  .\  iir  1  m''. 
.Iillic,  l',H)7,  2.'i  ])\\.  Hi  iMirl  nf  Ciiiiiiiiiltii  on  Tiixiitiiw.iunl  Hi  riinir  mi  <  "'- 
Iniiiin  of  ArniirK  of  liml  KMntv  Tii.au  niid  Aii.-fissnH  nl.i.     Dcr.,  l'K)7 — :iH  pi' 

'The"  t;ix-licii  l:i\v  wa:-  (■nii<l.<l  in  I'.MIS;  tlie  coiLstilulioiial  amcniiim m 
iitTcctinj!  tluMlcbl  limit  w.is  a<l()ptc<l  in  llHKt. 
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wius  not  so  f;ir-rcachinR.  hut  s,,,,,.-  of  tlir  suK^.-Micns  w.tc  takon 
up  in(l('p.-n.l(.iitly  l.y  the  Hur.-au  „f  .Mn„icipal  H,.s..arcli.  which 
hius  since  then  succc-dcd  in  rcv<.iuti()niziiiK  the  hu/lKctarv 
pr()c('<Jun'  and  the  city's  method  of  accoimtinK.  In  liKW  the 
Advisory  ("ominission  made  its  final  report.'  in  which  it  -«•- 
counted  what  had  heen  accomplish.-.!.  The  r.'ports  an-  .*.s- 
p<'<-ially  not.'worthy  IxTaus..  .,f  the  fa.-ilitv  with  whi.-h  the 
nronunen.lations  afT.-.-tins  tlu'  .sjx.cial  situ.it ion  in  New  V.,rk 
(  ity  have  l,.-en  .'nact.".!  into  law.  Th."  result  is,  taking  it  all  in 
all,  that  the  system  of  lo.al  t.ixati.m,  as  i)ra.-ti,:.llv  a.lminis- 
teriHl  in  .New  York  City,  is  sup.ri.)r  to  that  in  anv  oth.T  <jf  the 
American  municipaliti.s. 

Unofficial  ai.i  in  the  stu.ly  .,f  X.-w  York  City  tax  prol.lems 
has  iH-en  ren.lere.1  l,y  th.-  Chaml..'r  .,f  C.mimerce,  through  a 
comriiittee  on  state  an.l  municii)al  taxati.)n  whi.h  has  Ikh'ii 
m  existence  f.^r  som.-  f  im.-,  .md  which  h;.s  nia.l.'  s.,me  interest  ing 
reports.     It  has  l,..,.n  tlu-  .•ustoin  .)f  this  .•ommitt.'c  for  some 
years  past  to  publish  from  tiin.-  to  time  a  .•.)ii,|..ns...|  analv^is 
.)f  the  New  York  system  of  taxati..n  with  c.inmients  upon  its 
df"f.<cts  and  suggestions  for  its  iiiipr.)v.>inent.    H.-ginning  with 
th.'  new  .'entury,  th.>re  appear.-.l  in  r.ipid  su.ression  in  s.-ar.rlv 
more  than  a  year  five  rei).)rts  pr..par.-.l  un.l.T  the  .-hairmanshil) 
of  th.'  Hon.  C;.  11.  Sewar.1.-    Th.-y  contain  an  inteirsting  ac.-ount 
ot  the  sy.stem  of  taxati.Mi  as  it  .'xist.-d  at  the  time  in  New  Y.jrk 
csiM'cially  under  the  .•hang.'s  of  tlu-  pr.-.-.'.ling  two  y.>ars     The 
(ommitte.-  are  .strongly  in  favor  ..f  the  principl.M.f  local  option 
111  taxation  and  are  not  .luite  in  liarnionv  with  the  i)laii  of 
(iovernor  O.lell,  who  was  .-it  the  time  seeking  to  carry  out  the 
scheme  of  an  entirely  indepenilent  source  of  r.-venue"for  state 
jiurposes. 

During  the  i.(>xt  f.)ur  or  fiv.-  years  the  topic  upFiermost  in 
public  di.scu.ssion  was  the  taxation  of  m.)rtgages.  \V."  find 
acconhngly  that  sev.-ral  reports  are  .levot.ul  to  this  suhje.-t.'' 

'A'Irisoni  Coininisxio,,  iin'l  Fiwiiicr.  Fiunl  U,,mrt.  Ortobcr  1<K),S— 
III!  pp.  ' 
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lit  the  iircccdiriK  clinptir'  we  ciillcd  atii  i-.tioii  to  the  pr()i>«)siti()ii 
of  the  ri.minittiT  of  I'.MK).  Aftor  I'lnj?  anitatioii,  a  law  was 
cnattcd  in  I'lOa,  t-Xfinptinp  mortnani's  from  tin-  property  tax, 
ass(s>iii)t  tlifin  at  a  flat  rate  lower  tiiaii  the  general  rate  of  ih. 
property  tax,  and  providing  for  an  :i  le(|Uate  enforcement  of  the 
new  measure.  As  a  result,  mortgages  were  now,  for  the  first 
time,  really  re.iehed.  This  led,  however,  to  such  an  agitation 
throughout  the  state  that,  in  I'.MMi,  the  aiuuial  mortgage  tax  was 
replaced  hy  a  tax  on  mortgages  levied  onl\  when  the  mortgagis 
are  recorded.  The  reports  of  the  committee  of  fhi-  ('haml)er  uf 
Commerce,  which  helped  to  liring  aliout  this  result,  declare  their 
preference  for  a  complete  exempticm  of  mortgages  from  t.ixation, 
hut  signify  their  willingness  to  accept  as  a  cornpromi.se  the 
mortgage  recording  tax  which  has  now  become  law. 

Of  iK'rhai)s  more  influence  than  the  reports  just  mentioned  in 
helping  to  secure  the  repeal  of  the  annual  mortgage  tax  in  New 
York  was  a  report  piihlished  l)y  tlie  New  York  Tax  Heforni 
Associiition,  and  prepared  hy  tht>  secretary,  Mr.  Lawson  I'mdy. ' 
In  order  to  settle  i-iice  for  all  the  question  as  to  the  incideni<' 
of  a  tax  on  mortii.iges,  Mr.  I'urdy  selected  certain  counties 
in  New  York  and  certain  adjoining  counties  in  Massachusetts, 
where,  as  is  well  known,  mortgages  h.-ive  been  exempted  from 
taxati(m  since  ISSl.  Me  also  chose  certain  coimties  in  Pennsyl- 
vania where  mortgages  are  actually  taxed  uiuler  a  separate  law. 
Statistical  tables  compiled  from  the  mortgage  records  -how  con- 
clusively that  in  New  York  tlie  liability  to  possible  taxation 
under  the  old  law  (providing  for  a  tax  on  mortgages  as  a  part 
of  the  general  property  tax)  increased  the  rate  of  interest  by  ;i 
mill  and  a  half  in  some  comities  and  by  three  or  four  mills  in 
others.  These  figures  reiiresent  what  is  virtually  the  premium 
of  insurance  against  the  risk  of  assessment.  The  tables  show, 
moreover,  that  the  annunl  mortgage  tax  of  1*.>0.'),  which  was 
actually  assessed  on  all  mortgages,  increased  the  rate  of  interest 

for  riihtriiiii  Tuxatin',.  VM)2:  Ri  jxtrl  nn  lliv  Tnxniinu  of  Morlijdiiex.  I'HIl.': 
Rt  iHiil  nil  till  Tasiiliiiii  iif  Miirtii(iil"<.  \W.',:  Ri  imrl  im  the  ,S'/y.v7.  ///  of  'I'linilixii 
of  S>  •/■  York.  I'.N  i:i ;  /i'-  jiort  on  thr  i'oxiilioii  of  Mortijiujis,  VMW ;  Supitliiiii  ntnrii 
ki  1)1,1 1  III,  lilt  Tiij-iilioii  of  Morliitnjia,  l!K)t;  Ri  jxirt  on  Tax  M>iisiin:f  /niiilinij 
in  Ihi  Liiilsliiliin  ,  VMK);  Rcjmrtonthc  Tiimtion  of  Morigiiiji-<,  I'.KH'i. 

'  Siijirii,  p.  (lis. 

■Morlijniji-  Toxiiliim  nnd  fnttrisl  Rotes:  Ahi'trnct.i  of  Mortqaqv  Rrror,!-  m 
Cirriin  roinitiis  of  Xfir  Yorl;.  Mns.fnrliiisitts  unit  i'liin.tylmnin,  iUnslrninni 
Ihf  lyll'i'  of  !'!,•  i„  ■■  ■II, I,, ml  Miir;,ja,y  Tax  l..uv.  \i-.v  Vurk  Ti.\  lU'forn;  \-- 
8<ici;iiiiiti,  1!)(H(. — 10  pp. 
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by  sliKiitly  nion'  f  liaii  the  amount  of  ttu-  tax.  It  may  i  .•  a<l(l«'(| 
that  tal.lf's  wliicli  wvn-  prepared  after  the  re[M-al  of  "the  annual 
tax  and  the  enforcement  of  the  nrordinR  tax  show  th;  t  the 
rate  ()f  interest  has  again  proiK)rtioMately  fallen.  The  tinures 
m  New  York  thus  furni-h  a  (•Mmi)l(te  corn-lioraMon  of  tlic  con- 
clusions that  have  l)4'en  reached  in  otlier  |  rts  of  the  coimtry. 
It  is  to  he  hoped  that  the  mortjrajje-reconlMiK  tax,  wjiich  has 
been  unusually  successful  as  a  re\ cnue  i)roducer  during  t  Ik-  short 
period  of  its  existence  in  New  "\'ork,  will  gradually  (ind  its  way 
to  the  various  states  of  the  I'nion,  and  thus  put  to  rest  a  trouhle- 
somo  agitation  throughout  liic  coL.iiry.' 

This  is  perhaj)s  the  I.est  j)lace  to  .  .1!  attention  to  the  activity 
of  the  New  York  Tax  Heform  Association.  'I'o  it-,  secretary. 
Mr.  I'urdy,  and  to  his  successor,  .Mr.  I'lcydell  a>  well  as  to  Mr. 
Ifeydecker,  Mr.  Purdy's  pn mf  co.id.  itor  in  the  New  York 
f'ity  hoard  of  faxes  and  a^ -(-.~nienl-.  .are  due  not  ,i  lew  of  the 
refonns  instituted  in  New  ^..rk  duriii«:  the  la-t  decade.  Its 
annual  and  occasion;d  reports  .are  fre(|uently  nf  value;  and 
es[)ecial  .'itlention  oujiht  to  he  called  to  its  sunKc-iion,  made  in 
1!M)4,  for  a  .secured-<iel)t  Law,  which  finally  became  law  in  101 1.- 

II.  S/Hvinl  Sliili  TaT  Ciiinnussions 
Before  we  take  up  the  oflfici.d  st.ite  reports  of  this  period,  it 
will  be  well  to  devote  a  word  to  the  n'i)ort  of  the  i)roceedinKs 
of  an  unofficial  convention,  which  did  its  share  in  liclpiiiR  to 
arouse  gener.il  interest  in  the  -iibject  of  tax  reform.  V,  e  refer  to 
the  National  Conference  on  Taxation  at  Huffalo.''  The  ccm- 
ference  was  largely  due  to  tin  cfTorts  of  Mr.  H.  M.  Kasley, 
the  active  secretary  of  the  Nali(.nal  ( 'ivic  I'ederalion.  who  fouml 
a  ready  response  thraughout  the  country  to  his  suggestion  thnt  a 
national  conference  be  called.  Delegates  were  .ajiixjinted  bv  the 
governors  of  almost  every  state  of  the  Union,  and  the  conference 
was  attended  not  only  by  students  of  the  problem  on  the  the- 
oretical side,  but  more  csjH'cially  by  tlie  men  who  were  engaged 
in  the  actual  administration  of  the  revemie  laws  ui  the  dil'terent 
states,  as  well  as  by  rei)reM  utatives  of  the  important  interests 
-ubjeet  to  taxation.  .\s  a  iniis(.(|uence.  the  pajxTs  were  varied 
and  interesting;  and  the  proceedings  were  (>nlivened  by  an  active 

'  It  has  now  ( 1012)  been  adoptfMl  in  si'vcr.-il  ^t;lt(  s.   Cf.  sii/ini.  \k  lOtl. 
•  '/.  iiifrii,  J).  t'>:?<t. 

^ '••••.■ •• r:  •.•-,••   r;;:     ;;,•     ;,,,      .\.i;i,il,.U 
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(lisi-ussion  in  wliich  nlmost  <;v«'rv  pliahu  of  the  problem ol  prestut- 
(lay  taxiition  in  XUv  Initod  Statos  was  treated. 

'Pile  important  |)aiH'rs  oi.  jien.Tai  topics  were  read  by  such  men 
as  S«'nator  .1.  H.  Cartield  of  Ohio,  S<'nator  Hurklin  of  Coionido, 
Mr.  .ludson  of  Missouri,  .Mr.  Se  ard  and  Mr.  Purdy  of  New 
York,  and  .IuiIrc  Howard  of  Indiana.  The  academic  element 
was  re|)resente(l  l)y  Professor  Henry  (".  .\dams,  Dr.  Mux  Wot, 
Dr.  H.  H.  Whitti-n,  PrnfisM>r  Hemis.  the  author  of  this  volume 
and  others.  Of  the  siwcial  e(.ri)orate  interest-^  tlie  l)ankers 
and  trust  comi>anies  were  represented  l>y  Hon.  ('.  S.  Kairchild; 
the  railways,  by  .Mr.  D.nvies  and  .Mr.  Hines;  the  insurance 
companies,  by  Mr.  HolTman  an<l  .Mr.  Fryer;  anil  the  farmers,  by 
Mr.  Creasy  of  the  Pennsylvania  Slate  Cranne.  It  was  inevitai>le 
that  many  ditTerences  of  opinion  should  make  themselves 
manifest.  This  was  largely  tlue  to  thi>  fact  that  the  probhni 
of  taxation  varies  with  the  dilTereiit  conditions  throuKhout  the 
I'nited  States;  but  every  one  who  particijiatcd  in  the  conference 
left  with  the  feeling  tliat  not  a  little  (jood  had  been  aecomi>lishe»l 
in  this  interchanne  of  views  and  that  a  distinct  impulse  had  been 
given  to  the  movement  for  reform.  The  conferen<e  itself 
adopted  resolutions  in  fii%-or  of  the  avoidance  of  double  taxation 
and  lookinj;  to  the  co-iiperation  aimmn  the  states  toward  this 
end.  Provision  was  also  ma<le  for  the  appointment  of  an  exec- 
utive committee  of  fifteen,  to  whom  should  Ix-  intrusted  the 
arranjiements  for  the  (h-velopment  of  a  iMTinauent  organization. 
.Mthoujih  the  permanent  organization  was  not  elTected  at  the 
time,  this  Conference  was  the  i)reciusor  of  the  [M-rmanent  Na- 
tional Tax  .\ssociation  created  seven  y;>ars  later  under  differ- 
ent auspices. 

The  first  siKcial  tax  commissions  to  rejjort  in  the  new  century 
were  those  of  the  We-tern  states,  Colorado  and  Kansas.  Sen- 
ator Hueklin  is  resi)onsible  for  the  report  of  the  Colorado 
revenue  commission,  which  attracted  ctmsiderable  attention 
throughout  the  country  iH'cause  of  its  advocacy  of  the  taxa- 
tion of  lanil  values,  in  place  of  the  complicated  system  then 
in  vogue.  The  report  '  contains  an  interesting  statement  ii 
what  has  ix-en  accomiilished  in  .Vusiralia.  The  connni>sioii 
are  undoubtedly  extreme  \u  their  recommendatiims,  for  they 
oi)pos»'  the  inh' ritance  tax  and  have  practically  nothing  to 
say  of  the  corjioration  tax.    l<ut  to  the  extent  that  they  reconi- 

'  Riixirl  i,f  fhi    R.itinir  Commits, ,111  , if  Ciihinifln.       DcnviT.    IIMH        fij  ['" 
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nHinliici)ii>titution;il  iimciKlmcnf ,  relaxing  ttic  riKJil  provisions 
on  the  sul.j..(t  of  taxation,  tlu-y  will  hav.-  the  litarly  siipjMjrt 
cvn  of  tliosi'  who  arc  not  prcpan-d  to  go  to  the  length  of 
accepting  their  entire  i)lan. 

At  the  HulTalo  tax  conference  the  revenue  officials  of  Indiana 
claimed  that  their  system  was  far  sui)erior  to  that  in  t'  other 
sta'es.     Though  much  of  this  claim  was  unfoundi  ■  .     is 

no  douht  that  the  hxiiana  administration  un<ler  i    w  law 

was   niore   effective    than    had    formerly    been    t' 
members  of  the  Kansas  commission'  were  so  i"  .  ,  ,rr    ,   i 

•»y  tlie  contention  of  the  Indiana  ofli<-ials  tlia«         ■    .„  .  ■  i    I  i, 
reconnnend  tlie  adoption  of  the  Indiana  law    .        ■  t  , 

the  taxati(jn  of  coriMirations.     The  conditio 
such,  of  course,  that  t  lie  movement  for  t  heal  n         '- 

tax  on  jM-rsonalty  would  naturally  m.iive  .1    ■  u,   ,. 

than  in  the  more  develo|MMl  industrial  states.    /     <     ,  >! 

Kai!s;i.>-  conunission  still  ding  to  the  old  idea  "tin!  !^  .  ■:  mi  ,! 
projMTly  tax,  to  which  we  are  confined  \>y  the  c.  t,  ,;  ., 
has  never  been  airly  fried  in  this  state  by  a  modern,  a 
well  adjusted  la»v."  Some  of  the  discussiotis  at  HufTalo,  however, 
especially  those  relating  to  the  taxation  of  mortgages,  evidently 
lK)re  fruit;  W  the  conunv^sii.n  tell  us  that  this  "is  another 
illustration  of  that  curious  shifting  of  the  burden  of  taxation, 
which  we  ;ir<  just  beginning  to  understand."  Late,  on,  as  .;e 
shall  .see  in  the  next  cii;ii)ter,  a  subseciuent  commission  made 
further  progress  in  understanding  the  prol)lem,  with  the  re-ult 
that  .some  of  their  rei-ommendations  were  very  dif'nnt. 
On  the  other  hand,  th.-  report  of  t^  e  West  \'i.-ginia  lommis- 
sion  -shows  very  unmistakably  that  they  profited  hy  the  HufT.iio 
Conference.  The  preliminary  report  contents  itself  with  putting 
the  recommentl.-itions  for  and  against  changes  in  the  methods 
of  ta.xation  in  a  fair  and  lucid  way.  flu  conunission  iHopcse 
to  allow  the  tire  of  public  criticism  to  be  turned  on  tht-m  for 
several  months  U-fore  they  render  their  final  report.  It  is 
seen  at  a  glance,  however,  that  the  conunission  are  ii-vare  of  the 
fact  that  "the  earth  do  move."  The  report  is  (juite  up  to  date. 
Such  miitters  as  the  necessity  for  the  separaticm  of  st;ite  from 
local  revenues,  for  the  .Mbolition  of  the  tax  on  intangible  per- 
'  ReiMi.t  nml  Hitt  of  Ihr  Knu.in.t  Stnlr  Tux  i'ommix.-<ion.    ToiH'kii,  1901  — 

li:ipp. 
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sonalty,  aiul  for  loform  in  the  taxation  of  corporations,  are  dis 
riiss('(i  \vith  rlcarufss  and  witli  emphasis.    The  commission  also 
pay  a  tribute  to  the  labors  of  the  Ruffalo  conference. 

The  final  report  '  presents  the  conclusions  as  formed  after 
an  interval  of  further  discussion  and  deliberation.  Here,  as  in 
the  original  reiwrt,  the  influence  of  the  Buffalo  tax  conference 
is  plainly  visible.  The  commission  still  maintain  that  by  all 
mean?  the  best  plan  is  to  abandon  the  attempt  to  assess  in- 
tangible personal  projx^rty.  They  ronfess,  however,  that  under 
the  West  Virginia  constitution  as  il  stands,  this  plan  is  impracti- 
cable. While  waiting  for  such  an  amendment,  the  commission 
recommenil  that  at  all  events  the  system  of  deduction  for  debts 
be  extended  to  intangible  i)ersonaity.  Moreover,  mortgages 
should  also  be  freed  from  taxation.  The  recommendation  of  the 
separation  of  state  and  local  sources  of  revenue  is  reiK'ated  and 
strengthened,  and  it  is  suggested  that  the  state  revenue  be  de- 
rived from  increased  corjHJration  tiix's  as  well  as  frt)m  licenses 
to  dealers  in  liquors,  tobacco  and  coal. 

The  Vermont  report  -'  confines  its  attention  to  the  discussion 
of  corporations  and  the  grand  list.  The  volume  contains  a 
concise  hi-^tory  of  the  tax  on  each  kind  of  corporation,  with 
detailed  statistics  as  to  Mie  present  situation  and  recommenda- 
tions as  to  desirable  changes.  Among  suclv  changes  are  the 
introduction  of  a  jirogressive  rate  into  the  earnings  tax  on 
railways,  the  in'-lusion  of  gas,  el(>ctric-lighting  and  power  com- 
panies >mder  the  taxable  corporations,  and  minor  suggestions 
with  reference  to  banks  and  insurance  companies.  In  the  main, 
how  ver,  the  commission  find  the  Vermont  laws  on  this  sub- 
ject fairly  ade(iuate.  On  the  other  hand,  the  grand  list  is  de- 
clared to  be  in  a  very  unsatisfactory  condition.  It  is  made  up 
from  the  sworn  statement  of  the  taxpayer  touching  his  personal 
estate  as  well  as  from  the  quadrennial  ai)praisal  of  real  estate. 
The  commission  tell  us  that  it  is  a  well-known  fact  th;  t  tl- 
grand  list  does  not  repres(<nt  by  any  means  the  true  cash  value 
of  either  the  real  or  the  i)ersonal  jiroix-rty.  This  statement  is 
followed  by  the  usual  anticlimax  of  the  recommendation  of  a 
board  of  eciualization  as  a  remedy.     It  is  .'vident  from  the 

I  I'l-iliiiiinnri,  iiiiil  Fiiiiil  Hi  port  iif  llir  \Vi<t  Virijiuid  Sliilc  Tiixiiliiin  Ctmi- 
»/M.v,„„,  /,'«/?.     Clintlcsloti. — "s  pp. 

■S/«'7'(/  Rri„,rl  of  (lir  (loirriil  Assniihli/  inf  Vmiioiil),  inn.',  nhthui  'o 
T'l.riiKiii  nf  Cirpdnih'iitis  uml  I irUridncU.  liij  tlu  Commi.s.sioiDr  <)/  •S'/'i'-' 
TiifK.    HiirliiiuKiii,  1902.— i:! I  pp. 
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report  that  tlu-  economii-  condilions  in  \cTiiioiit  woii'  not  yet 
those  of  a  develoiH'd  industrial  state,  for  the  commission  woiiUl 
otherwise  not  set  forth  as  a  panacea  v.liat  has  l)een  found  to 
Ik  so  inadequate  in  other  conunon wealths. 

The  Minnesota  commission'  reixat  tiie  familiar  facts  with 
reference  to  tlie  taxation  of  personalty.  After  sfK>akinn  <»t" 
real  estate,  tluy  athi:  "i)a.ssinK  to  the  assessment  of  i)ersona! 
pro;)»-rty,  we  enter  a  field  of  confusion  worse  confounded." 
Tiiey  tell  us  that  the  existing  facts  form  a  'Meplorai)le  conditi(.n 
of  affairs."  Their  recommendation  is  the  customary  proposal 
of  the  listing  system,  to  he  verided  hy  law.  That  the  com- 
mission, however,  are  only  half-hear<ed  in  their  reconnnenda- 
tion  is  seen  by  the  following  significant  conclusion: 

"  It  may  iierc  he  said  that  if  it  shall  l)c  proven  l.y  cxix'rioiice  amid- 
the  hill  that  the  eiiforceinent  of  its  provisions  is  itiadc(iuatc  to  prudia  <■ 
rcsuHs  far  more  satisfactory  tiiaii  any  tlie  stale  lias  ever  yet  known, 
the  sooner  the  taxation  of  many  cla.sses  of  jHTsonal  ])r()perty  is  ahari- 
doned,  the  l)ettcr." 

As  to  which  alternative  is  to  he  the  one  ultimately  chosen 
there  is  j)erhaps  not  nuich  douht.  The  taxation  of  corpora- 
tions, on  the  other  han<l,  in  Minnesota  seems  to  he  in  fairly 
s.-itisfactory  condition.  At  all  events,  the  commission  make 
no  startlingly  new  recomniend.it io?is.  .\s  regards  other  jMjints 
t  he  report  reccmnnends  t  he  separat ion  of  state  and  local  revenues 
and  has  something  to  say  ahout  an  iidieritance  t;ix.  The  one 
striking  proi)osal  in  the  report  is  the  suggestion  of  an  income 
tax — striking  because  the  i)resent  writer  is  (pioted  at  some 
length  in  a  passage  which  is  misinterpreted  into  alTording  a 
basis  for  the  scheme  of  the  coimnission. 

Missouri  has  also  gotten  into  line,  hut  the  report  of  the  coin- 
mission  -  is  a  mo<lest  one.  \o  one,  it  tells  us,  who  h.as  given 
any  thought  to  the  complex  principles  of  ta.xation,  will  expe<'t  a 
diseussiim  h(>re  of  the  various  theories  advanced.  The  coni- 
mission  .state  that  the  revenue  laws  (tf  .Mi>-ouri  in  their  main 
provisions  compare  favorably  with  those  of  other  states.    Thev 


'  Rr/mrf  of  llir  Tax  Ciiiiiinissiiii,  ,,/  M innisnln  rmilul  In/  Chiijilir  /.  Ci  ii- 
iriil  Liiir.iof  l;i(il,J''ir  llic  imriHis,  ,,!'  fniiiiiii'i  II  Tii.r  Cmli-.  .St  Pall!  1"H) '  — 
•-"■-'!  pp.  ...  .         - 
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thmnipon  prcrcod  to  exjilain  the  shortcomings  of  the  Missouri 
system.  The  ilefects  of  the  gcnenil  property  tax  tlioy  think 
may  hv  corrected  l>y  rcciuiring  the  assessor  to  put  into  separate 
coUimns  tiie  actual  and  tlie  taxal)le  values.  If,  however,  this 
does  not  accomplish  the  results  anticii)ated,  "it  certainly  can 
be  no  worse  in  practice  than  the  system  now  in  vogue."  The 
existing  system  is  so  bad,  we  are  told,  that  any  attempt  to 
present  statistics  on  the  subject  woukl  be  u.seless.  Missouri, 
also,  it  is  clear,  had  not  (luite  reached  the  [Hnnt  where  it  was 
ready  to  face  the  real  difiiculties  of  tiie  problem. 

The  year  HM)t  was  an  off  year,  with  no  report  of  a  state  tax 
commission  to  signalize.  Hut  in  each  of  the  succeeding  year- 
we  find  several  rejiorts  to  chronicle. 

The  report  of  the  Ni'W  .Jersey  commission  '  deals  almost 
exclusively  with  tlie  sul>ject  of  llie  taxation  of  railways.  The 
revenues  derived  from  railways  and  other  corixirations  have 
long  since  been  more  than  suthciciit  to  defray  ail  of  the  state 
exix'iiditures.  It  hail  l)een  claimid,  howi'ver,  chiefly  by  tlir 
niiinicip.'iliti.'s,  that  the  local  assessment  and  taxation  of  rail- 
ways uniler  tlie  general  railroad  law  were  grossly  unfair:  :n  ■! 
while  the  commission  was  appointed  to  consider  tlie  wliulr 
subject  of  taxation,  tlii-  a-|M'c1  so  engrossed  the  attention  .ii 
its  meniber<  that  they  virtually  devoteil  their  whole  report  in 
it.  The  diliiculty  ot  the  problem  i>  >liown  by  the  fact  th.ii 
onlv  ;i  bare  iiiajority  ol  the  commission  agreed  uih)11  m  report 
Mild  that  each  ot  the  other  memliers  fonuulated  di.ssentiiij; 
views. 

The    New   Jersey   systetn   of   railway    taxation   i-  somewli.i! 
complicated  and  it>  history  has  brcn  explaineil  in  a  previuu- 
(•ha()ter.-       The    conunis-ion    nconimeiid.    in    the    fir-'    pl.m 
that    the   rale   on   the   inaiii—tctn   jiropcrtN    be    in>  niised,    .iihI 
that,   in   lieu  of  bciiiii   t:ixcd   .'it    the  old   ihit    i:iti       i    oiic-li.ill' 
one    per    cent,    it     be    hilircfi  >rl  li    l:i\ri|    :it     llic    .-iMI.iL'c       I     '' 

local   rate  throughout    the  -i:ilr.      It    i-   fiirthir   nci.tiiiiiriidt  u 
th.Mt   the  procceib  of  tlii-  .iilclil ic .lial   tax      >  •     I  h.    -urplu-  oV(  i 
the    one-half    of    one    per    cent     rate      bi'    IlirniMl    over    to    ll 
inmiieipalitie-.     Ai:;iiii,  the  eoniini--ii>n  think  th.'it   il,e  -. .  •  ' 
da—    propiTtv,    although    >till    to    be    ;i»e-^ed 
-iiollld    be    taxed    at    the    tull    Ineiil    rate    for   the 


l)y    the    IkkiI' 
btiiefit    of    tl 
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localities.  And  it  is  furtiicr  ncommondod  that,  so  far  as  the 
fMTsonal  property  of  railways  is  eoneerned,  the  porsonaity 
poss<'ssing  a  situs  lie  valued  by  the  state  board  for  the  benefit 
of  the  localities,  and  that  other  personal  property  continue 
to  l)e  taxed  as  heretofore. 

While  this  re])ort  is  able  and  interesting,  it  will  not  i)e  of 
niucji  value  outside  ..f  the  state  limits;  for  the  system  of  rail- 
wax  taxation  and  of  apportionment  between  state  and  localities 
whi<  h  has  iirown  up  in  .\ew  .ler-^ey  does  not  seem  to  have  rec- 
ommended itself  tfi  any  other  I'omnionweidtli.  The  appen- 
dices contain  a  liistory  of  the  \arious  tax  commissions  in  New 
.li-rsey  and   a   cmspectus  <it'   flu    r(institution;d   and   statutory 

l)rovisions  uoverninK  the  taxa! .f  railways  throufihout   the 

.\meriean  states.  Tiir  di>-.ehHhii  ir|)()rts  of  the  individual 
commi.ssioiiers  an'  somewhat  vatiin  I  lie  value  of  one  of  them 
may  be  inferred  from  the  fait  tlim  n  in.iintains  that  a  reniidy 
for  all  evils  may  be  found  in  tin  ili(>roufrli  listing  of  all  per- 
sonal pro|)erty.'" 

It  may  be  .added  that  the  reconnn'  ndat ion-  of  the  cormnis- 
sion  were  adopted,  so  far  as  tiie  -e(  Mii,|-clas>  property  is  con- 
cerneil.  by  the  so-called  Duflieln  act  oi  JltO.').  Hut  this  did  not 
satisfy  public  opinion,  .and  in  nidfi  thesy>tem  was  .ag.ain  ch.angcil 
in  several  resi)ccts.'  Tlu'  net  n'>ult  of  tlw  whole  .mit.ition 
in  New  .ler-iv  i-  that  the  local  bodies  now  tax  railw.ay-  on  .1 
portion  of  their  real  estate,  while  the  commonweaitli  ta\i  -  tin 
re>t  of  the  pro|)erty.  a  part  of  the  |)roceeds  beinc  it  tun.,  d 
to  the  localitie-.  Hut  even  thu-  the  cry  lor  "e(iual  taxation' 
is  not  silenced,  a  cry  which  re-uit^  from  .1  jMipular  tailing  to 
I)erceive  the  fimdamelltal  defect  in  tlic  theory  that  the  general 
proi)erty  tax  is  ajjplicalili'  to  indn  idu.als  and  cor|ioration- 
,alil    >.- 

The  conditions  in  Onttuio,  Canad.i.  are  --o  -imiiar  to  those 
oi)t;iining  in  our  st.ati--  th;(t  the  |)robleiii-  of  t;i\;itioii  are  clo-clv 
inalofious.  The  conuni->ion  .ipi.ointeil  to  iitn-idcr  the  ge?iir;il 
i|Uestion  of  railroad  t;ix;ition  aiforiJinuK  ina'le  a  thi'rouirh 
-tuily  of  the  situation  in  the  I  nititl  .^lati-.  The  report 
(whiili.  it  is  under-lood,  was  written  b\  I'rofissor  Slioitt' 
i-  an  alile  presentation  of  the  suliject,  giving  a  concise  -urvey 

'  <'f.  xK/in;.  p.   171, 

-'  /    •.;.  1,  lip  .".ii  -^y.i. 

'  h'l  /><>'■  ,■■  i/i.  ').,;,..  ,,  I  iimiiii.-^.iiiiii  oil  Riiilti.ri  T'l.niiitiii.  i'H/-',.    'rurimto, 
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of  t  lie  various  -y>ttiii>  employed  in  theAmerieancommonwealtlis 
and  arriving  at  the  conelusion  that  the  lier^t  method  of  taxation 
of  railroads  is  that  of  assessing  them  on  their  gross  receipt-. 
In  an  appendix,  whieh  many  will  deem  the  more  vahialile  portion 
of  the  rei)ort.  is  foiiud  a  ])resentation  in  detail  of  the  systeni- 
t)f  railroad  taxation  in  the  typical  Anieriean  >iates.  eonlainini,' 
not  only  an  account  of  the  methods  themselves  Imt  all  manner 
of  comments  and  criticisms,  pre\iously  piii)lislied  or  orally 
eomnumicateii,  on  the  part  of  tax  commissioners,  railroad 
rei)resentatives  ;md  students  of  taxation.  It  is  interesting  to 
observe  that  the  commis-iii!i  reject  the  >eheme  recently  in- 
troduced in  Michigan,  and  known  as  the  Ailams-( 'ooley  i)lan, 
as  lieing  both  unscientific  and  iinpr;ittical.  The  Ontario  report 
will,  in  all  prohahility,  long  remain  a  model  of  its  kind  on  the 
particular  subject   witli  which  it  deals. 

The  Oregon  report  '  is  a  pleasant  surprise,  Oregon  has,  of 
rceent  years,  attracted  the  attention  of  students  of  taxation 
because  of  the  fact  that  this  rommonwe.allii  was  tiie  first  to  ac- 
cept the  plan  of  avoidini::  the  evils  of  ,i  slatr  tax  on  real  and  jier- 
sonal  jiroperty  without  inctirring  anv  of  the  dis.ulvantages  which 
usually  attend  a  eomi)lete  se|)aralioi)  of  -ource  between  stale 
and  local  re\'enues.  In  other  words,  ( )r(>'j:on  was  the  first  to 
adopt,  in  principle  at  le.ist,  the  sclieine  whereby  state  expen- 
ditures were  to  be  defr.ayed  by  coiitribulioiis  imposed  upon  tlie 
cotmtios   in  iirop>.rtioi\   lo  local   exiiendituri-    instead  of  locil 

valuations.     This  s<'heme  has,  ind i.  no*  been  carrie(l  out,  lor 

reasons  that  have  been  mentioneil  elsewhere.-  Hut  the  corn- 
mission  discaiss  the  matter,  ,ind  it  is  this  ]).art  of  the  Oregon 
roi)ort  which  will  attrai't  the  interest  of  ^tuikaits  and  legis- 
lators. 

In  other  respe<-ts  also,  the  Oregon  commission  show  that 
they  are  thorouglily  up-to-date  and  ;iciiuaiiUei|  with  the  be-i 
ojiinion  on  the  subject.  They  discuss  th"  general  property  t.,\. 
and  arrive  at  the  conclusion  that  it  i<  impossible  to  reach  pi;- 
sonalty  by  the  present  method  of  taxation,  and  that  no  cli.in!.'!- 
in  the  method  of  .•idmini-lering  t.ax  law.-  of  the  jire-eiit  typi'  c;,ii 
alter  this  result.  The  eonuni-^ioii  do  not  draw  the  iiifere;ice  tk:  ' 
])ersoiialty  as  such  should   be  e\emi)t.   but    conclude   that    'ke 

'  Ri  jx'rt  ii(  till  fiimril  m  Cuiiiinis^siitniTn  iippniiiliil  iiiiili  r  llii  jirDnyimis  .  f 
i-hiijili  r  :ni,  l,i:r  ,,(  I'lii'i^  fur  Ihr  /i<ir/«i.vc  of  i xiDiniinii]  iiiiti  niH)rliiiii  on  iiiolti  !■ 
of  A.-.s,  ..■,„„  „i  ,,„,!  ■r„.,;il.,,i!.    Salem,  KKMi.— :«J  pp. 
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IMTsoiiiil  piupcrtv  t;i\  >li(iul(l  I  (■  :ilHiri-|](-(l  and  tliat  ixTsoiialt  \ 
sh(jiil(l  Im'  icarhcd  hy  tlic  (IrNcldpiiiriil  of  a  s\>ti'iii  of  stale  taxes 
oil  cotpoiatinii^.  Such  a  icidinmeinlat  imi  is  most  iiiti-restiiitr, 
niarkinfi  pcihaps  the  most  advanced  point  that  has  yet  lieeii 
attained  in  i)uhHcations  of  tliis  cliaractei-.  'I'jic  romniission  are 
also  of  tiic  ojiinion  that  much  moic  can  lie  done  with  tlie  in- 
Iieritaiice  tax.  hut  liicy  refrain  fi'oin  radical  pMoinmeiidations 
hecause  they  had  not  liad  time  to  work  out  this  pr()|)ositioii 
fully.  Tlie  main  feature-  of  intere-i.  therefore,  in  tlii-  ahli'  and 
uell-written  report,  will  he  loiuid  i  I  in  the  pr-.ijiosed  suiistitute 
for  the  perMin.al  property  tax.  in  the  -hape  of  state  taxes  on  cor- 
porations, and  I'Ji  ill  the  di-ru~~ioii  of  the  sy-tem  of  ,inporti(Ui- 
iiifi  coiitrihution-  to  ~tate  resenuc-  acrordinu;  to  local  expen- 
ditures. IIow  far  the  tir-;  recoininenilat  ion  would  havi'  an>' 
chance  of  success  at  the  time  wa-  douhtful,  -ince  one  out  of  the 
three  commissioners  sulniiiltnl  a  niinerity  icport  in  which  he 
artiued  hir  a  continuance  of  jiersonal  property  t.-ixatiuii.  In 
fact,  in  the  next  lejri-jature.  all  the  minor  reconiineiid;it  ions 
of  the  commission  were  .adopted,  Imt  tiie  att-an]>t  to  >uhstitute 
state  coriMir.ilioi)  taxes  for  tiie  jiersonal  property-  tax  was  not 
successful. 

The  ('.alifornia  commission  was  fortunate  in  -('(airinn  -'^  't^ 
secretary  Profes-or  Plehn,  who  i-,  correctly  descrihed  in  the 
report  .as  ;iii  ■•expert  on  taxation  and  puMic  finance."  'j'hi- 
resulted  in  .a  report  which  is  in  many  re-pect>  the  clean-t, 
most  loijical  and  he-t  pro|)oi-ti(ined  doiannent  on  t.axation  whiih 
has  yet  em.anateil  from  any  of  our  >!  !es.  'I'he  commis>ii>n 
issued,  in  the  autumn  of  HU)(i,  a  iireliminarx  rep.ort  '  suhinittiiifr 
its  tentative  recommendations  to  (  riiici-m.  i-  .a  re-ull  of  which 
the  fitiai  rejiort  '-'  at  the  (io-e  of  liiOt'i  co!ii:iin<  some  not  unim- 
portant alter.iiions. 

( 'alifornia  wa-  in  the  situ.ation  of  most  of  t  he  industrially  less 
developed  .\meii,:in  states.  Allhouirli  it-  cnii-i  itut  ion  wa-  pier- 
hajis  not  s((  riuid  as  'hose  of  ni.i!  <.f  the  oth(  r  ••(immonweaitiis, 
its  system  of  taxation  w  a--  tlie  same:  it  iciied  lor  hut  h  state  and 
local  piM'l)0-es  iinon  the  ^ieliel'.il  propeliv  I.^X.  The  re]iort  ni\-es 
:\  well-coii'-idered  .nialy-i~  ni  the  ixi-tinu;  re\tnue  laws,  with 
-hort    comment-  on   theii    opeiation.   -howuiji   the   iiieiiuahties 

'  I'ri  liiiiinin-ii  li'i  It'll'  nf  Ih,    r.,.   ;r, ,,,,.,,,„  ,1,1   l,',:inii    "If. I    Tii.mli, III  iif  tlie 
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in  tho  assessim-nt  of  real  estate  and  the  almost  complete  failure 
ti)  reaeh  i)orsonalty.  The  commission  recoRnize  the  fact  that 
the  first  step  in  any  reform  is  to  bring  al)oiit  a  s«'paration  of  the 
sourcesof  stateand  local  revenne,  and  they  propose  toa<'comi)lisli 
this  by  securing  the  state  revenue  primarily  from  taxes  on  cor- 
])orations.  They  take  up  in  turn  the  ditTerent  chusses  of  coriMira- 
tiiins  and  discuss  the  principles  involved  in  the  taxation  of 
each  class.  It  is  this  part  of  the  rejwrt  which  will  Ih;  valuable 
even  to  those  commonwealths  which  have  already  reached  the 
point  of  se|)aration  between  state  and  local  reveiuie.  In  fact  the 
California  report  may  be  declared  to  be  in  sul)stance  a  treatise 
on  the  taxation  of  corporations  from  the  American  iK)int  of  view . 
Almost  one  hundreil  i)ages  are  devoted  to  the  taxation  of  rail- 
ways alone,  treating  in  detail  of  the  various  methods  employed 
in  this  'umtry.  This  chapter,  while  not  based  upon  the  con- 
of  the  Ontario  commission,  is  nevertheless  in  sub- 
iireement  with  them,  reconnnending  the  taxation  on 
■ings  in  jirefcrence  to  the  Michigan- Wisconsin  plan. 
)ters  take  up  in  turn  street  railways,  express,  car, 
.  telephone,  light,  heat  and  power  coini)anies;  while 
ttention  is  paid  to  banks  and  insurance  companie-;. 
Isewhere  the  report  gi\-es  a  complete  summary  of  the 
\n  tiie  -'  veral  states  of  the  Tnioii,  and  Professor  Plehii 
i  UM  I-  researches  whi<  h  he  comlucted  for  the  federal 
it  ail'  hichapiM-aredin  the  special  n-jxirt  on  "Wealth. 
Tax:  I."  .Vn  interesting  cliai)ter  is  that  onlhetax.i- 
11'  11  which  a  distinction  is  made  iM'tween  the  v:i 

rhises,  both  general  and  s|«'cial,  with  ;ippro- 
oii>  as  to  t;i\atioii.  in  considering  this  niatler. 
-t  Iw  remembered  tiiat  tlie  historical  developnieiit 
iii-e  -itiiation  in  ( "■iliforni:!  lias  not  been  prei'i-(!\ 
the  same  a>  elsewhere.  Tin-  ii  ■iiiiuiK'ndalion  of  the  comniissinn 
proj>osing  a  con-itirution.Ml  amemlinent  w.is  at  once  adojited  li\ 
the  legislature:  ;inii  the  conunissioii  was  continued  for  another 
two  .\-'ars.  ill  order  to  prepiire  tlie  legislation  which  inigh' 
seem  ai)pro[)riate  when  the  amendment,  as  \\;is  contiileiiih 
expected,  should  have  been  aflojited  by  the  jK'ople.  Tlii>  i  \ 
pect.ation  wa-<  realized,  and  in  the  next  chapter  we  shall  discu~~ 
the  sul)se(iuent  report  of  th,   ronunission. 

lake  so  inan>  of  her  sister  slates,  California  stands  on  tin 
threshold  of  the  reiorin  of  taxation.  The  commission  of  five 
i-i  a  unit  in  recommending  the  change-  which  it   propose-;:  ImiI 
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tho  real  (lifTiculty  will  boRin,  and  the  outlook  for  utianimity  will 
1h!  far  more  prohleinaticiil,  when  the  next  step  has  to  l)e  taken 
and  the  difficulties  of  the  local  proiXTty  tax  have  to  Ik*  met. 
There  is  no  doubt,  however,  that  the  Kr<'<»i>d  must  first  be 
cleared;  and  California  is  to  l>e  congratulated  in  having  pre- 
sented this  phase  of  the  situation  so  lucidly  and  so  thoroughly. 
With  two  such  reports  as  those  of  California  and  <)reg(m,  tlureis 
reason  to  be  hoix-'ful  as  to  the  progress  of  reform.  ( )ur  problems 
of  taxation  are  in  many  ways  <litTerent  from  those  found  in 
KuroiH',  and  the  California  rei)ort  will  render  far  more  easy  tlu; 
task  of  the  writer  who  shall  attempt  to  construct  a  scieiMc  of 
finance  on  American  principles  and  for  the  use  of  American  stu- 
dents and  legislators. 

The  rejiort  of  the  Missouri  conmiission.'  although  short,  is 
nevertheless  im]X)rtant.  The  conunission  are  a  unit  in  agreeing 
that  the  first  .step  in  any  tax  reform  is  a  separ.ition  of  the  sources 
of  st.'ite  and  local  revenue.  They  therefore  discuss  this  proposi- 
tion only,  showing  its  advantjiges  and  reconunending  the  .-idop- 
tioii  of  a  constitutional  amendment  to  reniU-r  such  a  sepanition 
l)ossible.  In  accordance  with  this  recommendation,  a  bill  pvn- 
posing  a  constitutional  amendment,  which  i)rovi(le(l  for  the 
possibility  of  local  option  in  taxation,  wa>  introduced  into  the 
legislature,  and  was  subsetiuently  enacted  into  law.  Thus 
Mis.souri  has  fallen  into  line  with  Minnesota  and  the  otiier 
st.ates  which  have  recently  adopted  similar  legislation.  IVom 
this  iH)int  of  view  the  Missouri  conunission  is  to  be  congratu- 
lated upon  its  wisdom  and  .self-restraint. 

Not  so  much  can  be  said  of  the  Massachusetts  committee. - 
which  had  full  jMywer  to  treat  comprehensively  of  the  wliole 
subject  of  taxation,  but  which  avoided  the  dee|«'r  problems 
and  contented  thi'mselves  with  >u^:y: 'stiiig  only  superficial 
remedies,  .\part  from  two  brief  passajjes.  in  tlie  tir-t  of 
which  the  committee  recommend  tlie  merging  of  the  coll.'itcrjil 
inherit,ince  tax  into  a  direct  inheritance  tax  with  rallier  low 
rates,  .ind  in  the  second  of  which  the  committee  suggest  llie 
im|H)>ition  of  a  tax  on  the  transfer  of  slocks,  .-ill  the  subst.intive 
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recommendations  deal  with  the  ciuestion  of  the  taxation  of 
corporations. 

In  the  treatment  of  this  subject  the  committee  must  lie  re- 
garded as  a  continuation  of  the  committee  on  corporation  laws 
of  1902,  whose  admirable  reiK)rt  of  l'.)0:{ '  dealt  in  preat  part 
with  the  taxation  of  cor|M)rati()ns,  containiriR  the  history  of  the 
system,  a  statement  of  tin-  tlicn  existint;;  law  and  a  criticiMii 
of  its  practical  oiHTalion.  The  reixjrt  of  I'.KKi  was  also  especially 
noteworthy  for  its  detailed  dij^est  of  all  the  various  state  laws 
on  the  taxation  of  corporations.  As  a  resvilt  of  the  recommendn- 
tions  of  that  conunittee,  the  law  of  l',)():{  virtually  split  up  tiie 
general  corporation  tax  into  three  parts,  dealing  separately  witli 
street  rai'way  companies,  with  other  p\iblic-service  corporations, 
and  with  commercial  and  manufacturing  corporations  in  general. 
The  system  of  taxing  the  "cori>orate  excess,"  as  it  is  called,  had 
given  rise  to  much  discontent.  lUit  even  here  the  new  committee 
do  not  go  to  the  root  of  the  matter:  they  contcat  themselves  wit li 
suggesting  that  future  bond  issues  should  !)(■  taken  into  account 
when  considering  the  value  of  the  cori)orate  frawhise,  which  was 
then  estimated  on  the  basis  of  the  capital  stock  alone.  They 
have  some  suggestions  to  make  regarding  the  distribution  of  tlic 
taxes  on  certain  i)ul>lic-service  corporations,  the  inclusion  of 
express  conipanii'^,and  an  increase  in  the  "excise  tax"on  I'oreimi 
corporation-;.  They  also  reconuneiul  that  the  corporate  fran- 
chise tax  received  from  meri'antile  cor|)orations  l)e  distributed 
to  the  local'-'ies.  no  longer  in  accordance  with  the  antiipiated  rule 
of  the  resith'nce  of  the  shareiiohler,  but  in  accordance  with  tin- 
new  ru!. of  tlie  situs  of  the  goods,  wares  and  merchandise.  Vvw 
peoi)le  uill  be  I'tam.l  to  agree  with  the  rather  self-sat i>!i.i! 
conclusions  tiiat  "the  method  now  in  oi)eration  in  Massachuscit- 
is  superior  to  the  method-  in  oiM-ration  ii\  the  largest  and  niti-t 
progressive  of  the  other  states."  In  fact,  as  a  discussion  of  lli' 
general  i)robleinsof  taxation,  tlie  reiM»rt  oi  t|u"  cuiiunittee  of  lUOT 
caimot  compari'  with  the  earlier  Massa.iuisetl-  reports.  Two 
minority  reports,  one  on  the  taxatiim  of  intangibl(>  persoiiali'  . 
the  other  on  tiie  gei\eral  tax  system,  di-seiit  from  the  conclu- 
sions of  the  main  coimnittee  that  no  great  cli.'miies  are  necd.d. 
There  is  also  a  supplementary  report  in  whii  h  a  single  menil'cr 
recommends  a  removal  of  the  exemption  of  college  prop«Ttv 
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from  taxation.     On  tlif  whole,  the  Masfiacliiisctts  roiM)rt  will 
l)«'  of  (jiily  lotal  interest. 

The  re|X)rt  of  the  New  York  tax  eommi.ssion  '  suffers  from  tlie 
mmw  mistake  that  was  made  in  the  organization  of  the  Massa- 
chusetts committee,  in  tli.it  llu-  commission  was  c(.m|)()se(l  of 
fifteen  memliers.  So  large  a  ImxIv  is  likely  to  contain  repre- 
sentatives of  such  widely  varying  views  as  materially  to  increase 
the  difficulty  of  reacliing  a  unanimous  concIusi<m  on  any 
matter  of  real  importance.  This  difficulty  was  re.ali/ed  at  the 
outset,  .and  the  New  York  report  is  then'i'or.'  composed  of  two 
parts:  the  main  report,  wlii.h  w.as  unanimously  ad<.|-ted.  .and 
supi)lcment;iry  re|)orts  iirescnting  the  .lilTcrent  views  ,if  various 
groups.  As  the  writer  of  tliese  p.ages  was  a  memher  of  this  com- 
mission also,  the  notice  will  here  Ix- confined  to  a  summary  state- 
ment of  what  was  actually  ac( ompli-hcd. 

The  New  York  reiMtrt  ditlers  from  most  of  the  preceding 
reports  in  that  it  se(>ks  to  attack  fundamental  prohlems.  For 
New  York  was  in  a  |MMuli,irly  fortunate  position,  in  that  it  had 
reached  the  point  which  is  >till  tiic  olijeetive  in  most  (»f  the 
other  states,  namely,  that  of  separation  of  state  and  local 
revenues.  In  ma^rnitude  also  the  state  ,is  well  a^  the  local 
n>venues  in  New  York  tar  exceed  those  of  any  other  common- 
wealth. The  first  scries  of  (piestions  dixaissed  in  tin-  report 
IMi-tain  to  tlie  state  revenue.  Wiiilc  two  of  the  st.ate  taxes 
those  on  inheritances  and  on  cor|)orat ions  -are  I'ound  in  m.iny 
other  connnonwetiltli-.  New  York  possesses  four  other  taxt-s 
of  great  importance,  the  li(inor-li( cnse.  the  mortgage-recording 
tax,  the  se(aire(|-d(hts  t.ix  ami  the  >tock-e\cli;inge  t;i\.  The 
lifiuor-liccnse  and  the  mortgage-recording  t.ix  ;ire  pas>cd  over 
liy  the  coinini-sion  as  now  cdling  for  no  further  di-(aission. 
They  are  .ai'cepted  jjartsof  the  .New  York  >ystcm.  The  securcd- 
dchts  tax  did  not  y.'t  e\i-t  at  the  time  of  tiiis  report.-  The 
stock-exchange  lax   is  discu-.-cd    in   the   light   of  ;i   proposition 
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t(t  cxtond  it  to  prcMliicc  .md  oilier  exchaiinf^.  'rii''  fullfwt  tn-at- 
nif'nt  is  accortlcil  to  I  tie  inli<ritnii.c  tii\  Tlic  commission 
unanimously  n'l-omnu'tiii  tlu-  atloptioii  of  a  .-->  -^trm  of  Kraduation 
with  rates  consideraMy  liiKlier  tluifi  exist  anywhere  eKe  in 
the  I'nited  States  at  tin-  present  time.  Finally,  the  syst(  ni 
of  faxiuK  coriKJrations  in  New  York  is  a(lnutte<l  to  l>e  sa<ll.\ 
lackiiiK  in  uniformity.  As  the  rev  au.'s  .I-rivinl  are,  how- 
ever, consideralile.  the  eommission  r<  frain  from  makinji  any 
reionunendation  for  a  thorough  Koin^  revision  of  the  system, 
preferring  at  present  to  conceiitrate  their  attention  uj)on  the 
other  and  larger  aspeets  of  the  tax  prohh'm. 

The  eonunission  state  that  the  three  funchimental  prohlems 
of  taxation  now  Itefore  the  peojjle  are:  first,  the  relation  of  st.ite, 
inter-state  and  national  taxation;  second,  the  relation  of  stnle 
and  l(M'al  taxation;  and  third,  the  reform  iif  ItK-al  taxation.  .\s 
regards  the  first  iH)int.  the  commission  discuss  tiie  situation 
in  the  light  of  the  recent  utter.mces  of  I're-  lent  Hoosevelt. 
recommending  national  income  and  iidieritnnce  taxes.  De- 
cided ground  is  taken  against  the  suggestioi\  of  a  federal  i?i- 
heritance  tax,  which  wo\ilil  (h'prive  the  states  of  one  of  tin 
chief  means  of  securing  tax  reform.  Attention  is  also  called 
to  the  growing  evils  of  <loul>le  taxation  arising  from  inter-stale 
complications,  and  the  eonunission  recommend  the  creation  of 
a  pernianent  body  to  (h-al  with  such  prohlems. 

When  they  ap|)roach  (he  relation  of  state  and  local  revenues, 
the  New  York  commission  reach  a  crucial  i)oint.  It  is  not 
generally  recognizetl  that  the  demand  for  the  so-called  separa- 
tion of  state  and  IocmI  revenues  involves  a  slight  confusion  ol 
Meas  or  at  all  events  a  somewhat  inaccurate  nomenclature. 
The  aim  of  the  stM'alled  "separation  of  source"  is  to  ])re\tiit 
locally  assessed  property  from  being  utilized  also  as  a  sourc 
of  state  taxation,  tlie  evils  attending  this  situation  being  wide!;, 
recognized.  It  is,  however,  not  so  generally  |HTceivetl  that  tlii> 
is  a  dilTerenl  (luesiion  from  that  of  imixising  state  taxi->,  part 
of  which  may  then  be  returned  to  the  localities,  .as  is  the  case 
with  the  li(iuor  license  in  New  York  and  with  many  corporation 
t.ixesin  other  states.  If  the  former  system  be  called  "sei)araM.iii 
of  source,"  llie  latter  system  miglit  appropriately  be  c.illcil 
"division  of  yield."  '  The  system  of  division  of  yiehl  may  ii  .'■ 
disidvanlages  of  its  own.  liut  t  icy  are  (piite  dilTcrent  from  the 
ditficulties  which  are  sought  b-  be  averted  by  the  separation  "' 
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soiinc.    'I'll.'  .li\  isii.ii  (if  yicl.l  mils  up  fw.i  jiroMftiis.    Tlic  om- 
is  Ik.w  In  Miiiri"  siiniiicMl  rovfiim-  for  Idc.iI  |)iir|H»>rs;  tlicotlHT 
is  Ikhv  to  retrain  in  tl,,-  staff  \>\u\Kvt  thi-  .-JaMiriiy  which  is  lost 
!is  soon   as   the  stale  aliandons  reliance  on    general   proiuTtv. 
As  rejranls  the  <|iiesti(.n  of  a»le.|iiate  lo<al  revenue,  the  simplest 
plan  iiitleed  is  to  have  a  separation  of  stale  ami  local  taxation, 
with   tile   privilege  on   the  i)art   of  tin-  loenhtio  to  tax  or  tc) 
e\eini)t  from  taxation  wliati'ver  cla-ses  of  pro|HTty  tiiey  see  (it. 
Where,  h(.wever,  lliis  >eeins  to  he  a  |Militica|  in)|.o>>il,iiity    an 
alternative  plan  <'aiculatei|  to  attain  tlie  end  propu^-d  is  to  adopt 
the  principle  of  divi>i(.n  of  yield;  that  is,  to  levy  hi^rj,  >tate  taxes 
on^pecial  kiniUof  property  or  Ini-inessand  to  turn  over  some  of 
the  surplus  to  the  localiti.'^.    Tlii-  is  the  plan  rec.immended  l.y 
the  Xew  York  state  commis.-.ion.cliietly  for  the  reas(ni  that  it  wa.- 
imiiossiide  to  secun'  unanimous  aureem.iil  for  the  otiierplan. 
Wiien  we  come  to  the  -iihjecl  of  ela-t icily  tlicrc  are  a^ain  two 
possii)|e  p!an>.     The  one  is  t(»  conhiic  I  lie  sl.iic  revenue  to  the 
stri<'t  needs  <.f  the  state  noverninenl  and  to  iniroduce  elasticity 
through  till  -ystem  of  apportionment  accordinji  to  expenditures, 
as  -uKKcsted  in  <  )ieKon.     Hut  where  lhi>  scheme  also  seems  im- 
practical )le  as  a  political  incisure,  an  alternative  i>  lo  jirovide 
for  a  liroail  m.irnin  in  the  >t.ite  revemie-,  :,nd  to  arranue  for 
a  periodical  di-trii)Ulion  to  the  localities  uf  the  surplus  ahove  a 
(•ertain  figure.    This  plan  a^ain  wa-  unanimously  adopted  !i\ 
the  X«HV  York  commi-^ion,  altliou;;h  in.lividual  inemi>ers  douht- 
h'ss  preferred  the  other  >cheme.    Hut  elasticity  in  some  form  we 
must  have. 

The  final  point  of  import::nce  to  wlii<h  the  commission  ;id- 
dressed  themselves  w,i>  the  n  i<;rm  of  local  taxation,  and  more 
especially  the  reform  of  the  t^ixation  of  personal  propertv.  it 
was  iiere  that  the  commission  were  unaMe  to  a^ree,  altiioii^h 
they  did  unite  in  a  scaihimj  arraijinment  of  the  pre-ent  system. 
"A  general  projierty  t.ix  upon  the  owners  of  personal  proiiertv." 
we  are  told,  "is  e\crywlicre.  l)y  lejiislai.irs  ;md  <'conomis|s 
alike,  pronounced  to  he  imder  modern  conditions  inetlectual, 
and  therefore  ineqiiilahle  and  unjust."  And  another  passage 
speaks  of  "tlie  unworkal)le  ;ind  inet|uital)le  personal  propertv 
taxation  witii  all  its  anachiMnisnis  and  alisurdities."  In  the 
liglit  of  these  statements  it  is  irn  irkaMc  to  find  a  su]>plementary 
report  sinned  hy  ahout  half  of  Mic  mi  rnliers  of  ihe  commission, 
reconnnending  a  more  ritromus  enforcemen;  of  the  jm'.scnt 
\vstem  of  local  jiroiK'rty  taxation.     This  siiojr,.^ii,,„^  however, 
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which  is  prefaced  hy  an  exceedingly  short  discussion,  is  only 
half-hearted;  for  the  commissioners  almost  plaintively  remark 
''that  unless  relief  is  found  by  the  taxation  of  i^ersonal  property 
in  the  way  we  suggest  it  will  be  found  in  some  other  and  perhaps 
some  more  objectionable  way."  A  second  supplementary  report 
recommends  a  state  income  tax;  while  the  third  and  longest 
supplementary  report  argues  against  Iwth  of  the  preceding 
suggestions  and  recommends  the  adoption  of  a  local-option 
scheme,  which  will  permit  localities  to  exempt  personal  property 
from  taxation.  While  the  signers  of  this  last  rejwrt  would  ha\ 
been  willing  to  accept  the  local-option  scheme  pure  and  simple, 
it  was  recognized  that  in  the  then  existing  state  of  public  opinion 
in  New  York  such  a  plan  was  not  feasible.  The  report  accord- 
ingly proposes,  under  the  local-option  clause,  not  the  complete 
abolition  of  the  personal  property  tax,  but  an  additional  sub- 
stitute for  personal  property  taxation  in  the  shape  of  a  grad- 
uated habitation  tax. 

The  report  is  therefore  of  interest  as  indicating  the  class  of 
problems  which  will  press  for  solution  in  the  various  states  of 
the  Union  when  they  reach  the  point  which  had  already  been 
attained  by  New  York.  It  requires  but  little  discernment  to  see 
that  before  long  New  York  will  have  reached  legallj'  the  position 
which  it  now  occupies  practically,  namely,  the  break-up  of  the 
old  general  property  tax  md  the  abandonment  of  the  idea  of 
reaching  the  individual  rather  than  the  thing  to  be  taxed. 
As  a  matter  of  fact,  most  of  the  state  taxes  of  New  York  are  to- 
day levied  upon  corporations,  transfers,  mortgages,  bonds  and 
other  economic  agencies  and  processes,  while  local  taxes  are  vir- 
tually confined  to  real  estate,  without  regard  in  either  ca.se  to  the 
individual  who  owns  the  property  or  who  gives  ri.se  i  the 
economic  phenomena.  New  York  has  departed  from  exclusive 
reliance  on  the  idea  of  individual  faculty  and  has  become  a 
good  exemplification  of  what  the  present  writer  has  elsewhere 
called  tlu  -^ofal  utility  theory  of  taxation.  What  remains  to  be 
done,  is  to  round  out  the  law,  to  make  it  conform  to  the  facts, 
and  to  see  that  the  example  of  New  York  is  followed  by  her 
sister  states.  When  that  is  accomplished,  we  shall  finally  have  a 
system  of  taxation  in  harmony  with  the  (lemands  of  modern  life. 

III.  Permanent  Slate  Tax  Commix>iions 
The  lieginnins  of  the  new  century  is  marked  b}-  the  appearance 
of  periodical   rej)orts  of  permanent   tax   commissions.     Such 
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commissions,  it  is  true,  were  not  entirely  absent  from  the  earlier 
history  of  state  finance.  Maryland  had  created  the  office  of 
state  tax  commissioner  in  187S;  New  .Jersey  had  a  board  of 
equalization  since  ISS-^,  which  was  invested  with  far  more  im- 
portant duties  than  the  ordinary  Ixjards  of  equalization;  Massa- 
chusetts had  a  commonwealth  tax  commissioner  since  1890; 
and  Connecticut  since  1901;  while  New  York  initiated  its 
state  board  of  tax  commissioners  in  1896.  All  of  these  officials 
or  boards  published  annual  reports,  which  were,  however, 
largely  formal  in  character,  and  do  not  call  for  especial  men- 
tion. With  the  beginning  of  the  new  century,  however,  a 
number  of  permanent  tax  commissions  was  formed,  largely 
in  the  Western  states,  with  broail  centralized  powers  of  ad- 
ministration. We  tlierefore  now  find  t  he  tax  problems  beginning 
to  be  discussed  from  a  larger  outlook. 

Among  the  most  important  of  these  new  ])ermanent  tax  com- 
missions are  those  of  Michigan  anil  Wisconsin.  Tyie  first  in 
the  field  was  that  of  Wisconsin  which  published  its  biennial 
report  in  1900.  In  this  rejiort  ^  the  commissioners  carry  out 
more  fully  some  of  the  suggestions  made  in  the  report  of  the 
special  tax  commission  of  1898.  A  large  i)art  of  the  document 
is  devoted  to  the  consideration  of  the  best  methods  of  taxing 
corporations.  Among  the  broader  general  questions  discussed 
are  the  separation  of  state  and  local  revenues,  which  is  warmly 
recommended,  and  the  taxation  of  intangible  personalty.  The 
Wisconsin  Commission  even  say  that  the  time  is  perhaps  not 
far  distant  when  a  better  understanding  of  these  questions 
will  be  had,  and  when  there  will  be  a  more  distinct  demand 
than  now  exists  that  much  of  the  intangible  property,  so  called, 
which  under  existing  practice  is  virtually  exempt,  shall  be  made 
expressly  exempt  from  direct  taxation.  The  commissioners 
confess,  however,  that  the\  are  not  prepared  at  the  present 
time  to  recommend  that  personal  property  be  released  from 
taxation,  putting  their  conclusion  on  the  ground  that  the  trend 
of  popular  opinion  is  not  yet  sufficiently  strong. 

The  report  of  the  Michigan  Tax  Commission  -  is  not  so  clear 
or  so  well  written  as  that  of  the  Wiscoasin  Commission,  but  is 
none  the  less  of  considerable  importance.    As  the  members  were 

'  FiTst  Biennial  Report  of  the  Wisconsin  Stale  Tax  Commission.  Madison, 
1900.— 174  pp. 

2  FirM  Annual  Report  of  the  Hoard  of  State  Tut  Comnussioners  (of  Michi- 
Bun).    Lansine.  IWl. — ItiO  pp. 
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unable  to  agree,  they  have  made  separate  reports.  The  president 
of  the  l)oard  shares  many  of  the  views  of  his  Wisconsin  friends, 
but  his  colleagues  are  content  to  let  well  enough  alone.  The  most 
instructive  part  of  the  Michigan  report  is  the  full  discussion  of  the 
valuation  of  corporate,  and  especially  of  railroad,  ]iroperty  for 
purposes  of  taxation.  The  methods  employed  by  the  commis- 
sion to  ascertain  the  value  of  the  intangible  property  of  the 
railroads  are  well  described  by  Professor  Adams  in  the  report 
of  the  Buffalo  Conference. 

Two  years  later  the  second  biennial  reports  of  both  commis- 
sions appeared,  and  proved  to  be  quite  up  to  the  level  of  tlie 
first.  The  Michigan  report '  gives  a  general  review  of  the  activity 
of  the  commission,  and  then  devotes  its  discussions  chiefly  to 
two  topics.  The  first  is  the  Ward-Ix)wrey  or  mortgage-tax  bill. 
This  w:us  an  attempt  to  introduce  the  Massachusetts  and  Califor- 
nia system  Imt  was  vetoed  by  the  governor.  The  special  rea- 
sons for  this  action,  which  really  do  not  go  to  the  heart  of  the 
subject,  are  well  set  forth  in  the  report.  The  other  discussion 
is  that  pertaining  to  the  taxation  of  railways,  under  the  Cooley- 
Adams  system,  which  is  now  familiar  to  all  students.  The 
volume  contains  many  statistical  tables,  and  will  be  of  interest 
to  those  who  wish  to  keep  abreast  of  the  latest  developments. 

The  Wisconsin  report  -  i«  divided  into  a  number  of  carefuiiy 
elaborated  chapters  including  such  subjects  a.-^  the  inheritance 
tax,  the  taxation  of  credits  in  genenu,  and  the  assessment  of 
railways  and  banks.  8ome  of  these  discussions  go  quite  fully 
into  the  theory  of  the  subject,  and  are  provided  with  copious 
references  to  the  court  decisions,  so  that  they  will  be  founil 
of  permanent  value.  The  report  is  also  noteworthy  in  that  it 
contains  for  the  first  time  in  any  American  state  document  chap- 
ters on  the  state  budget  and  on  municipal  taxation,  including 
the  whole  subject  of  municipal  accounting.  The  third  report 
of  the  Michigan  commission  appeared  in  1905,  and  that  of  the 
Wisconsin  commission  in  1007.  They  do  not  however  call  for 
any  especial  mention,  except  that  attention  should  be  called 
to  the  fact  that  the  Wisconsin  reiwrt  contains  an  interesting  ap- 
pendix of  120  pages,  by  Professor  T.  S.  Adams,  on  mortgage 
statistics  and  taxation.     Taking  it  all  in  all,  the  discussions  of 

'  Secnnit  RejwH  nf  the.  Board  nf  State  Tar.  CommisHoners  nf  Michigan. 
Lansing,  11K)3.— :{12  [)i). 

2  Second  Biennial  Rejmrt  of  the  Wisconsin  State  Tax  Commission,  Madison, 
1903.-377  pp. 
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these  penniinent  tax  commissions  of  Michigan  and  Wisconsin  are 
far  and  away  superior  to  those  published  by  temporary  l)oiUes, 
composed  of  men  who  commonly  approach  the  subject  for  the 
first  time. 

In  the  meantime,  however,  two  other  states  had  created 
permanent  tax  commissions — West  \'irginia  in  1904  and  Wash- 
ington in  1905.  The  first  report  of  the  West  Virginia  tax  com- 
missioner appeared  in  19(>b '  and  the  discu.ssions  form  a  continua- 
tion of  those  contaii.cd  in  the  interesting  rejwrt  of  tli<>  sjiicial 
West  Virginia  tax  commission  of  1902  mentioned  above.-'  Tliey 
do  not,  therefore,  call  for  any  additional  comment  here.  On 
the  other  hand,  the  Washington  report,^  which  also  ai)peared  in 
1906,  deserves  more  attention.  The  report  is  very  long  and 
takes  up  a  great  variety  of  subjects,  and  while  it  is  by  no  means 
so  carefully  written  or  so  well  proportioned  as  those  of  Michigan 
and  Wisconsin,  it  presents  some  cheering  evidenc(>s  of  jjrogress. 
The  commission  state  that  "the  general  lack  of  intelligent 
comprehension  of  the  subject  of  taxation  on  th<'  part  of  both 
laymen  and  legislators  can  only  be  regarded  with  astonish- 
ment and  regret  by  one  who  .s(>riously  tak(>s  up  the  study 
and  delves  into  its  history."  The  commission  show  that 
they  have  learned  something  frbm  delving  into  the  history, 
but  tl.ov  are  t.antalizingly  reticent  in  their  general  conclusions. 
They  declare  themselves  "unanimous  in  the  conclusions  as  to  the 
best,  most  equitable  and  economical  revenue  system,  to  be  ul- 
timately worked  out  for  the  state;"  but  they  fear  that  radical 
sugge.stions  at  this  time  will  fail  of  success,  and  they  therefore 
content  themselves  with  a  more  modest  j^rogram. 

Like  the  otiier  commissions  they  agree  that  "the  general 
property  tax  is  inad(Hiuate  to  meet  moilern  business  condi- 
tions," and  they  suggi">t  a  constitutional  amendment  to  admit 
of  the  possii)ility  of  classifying  property  and  taxing  the  various 
classes  at  d-fferent  taxes.  This  they  think  especially  important 
when  dealing  with  the  stvcalled  public-utilities  corporations. 
The  commission  hold  that  the  constitutional  provisions  found 
in  most  of  t.  e  newer  states  which  attempt  to  tax  corporate  like 

'  First  Biennial  Rejmrt  of  the  SUitc  Tax  Commii<sio7icr  of  West  Virginia 
for  the  years  VM-'t-DiJ.     Cluirlcston,  \V.  Va..  liKH).— IS  1  pp. 

'^  Supra,  V-  <>J0. 

'  First  liininiiil  Report  of  lln'  Sliile  lionrd  if  Tax  Commissioners  of  the 
Stale  of  \\'ashinijton,for  the  period  end/nij  S'oreiiilier  I,  IMXl.  Olympia,  1906. 
—357  pp. 
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individual  property  "can  l)e  attributed  to  a  lack  of  intelligent 
information  upon  the  subject  of  taxation,  and  the  result  has 
been  just  the  opposite  of  what  was  intended  and  expected."  In 
the  discussion  of  the  "  bare-foot  school  boy  law  "  '  the  commis- 
sion give  us  a  glimpse  of  what  it  considers  one  of  their  final 
ideals.  They  think  that  the  tlifficulties  of  personal  property 
taxation  can  only  be  partly  remedied  by  a  state  lx»ard  of  etiual- 
ization  and  contend  that  "the  Iwst  results  will  only  be  obtained 
by  the  separation  of  the  state  from  local  taxation." 

When  it  comes,  however,  to  the  reform  of  local  taxation  there 
is  a  difference  of  opinion  in  the  l)oard.  Two  of  the  members 
l)elieve  in  taxing  moneys  and  credits  at  a  separate  rate  of  one- 
half  of  one  per  cent.  It  may  be  noted,  incidentally,  that  tlioy 
misconceive  the  nature  of  the  new  mortgage-tax  law  in  New 
York,  which  is  not,  as  they  suppose,  an  annual  tax  on  value,  but 
a  recording  tax  paid  once  for  all.  The  third  commissioner,  how- 
ever, desires  the  absolute  exemption  of  all  moneys  and  credits 
from  taxation  and  pictures  in  glo\ving  colors  the  beneficial 
results  which  would  ensue.  The  report  contains  other  interest- 
ing material;  as,  for  instance,  a  clear  table  showing  the  methods 
of  taxing  railways  in  the  different  states.  Perhaps  the  most 
novel  part  of  the  report  is  the  discussion  on  the  budget,  for 
this  subject  has  not  heretofore  l)een  considered  in  any  of  the 
state  reports,  except  that  of  Wisconsin  mentioned  above. 
The  commission  conduile  unanimously  that  the  system  of 
separate  funds  found  in  so  many  of  our  Western  states  is  com- 
pletely wrong;  and  they  advance  some  valuable  suggestions 
about  the  depositary  laws  in  the  various  commonwealths. 
That  the  report,  however,  has  not  been  thoroughly  thought 
out  in  all  respects  is  evidenced  by  a  recommendation  that  a 
more  stringent  law  be  enacted  for  the  listing  of  personal  prop- 
erty— a  recommendation  which  is  in  flat  contradiction  with 
most  of  what  has  preceded.  The  Washington  report,  there- 
fore, is  interesting  primarily  as  an  indication  of  the  infiltration 
of  some  of  the  newer  ideas  into  the  minds  of  our  Western  admin- 

'  This  law  prox'idos  for  raieiinK  annually  a  sum  of  money  equal  to  810  for 
every  ohild  of  sehool  ajje  in  the  state.  The  tax  is  levied  on  general  property, 
and  when  the  money  is  eoUeeted  it  is  then  pro-rated  back  to  the  counties 
and  school  districts  in  proportion  to  the  attendance  of  children  in  the  com- 
mon and  hi(jh  schools.  The  intent  of  the  law  was  to  make  the  richer  dis- 
tricts contribute  to  the  sui)ix)rt  of  the  poorer  ones.  The  result  of  the  act  ia 
naturally  to  cause  the  richer  districts  to  reduce  as  much  as  poesible  the 
ofThMai  valiiadon  of  (licir  properly. 
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istrators.  That  tJu!  work  of  tho  commission  has  borne  fruit 
is  shown  by  tho  subsequent  enactment  in  Washington  of  two 
laws,  of  which  om-  exempts  from  taxation  all  moneys  and 
credits,  and  the  other  affects  the  handling  of  public  funds. 
If,  in  conclusion,  we  compare  the  tax  reports  mentioned  in 
this  chapter  with  those  of  the  preceding  decade  we  have  to 
signalize  a  steady  and  cheering  progress.  Not  only  is  a  recogni- 
tion of  the  existing  evils  becoming  more  widespread,  but  a  far 
greater  agreement  is  being  attained  in  the  <liagnosis  of  the 
malady  and  in  the  remedy  to  be  appliwl.  This  progress,  so 
perceptible  in  the  opening  of  the  new  century,  becomes  more 
noticeable  with  every  successive  year  and  has  grown  to  be  so 
marked  by  the  end  of  the  tlecade  as  to  deserve  a  separate 
chapter.  With  this  we  shall  close  the  present  collection  of 
essays. 


P 


CHAPTER  XXI 

AMERICAN    REPORTS  ON   TAXATION.     III.     1908-1911 

In  the  preceding  chapter  wo  have  summarized  the  reports 
for  the  years  HK)l-1907.  In  the  four-year  period  now  under 
review,  a  far  more  vohiminous  i)at('h  of  Ht(>rature  on  the  suh- 
jeet  api>cared.  While  we  find  reports  of  special  state  tax  com- 
missions almost  every  year,  from  1901  to  1907,  it  was  only  in 
15)02  and  1907  that  as  many  us  three  apix'ared.  In  190.S, 
however,  there  were  no  less  than  six  such  reports,  in  each  of 
the  two  following  years  iliree  more,  and  in  1911  not  less  than 
five  more.  8o  that  in  the  four-year  period  uniler  review  we 
have  seventeen  reports  as  against  twelve  in  the  preceding  seven- 
year  period. 

In  addition  to  this  unexampled  activity  we  find,  as  a  new 
feature,  the  reports  of  permanent  tax  commissions.  Permanent 
tax  commissions  or  commissioners  existed  in<lced  Ixjfore  this 
period  in  a  few  states,  l)ut  with  a  few  exceptions,  as  we  have 
seen,  their  powers  were  slight  and  their  reports  largely  formal 
in  character.  From  1908  on,  however,  not  only  were  numer- 
ous permanent  commissions  of  a  new  type  created,  but  several 
of  the  old  commissions  were  granted  increasetl  powers,  with 
the  result  that  their  reports  often  contaii  noteworthy  dis- 
cussions. 

Before  examining  tlie  special  and  the  permanent  commit  >ions, 
however,  we  shall  follow  the  plan  adopted  in  the  preceiling 
chapter  and  take  up  first  the  nmnicipal  commissions. 


I.  Report  of  Municipal  Cominimions 

During  the  period  imder  review  the  agitation  in  New  York 
continued  with  liut  little  abatement,  (^ne  of  the  rejiorts 
of  the  mayor's  commission  mentioned  in  the  last  chapter' 
it  will  ))('  remembered,  contained  a  recommendation  to  aban- 
don the  remaining  vestiges  of  the  i)ersonal  property  tax  in 
Xew  York  City.     Alsiyor  C.-iynor  liiid  no  sooner  .'issiimed  office 

'  Supra,  J).  t)23. 
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than  ho  espoused  the  scheme;  and  this  led  to  an  investigation  hv 
a  committee  of  tlie  Chamher  of  Commerce,'  vvhidi  reported 
"that  the a.ssessment  and  collection  of  jn-rsonal  taxes  under  the 
general  property  tax  law  is  trouhlesome  and  exiK>nsive  that 
the  revenue  is  small  comparativ(«ly,  and  that  the  exemption  of 
these  remaining  subjects,  while  affording  grateful  relief  alike  to 
all  classes  and  taxpayers,  would  not  sensil)lv  increase  the  bur- 
den of  ta:.ation  in  other  tlirections."  The  committee  felt  con- 
stramed,  however,  to  oppose  the  law  on  the  ground  that  it 
ought  to  l)e  applied  to  the  state  as  a  whole.  Wha.  they  feared 
w:us  a  resulting  increase  in  the  system  of  so-called  indirect  taxes 
or  special  levies.  In  a  valuable  api)endix  we  fimi  a  memorandum' 
on  the  history  and  existing  status  of  the  law  of  New  York  re- 
garding personal  taxation. 

While  the  committee  of  the  Chamber  of  Commerce  was  thus 
hesitating,  a  similar  committee  of  the  Merchants'  Association 
took  stronger  ground.-  As  the  present  writer  was  a  member  of 
this  committee  we  shall  limit  ourselves  here  to  the  statement 
that  the  report  warmly  espoused  the  project  of  the  complete 
abolition  of  the  personal  tax  in  the  city.  The  concluding  para- 
graph, however,  is  perhaps  worth  quoting: 

"  The  receipts  from  the  tax  on  j)crsonal  propi-rtv  arc  so  .small  that 
we  do  not  believe  it  will  l)e  iieres.sary  to  provide  a  sulwtitute  as  'i 
source  of  revenue.  The  resulting  increase  in  th(>  value  of  other  prop'- 
crty  Hill  m  all  probability  save  the  nimiiciiKil  trcasur\-  from  any  lo.^^s. 
Should  events  prove,  however,  that  a  substitute  is"  iietnlcd,  it  will 
surely  not  lie  difficult  to  fintl  one,  the  yield  of  which  will  be' the  de- 
sired revenue,  not  deficits,  mendacity  and  injustice." 

The  report  of  the  committee  was  unanimously  adopted  l)y  tlu; 
board  of  directors,  and  the  association  warmly  espou.sed  tlie  bill. 
Although  this  failed  of  passage  in  the  l(>gislature  by  a  narrow 
majority,  its  object  was  accomplished  in  part  by  the  passage  of 
the  secured-debts  bill  in  the  following  year;  '  anil  it  will  prob- 

'  Report  of  the  Commillir  on  Stale  ami  Muniripal  Taxation  of  the  Chamber 
of  Commerce  on  the  Hill  to  mm  ml  Section  .',  of  the  Tax  Law  in  Relation  to  the 
Exemption  of  Personal  Vroiwrtii  from  Taxation.  M;iv,  11)10.  Thi.s  report  is 
also  printed  in  the  Monthly  BulUtin,  vol.  ii.,  no.  2  of  the  Clumiber  of  Com- 
merce, pp.  20-32. 

•Report  of  the  Committer  on  Finance  ami  Taxation  of  th"  Merehnnts' 
Association  of  the  City  of  \,ir  York-  an  the  Si/slem  of  I'ermnal  Taxation. 
March  26,  1910.  This  rcjiort  was  published  in  the  .Merchants  Association 
Bulletin,  .and  alsn  Kcparatrly, 

'  Cf.  supra,  p.  (j39. 
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ably  not  he  vt-ry  loan  hrfon-  the  ()l)j('ct  of  the  agitation  will 
have  been  entirely  achieved. 

While  the  taxation  of  perst)nal  j)roperty  in  New  York  has 
almost  reached  the  vanishing  iK)int,  the  situation  in  Baltimore 
is  slightly  tlilTerent.  An  advisory  committee,  of  which  Professr)r 
Ilollaniler  was  chairman,  was  createtl  in  l'.H)7.'  The  conditions 
which  leil  to  its  apiM)intinent  were  declared  to  Ih-  the  urgj-nt  need 
for  increased  expen<litiires,  the  burtleiisome  character  of  the 
direct  ])roperty  tax,  and  tl\e  inelasticity  in  the  other  sources 
of  revenue.  The  committee  recommended  that  additional 
revenues  be  securetl  by  an  increase  in  the  licjuor  licenses,  and 
by  the  taxation  of  the  street  franchises  of  public  service  corjwra- 
tions.  They  also  suggested  an  increase  in  the  jwwers  and  the 
efficiency  of  the  Ajjpeal  Tax  Court,  the  l)ody  charged  with  the 
administration  of  the  pro|K'rty  tax,  so  ;ls  to  secure  a  continuous 
assessment  of  real  estate  "without  the  spasm  and  disturbance 
of  irregular  general  reassessments."  The  most  interesting  part 
of  the  rejwrt  is  that  which  deals  with  personal  projxM-ty.  Tlie 
so-called  Baltimore  plan,  as  is  well  known,  is  the  scheme  whereliy 
certain  securities — namely,  every  kind  of  bond  or  certificate 
of  indebtedness,  and  every  kind  of  corporate  share  other  than 
those  of  Maryland  companies — are  taxed  at  a  flat  rate  of  three 
mills.  The  adoption  of  this  plan  resulted  in  the  increase  of  the 
assessments  from  alH)ut  six  millions  in  18%  to  over  one  hundred 
anil  fifty  millions  in  1907.  This  remarkable  showing,  however, 
by  no  means  blinded  the  committee  to  the  defects  that  still 
inhere  in  the  system,  for  in  1907,  in  a  population  of  550,000  only 
2,281  individuals  were  returned  as  owning  securities.  The 
committee  tell  us: 

"  To  accept  the  testimony  of  the  city's  tax  hooks,  and  Ix-licve  that  the 
entire  individual  ownershi])  of  sucli  forms  of  wealth  is  concent  rat  ci  I 
in  "J.'iSl  persons,  is  an  impossible  .strain  iii)on  even  the  most  optimistic 
(TiHlulity.  .  .  .  The  fact  .  .  .  can  only  have  one  possil)le  explana- 
tion to  any  reasonable  mind,  and  that  is  tliat  the  existing  metiiod'^  el 
assessment  fail  to  secure  anything  like  a  thorough  return  for  purposes 
of  ta.xation  of  such  forms  of  wealth." 

Dn  the  other  hand,  the  tax  on  tangible  personalty,  primarily 
household  e(T<'(ts  and  mercantile  stocks,  worked  far  more  badly. 
The  committee  inform  us,  with  a  certain  naYvet6,  that  "few 

1  Rrjuirl  nf  the  Ailri.iDrii  Commillrr  on  Tfiriili'in  iind  Revenue  submitted  In 
the  Miii/nr  iif  Hull  in, on       Hall  i  more.  IIHJS— 1.")2  pp. 
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citizons  of  Hiiltirnorc  will  Im-  prepared  to  learn  that  the  net 
taxal)U>  l)asis  of  tauKihlc  i)roiHTty  is  aetually  less  in  1(K)8  than 
It  was  1S!>S."  In  ti.e  same  way  we  are  told  that  ihe  net  assess- 
ment of  shares  of  Maryland  corporations  owned  in  Baltimore 
fell  from  forty-one  millions  in  I'MK)  to  thirty-six  millions  in  lOOH. 
The  eommittee  therefore  advocate  the  creation  of  a  State  Tax 
( 'ommission«T  with  conctntrated  responsil.ilitv.  and  a  In'tter 
orKanization  of  tlu"  Appeal  Tax  (  oiirt.  They  iai«'  pains,  how- 
ever, to  disclaim  any  "(>ndeavor  to  draw  the  ponds  or  to  p. 
through  Baltimore  with  a  fine-tooth  coml),"  for  "such  a  pro- 
cedure is  manifestly  Utopian  in  result,  and  the  mere  effort 
to  realize  it  would  mean  a  costly,  offensive  imiuisition  that  would 
Ik-  repucuated  after  the  briefest  trial."  While  the  state  tax 
commission  was  not  appointed,  the  other  important  recommen- 
dations of  the  committee  were  adopted,  such  as  the  increased 
taxation  of  liquor  licenses,  the  systematic  reassessment  of  real 
and  personal  proiM-rty,  and  the  organization  of  the  Appeal 
Tax  Court  (m  a  professional  basis.  .Vs  a  result,  the  assessments 
of  personalty  have  slightly  increased,  but  the  increa.ses  have 
l)een  relatively  far  less  than  in  the  case  of  real  estate,  and  the 
I)roblem  is  almost  as  far  from  a  .satisfactory  solution  as  it  was 
iH'forc  the  committee  reported. 

The  Pittsburg  report  deserves  only  a  word,'  as  it  concerns 
it.self  with  the  single  cpiestion  of  classification  of  real  estate. 
Pittsburg,  as  is  well  known,  hail  retained  the  i)rimitive  classifica- 
tion into  city,  rural,  and  agricultural  projuTty.  The  committee 
of  1910  find  that  this  discrimination  jH-nalized  the  business 
interest.s  and  the  small  householder,  and  that  it  encouraged 
speculation.  They  accordingly  oppose  the  whole  system  and 
recommend  the  introduction  of  a  hill  to  alxilish  the  present 
classification,  and  to  provide  for  a  miiform  valuation  as  in 
other  American  cities.  These  reconmiondations  became  law  in 
1911. 

11.  Sixcidl  State  Tax  Commiss-inns 

During  1908  no  less  than  six  syx-ciid  state  tax  commissions 
published  their  reports.    The  first  in  order  was  that  of  Massachu- 

'  Tax  Pro/ierty  on  Full  Vnliw.  Rccominiinliitionfor  Leginlnlion  to  «/«)/i.s7i 
I'rexent  CUiKxifiralion  of  ProfHrtii  for  Tnxntion  /'iirjmxcK.  ReiHirt  />/  Com- 
mittee nil  liciil  Kxtiite  oiul  To  rut  ion,  oooroii-,1  tui  I'linintwr  of  (^o)niiii-rrr  nf 
I'ittxltiirii.  Xoremher  1(1.  nun     l'ilts()iirg,  1!»10— 7  pp. 


652 


A'.s'.S.lK.S  /.V   7'.lAMnO.V 


setts.'  Tlif  rciMirt  of  llif  nnumittcfof  HKXl'  Imtl  Ihm'ii  »h  iniuh"- 
quatc  that  tin-  m-w  CDiiiinissioM  wan  given  a  broad  s(o|m!.  'i'lic 
commission  (ind  that  tin;  m'lU'ial  proiMTty  tax  grossly  violates 
the  const  it  ulional  injunction  that  taxation  should  Ik;  "pro|M>r 
tional  and  re;usonal)le."  Concluding  that  the  existing  ilistril)U- 
tion  of  the  coriiorate  franchise  tux  is  lM)th  illogical  and  unfair, 
they  recommend  that  the  railroad,  telephone  and  telegraph 
companies  tax  1m>  retained  entirely  liy  the  <'onmionwealtli, 
and  that  tlie  street  railway  comnuitation  tax  of  I'.HHi  go  en- 
tirely to  the  localities;  that  in  the  case  of  manufacturing  cor- 
I«)rations,  a  comi)roi''ise  Im-  ado[)ted,  whereby  the  state  retain 
tlu>  iK)rtion  of  the  ta.v  represented  by  stock  owned  outside  the 
state,  but  that  one-half  of  the  remainder  only  1h'  distributcil 
to  the  places  where  the  stockhoUlers  reside,  the  other  half  to 
Ik>  given  to  the  localiti»>s  where   the  business  is  conducted. 

The  chief  concern  of  the  commission,  however,  was  with  the 
personal  projierty  t;ix.  Statistics  are  pn'sented  to  show  the 
i)reakd<nvn  of  this  system  in  Massachusetts  and  elsewhere,  and 
to  it  is  .scril)ed  the  concentration  of  personal  projH'rty  in  a 
very  small  number  of  towns.  The  commission  conclude  that 
until  the  methods  of  taxing  intangible  perst>nalty  are  changed, 
"our  tax  laWvS  will  remain  vitally  and  fundamenttdly  defective." 
Their  proposed  remedy  is  tlu;  adoption  of  the  Ponn.sylvania  or 
Baltimore  plan  of  taxing  securities  at  a  low  Hat  rate.  Conceding 
that,  except  in  the  case  of  mortgages  and  personal  property 
held  in  trust,  there  is  more  or  less  evasion,  they  adil:  "but 
even  so,  a  far  greater  pro|)ortion  of  such  projwrty  is  reaclicd 
than  in  other  .states,  ami  the  jhtsous  who  are  taxed  jKiy  a 
reasonable  rate,  which  tloes  not  produce  material  hardship. 
The  tax  is  not  looked  uiM)n  as  odious  or  confiscatory,  and  yields 
a  sub.stantial  revenue."  Accordingly  they  recommend  a  con- 
stitutional amendment  U,  iH'rmit  classification,  and  also  uru:i' 
an  increase  in  the  jwwers  of  the  state  tax  commissioner  over  local 
a.ssessors. 

The   Ohio   commission  reported  at   alxiut   the  same  tiinc.' 

1  /{( pnri  (if  the  ('i»nini,i,ii()n  on  Tnxuliou  In  iniculiyalc  the  Suhjccl  nf  TaXii- 
tiiin  anil  to  cotlijij,  nrisv  iinil  nnund  ihe  Luwn  reUUinij  thcnlo.  Boslcn,  11M)S. 
-•_':!»  pp. 

2  <"/.  xuin-n,  p.  (■>:«. 

^  Report  of  thi  llonoriirii  (^oniininiium  npimititiil  hy  lliv  (Itn-ernor  to  hirrsh- 
(/iitf  tin:  Tax  Si/.ili-ni  of  Ohio  uml  nconitnend  hiiprorrinint-t  thiTcin.  C'oliimlms. 
1(M)S.  This  report  Mppcari'il  in  two  versions,  (iiic  of  ('i2  pp..  inck'Jinn  :i  !•  t- 
tcr  of  the  Ciovernor,  iiiul  one  ol  t)4  pp.  without  this  letter. 
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Th.-y  proHont  first  a  clear  cut  lino  of  \Uv  exist  itiR  system  iiulu.l- 
iriR  the  Xiehols,  ti.e  Willis,  ami  the  Cole  laws  applying  to  ror- 
FJorations.  The  chief  ine(iualities  which  they  «liscuss  in  detail 
are  tluwe  U'tween  owners  of  real  and  ix-rsonal  proiMTty;  arnonn 
owners  of  real  estate;  amonj?  owners  of  personal  "pro|M'rty; 
iK-tween  nidividuals  and  coriwratiotis;  and  among  corporation's' 
1  hey  conc'lude : 

"That  the  Keiicral  proiHTty  tax  is  a  failure  for  jairfmses  eitli.r  of 
revenue  or  e(|uulity;  that  more  than  one-half  of  the  total  vwaltli  of  the 
Ntut<-  in  intaiinil.le  pro|M.rty  alone,  esca|K's  taxjitio'i;  that  of  iiitaiajil,l«. 
I.rofK'rty,  un.h'r  ten  [ht  ceni,  pcrha|)s  not  even  five  |ht  cent,  is  HmcI 
ontheduphcat.-s;  .  .  .  that  the  inlcrniinKliMK  of  state  and  local  ^'airrcs 
of  revenue  prcHluces  conflict  Ix^twcen  tl»-  counties,  convcaliacnt  of 
puhhc  ex[H'n(liturcs  and  a  tendency  to  cxtravaRance;  that  the  methods 
(>f  taxmR  coriHmitions  j.-e  antiquated  aril  cumlKTsomc;  .  .  .  and 
finally,  that  the  chief  sulTcrcr  from  all  these  ills  is  the  citizen  wIiom> 
|K)s.sessions  are  so  clearly  visihh'  that  no  (lcfetic<-  or  evasion  can  secure 
their  escape." 

Their  chief  recommendations  are:  a  constitutional  amend- 
ment to  iM'rmit  classification;  the  estahlislnm-nt  of  a  state  tax 
iKKird  with  considerable  |K)wers;  a  more  fre(pi(>nt  appraisement 
of  real  estate;  the  separation  of  state  an.l  local  revenues;  and 
authority  to  the  local  communities  to  secure  |)ul)licity  in  taxa- 
tion. The  report  of  the  Ohio  commission  is  al)le,'  clear-cut 
and  suceinet.  A  few  years  later  several,  at  least,  of  their 
reeoramendations  w(>re  adopted.  A  stat.-  tax  commission  was 
established,  the  (iec<'nnial  real  estate  assessment  was  changed 
to  a  qujulrennial  assessment,  and  provision  was  made  for 
.sending  to  each  ta.\payer  a  printed  copy  of  the  real  est.ite 
roll. 

A  few  months  later  followed  the  short  hut  comprehensive 
report  of  the  Louisiana  commission.'  They  were  forced,  w 
are  told,  to  the  conclusion  that  "a  general  i)ro(K'rty  tax  system. 
based  jn  a  constitutional  retpiirement  of  etiuality  and  uni- 
formity, is  vicious  and  leads  to  the  grossest  ineciualities  and 
injustice,"  and  that  "the  extent  of  this  injustice  and  equality 
in  Louisiana  is  startling."  After  adding  a  long  array  of  figures 
which  "tell  a  disla  irtening  story."  they  hold  that  the  con- 
stitutional y)rovisions  recpiiring  the  uniform  general  ])ro|)erty 
tax  "are  a  (Ielu.sion"  and  "that  this  open  and  llagrant  violation 
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of  law  must  have  a  most  pcrniiiious  effect."  They  therefore 
recommend  a  constitutional  ameutlment  which  will  permit  a 
departure  from  the  uniform  general  projx^rty  tax;  the  separation 
of  state  from  local  taxation,  which  tliey  consider  a  "fundamental 
principle";  the  creation  of  a  ix-rmtinent  tax  commission  witi\ 
powers;  the  exemption  of  mortgages;  tin?  imjwsition  of  a  true 
inheritance  tax;  the  taxation  of  salt,  sulphur,  iictroleum  and 
gas  mines,  according  to  gross  product;  the  separate  assessment 
of  land  and  improvements;  a  corporate  franchise  tax;  and  a 
cotton-future  stamp  tax.  Finally,  they  oppose  the  existing 
license  taxes.  "An  occupation  tax  on  a  praiseworthy  pursuit 
is  vicious  in  principle.  No  man  ought  to  l)e  made  to  pay  for 
the  mere  privilege  of  earning  a  living.  Theiv^  .s  no  form  of 
tax  which  provokes  such  a  flood  of  [HTJury  as  accompanies  tic 
levy  and  collection  of  these  taxes."  Three  concurring  reports 
are  made  by  individual  nienihcrs:  one  on  home  rule  in  taxation: 
another  on  the  ta.xation  of  mortgages;  and  a  th  1  on  the  neces- 
sity of  the  constitutional  amendment.  It  would  he  difficult 
to  find  in  any  other  recent  reiwrt  so  much  valuable  information 
packed  into  so  little  compass. 

Toward  the  end  of  the  year,  and  almost  simultaneously,  ap- 
peared the  reports  of  three  more  New  England  states.  The  Ver- 
mont report  '  begins  by  asse'-'^ing  "undoubtedly  there  is  in  the 
state  a  widesjjread  belic^f  that  there  is  sometlung  radically  wrong 
with  our  present  system  of  taxation."  .Vftcr  presenting  a  mass 
of  statistics  they  couchule  that  "the  administrative  provisions 
of  our  present  tax  law  an;  largely  ignon-tl  and  evatied  by  both 
the  listers  and  taxpayers."  They  declare,  however,  that  any 
radical  change  in  the  system  should  be  attempted  only  after  a 
more  thorough  and  exliaustive  inv<-stigation  of  the  conditions 
in  the  neighboring  states  than  they  have  been  able  to  make. 
Their  chief  recommendations  comprise:  a  tax  commission  with 
centralized  control,  for  "taxation  can  never  be  ecjual  in  this 
statv'  under  the  present  system  of  .assessment  by  local  boards 
of  listers,  with  nothing  but  jocal  interests  and  bias  to  control 
them";  the  separate  appraisal  of  land  anil  buildings;  the  aboli- 
tion of  the  i)ower  to  oiTset  del  s;  a  (Urect  inheritance  tax;  the 
abolition  of  the  distinction  in  the  treatnuuit  of  shares  of  domes- 
tic and  foreign  corjwrations;  and  the  reduction  of  the  savings 


'  liiparl  iif  llir  CniiniiisaiDn  on  'I'dSdlion  nj  the  Stole  of  Virmonl.     Mniitpi- 
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bank  tax  on  the  groun.l  that  it  is  "n„t  accor.ling  to  al.ility 
but  accordnig  to  vulnerability."  One-half  of  the  commission 
aJso  recommend  the  adoption  of  the  Baltimore  plan,  believing 
that  there  is  m  Vermont  no  constitutional  objection  to  its 
adoption.  A  minority  of  two  object  to  the  flat  rate  plan,  and 
recommend  in  five  lines  a  graduated  income  tax 

The  Maine  commission  '  also  tell   us  that  all  compulsorv 
listing  laws  are  a  failure.    They  find  that  "it  is  not  necessarify 
just  and  equitable  that  all  classes  of  proixTty  shall  be  taxed  in 
the  same  manner  and  all  pay  the  same  rate."    They  consider 
the  question  of  .separation  of  state  and  local  revenues,   but 
conclude  that,  notwithstanding  its  advantages,   "to  raise  all 
our  revenue  by  taxing  franchis,.s  would  teml  to  extravagant 
legisla  ion.       Recommending  the  continuance  of  a  direct  state 
tax,  although  only  at  half  rates,  they  proi)ose  that  the  tax 
should  hereafter  be  apportioned  (not   :i.s.sessed)  on  the  basis 
of  respective  land  values.     They  prefer  a  taxation  of  corpora- 
tions on  the  ad  valorem  rather  than  the  earnings  basis-  .,nd 
suggest  an  inheritance  tax,  a  reduction  of  the  l)ank  tax,  and  an 
abolition  of  the  retaliatory  provisions  in  the  insurance  taxes 
1  hey  welcome  the  adoption  of  the  Baltimore  plan  for  the  taxa- 
tion of  mortgages,  .nnd  warmly  espouse  the  creation  of  a  per- 
manent tax  commission.     Finally,  they  pay  some  attention  to 
the  legal  problems  connected  with  the  assessment  of  wild  lands 
'"'t^/^S^^''  ^^  recommend  a  stumpage  tax  on  timber  lands 
Ihe  ^ew  Hampshire  report  consists  of  two  bulkv  voliinies- 
ttie  report  proper  and  an  api^endix,  which  comprises  all  the  tax 
aws  from  l(i4l  to  the  i^resent,  as  well  as  the  laws  and  constitu- 
tional provisions  now  in  fon-e.'      Tlu;  commission  point  out 
that  the  New  Hampsliir,    system  difTers  from  that  in  other 
states  in  that  only  such  property  is  taxable  as  is  evpresslv 
enumerated.     But  that  (Kh-s  not  seem  to  make  the  situation 
any  better.    They  tell  us  that  "where  one  |XTson's  prop(«rty  is 
ii.sses.sed  at  20  imt  cent,  and  another  person's  at  250  per  cent 
of  the  true  value  in  the  same  locality,  the  burdens  of  taxation 
are  not  equally  .listributed":  moreover,  "virtually  no  regard 
whatever  is  paid  to  tla-  law  r(>.,uiring  swoni  inventories  to  be 
returned  to  the  a.ssessors."    Their  languag.-  is  not  always  cour- 
'  Report  of  tfw  }fnii,c  Tux  C<,„imi^si,„i.     Wiitcrvillc,  10()S  —01  nn 
'  Repnrt  of  Scir  llompshir,-  To.r  Com  mixtion  of  t:niS.    Conruml    1<M)S  — 
■?-<>  pp.     A,,,w,oli.r  U,  l{,,>or>  of  To.-  ( ■o,„„„sso,„  of  /;>0S.     Taxnlion  in  Sew 
niiiiipuliirc.    Conconl.  1!M)S.    -.ilHt  dji. 
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teous,  as  when  they  (luote  an  ex-govemor  of  West  Virginia  as 
asserting  "tluit  the  tax  laws  of  Ohio  are  the  most  imbecile  and 
jackassical  of  any  in  the  country."  They  also  refer  to  the 
"ostrichlike"  method  of  Iowa  and  Illinois  of  assessing  property 
at  one-fourth  to  one-fifth  of  true  value.  The  commission  con- 
sider it  "  a  needless  waste  of  time  to  discuss  at  length  the  escape 
of  intangible  personalty,"  but  they  do  not  like  the  Baltimori; 
plan  l>ecause  "in  spite  of  the  temptation  to  be  honest  held  out 
to  the  citizens  of  Maryland,  a  good  proiwrtion  of  the  intangible 
proi)erty  taxed  is  a  figment  of  the  assessors.  If  they  are  to 
guess  at  all,  it  might  as  well  be  for  the  larger  rate  as  for  the 
smaller.  The  same  opportunities  for  evasion  and  doomage 
exist  there  as  elsewhere." 

The  conclusions,  however,  are  definite.  The  commission 
recommend  the  separation  of  state  and  local  revenues,  the 
state  to  keep  three-fourths  of  the  railway,  bank  and  insurance 
taxes,  in  onler  to  obviate  the  necessity  of  any  state  tax.  They 
also  advocate  the  complete  exemption  of  money  and  credits, 
lus  in  Washington.  "  The  jx'oplc  will  not  pay  and  will  not  choose 
assessors  who  will  enforce  the  h>w.  The  doors  of  eviision  cannot 
be  closed  by  legislative  enactments."  They  propose  a  direct 
inheritance  tax,  even  though  a  constitutional  amendment  may 
Le  necessary;  take  exception  to  the  Massachusetts  scheme  of 
taxing  basiness  corporations;  and  recommend  a  tax  baseil  u])()n 
a  capitalization  of  net  inc  )me.  The  poll  tax  ought  to  be  re- 
formed by  being  made  a  fixed  tax  instead  of  lieing  treated  :'.s  a 
part  of  the  projH'rty  tax.  Finally,  a  strong  argument  is  made 
for  a  permanent  tax  commission.  A  separate  report  on  railway 
taxation  is  written  by  one  of  the  commissioners,  discussing 
in  detail  the  various  methoils  utilized  in  the  United  States. 
Three  years  later  their  recommendation  for  a  permanent  tax 
commission  was  adopted. 

It  will  jK'rhaps  not  be  entirely  amiss  to  join  to  the  rejwrts  of 
'A\c  preceding  states  that  of  the  Hawaii  commission.'  The 
,)roblems  of  Hawaii  are,  of  course,  very  different  from  those 
existing  on  the  continent,  for  as  the  commission  point  out, 
Hawaii  is  an  agricultural  country.  "Industrial  life  is  not  com- 
plicated as  yet;  and  it  is  not  easy  to  evade  taxes  on  personalty 
nor  difficult  to  find  the  property  itself."    Moreover,  securities 


'  Report  of  the  Ta.r  CommlsHinn  to  the  Gorvrmr  of  Ilaioaii,  June  30,  lOOS. 
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murtRap,  antl  promifssory  uotos  arc  not  taxal)Ie,  and  moncv 
us  taxed  only  to  tlu-  banks.  The  real  prol.leni.s  of  Hawaii  are 
therefore  those  of  the  administration  of  tiie  real  estate  tax  of 
the  so-called  '•enterI)ri^e-for-protit"  tax,  an  I  of  the  income  tax. 
The  commission  recommend  an  assessment  of  real  estate  for 
three  years  instead  of  an  annual  as.se.ssment,  as  at  present-  and 
the  abolition  of  the  eiRht-ycar  n^ntal  system,  whereby  the  selling 
value  of  liouses  is  estimated  at  eiRht  times  their  actual  rental 
value.  On  the  other  hand,  they  do  not  recommend  the  aboli- 
tion of  the  tax  on  growing  crojjs,  nor  of  the  enterprise-for- 
profits  tax.  A  minority  rep<jrt,  however,  objects  to  the  con- 
tinuance of  the  latter  as  long  as  the  income  tax  remains  in  force. 
Finally  the  commission  suggest  certain  amendments  in  the 
mheritanee  tax  and  uphold  the  poll  tax.  Taking  it  all  in  all, 
the  report  is  mo.st  int(>resting  as  showing  the  influence  of  eco- 
nomic environment  upon  fiscal  systems. 

In  the  following  year,  1900,  we  find  three  reports.     The  Dela- 
ware commission  '  call  attention  to  the  fact  that   the  state 
has  a  .sy.stem  of  separation  in  force.     Local  revenues  are  de- 
rived from  property  and  j^oU  taxes  while  the  state  treasury 
is  supiiorted  chiefly   by   corporation,   franchise  and   business 
or  occupation  taxes.    But  the  (hssatisfaction  is  still  pronounced. 
In  the  first  place,  the  state  })usiness  and  occupation  taxes  are 
entirely  too  crude.     The  conimission  suggest  in  their  stead  a 
consideration  of  the  Ontario  business  asses.sments.    In  the  case 
of  rail way.s  the  commission  point  out  that  none  of  the  existing 
laws  imposing  taxes  on  passengers,  net   earnings,  stock,  etc., 
is  enforceil,  but  that  the  taxes  are  commuted  from  year  to  year. 
The  commi-ssion,   albeit   somewhat    doubtfully,  recommend  a 
continuance  of  tiie  commutation  plan,  although  based  on  a 
better  a.ssessment.     They  also  suggest  an  inheritance  tax,  an 
increa.se  of  the  license  tax,  and  the  securing  of  an  income  from 
the  oy.ster  beds.     In  the  matter  of  local  taxation  they  refrain 
from  any  recommendations.    In  theory  the>  l)elieve  the  fairest 
tax  would  be  that  upon  incomes,  but  they  tell  us  that  in  practice 
the   attempt   to   di.scover   true   income    has   raised   enormous 
difficulties.     Finally,  they  projiose  the  creation  of  a  permanent 
tax  board.     A  series  of  apiXMidices  gives  a  history  of  taxation 
in  Delaware  and  a  survey  of  the  existing  laws. 

'  Report  of  SMIi-  Revrniic  otnl  Tiinifion  Coin  mission  of  I  he  Joint  Assembly 
of  the  Stale  of  Ddninire.    .I.iiiii.ii-v  "i.  l<tl)il.  [Ii.vtr— S!  pp. 
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The  Kentucky  reiwrt  apixvired  at  the  end  of  the  year.'  The 
commission  was  divided  into  two  groups,  one  known  its  the 
Advisorj'  Commission,  to  make  recom'^  >ndations,  and  the  other 
the  Tax  Commission,  to  frame  legishitun.  The  commission  as 
a  whole  reiwrted  that  the  Kentucky  system  is  inadequate  for 
four  reasons:  "First,  it  does  not  produce  sufficient  revenue; 
second,  it  places  an  untlue  portion  of  the  public  burden  on 
some  classes  of  projierty;  third,  it  h:us  resulted  in  driving  and 
keeping  from  the  state  a  large  amount  of  capital;  fourth,  it 
produces  evasion,  dishonesty  and  perjury,  encourages  contempt 
for  the  law  and  lowers  the  moral  standard  of  our  people."  The 
recommendations  are  a  constitutional  amendment  permitting 
classification;  a  permanent  tax  commission  with  large  jwwers; 
and  the  separation  of  sta^e  and  local  revenues.  The  report 
abounds  in  facts  showing  the  breakdown  of  the  property  tax; 
the  shifting  of  the  mortgage  tax  upon  the  borrower;  and  the 
undue  burdens  Ixjrne  by  the  farmers.  An  apjicndix  presents 
a  large  number  of  quotations  from  other  tax  commissions  and 
writers  on  finance,  designed  to  support  the  vigorous  conclusions 
of  the  commission. 

On  a  preceding  page  "^  we  called  attention  to  the  recommenda- 
tions of  the  Massachusetts  commission  of  1908.  The  Supreme 
Court  was  asked  whetlier  the  proposed  three-mill  tax  woukl 
be  constitutional;  and  when  they  reported  in  the  negative,  the 
CJeneral  Court  agreed  to  a  constitutional  amendment  to  per- 
mit such  classification.  Thereupon  a  sjiecial  commission  wis 
appointed  to  consider  the  question  and  the  arguments  on  eitl  r 
side  were  summed  up  by  Professor  Bullock  ^  and  Mr.  Matthew  .* 
The  special  commission  after  considering  these  arguments  ma  e 
a  report  in  December,  1909.°  They  stated  that  classification 
v;,    recommended  in  order  to  introduce  a  satisfactory  plan  of 


'  Tax  Reinsion.  Slate  of  Kentucky,  Tax  Commission,  Advisory  Comniix- 
xiOH,  Frankfort,  10(M>. — tr)  pp. 

-Sui>ra,  p.  G.52. 

'  Arijumeut  in  Favor  of  the  Proposed  Constiiutional  Amendment  jterniilling 
the  (lentral  Court  to  etassifi/  Properly  for  the  jxirpoas  of  Taxiitinu.  Hy 
Chrrlcs  J.  Hullock  for  the  Taxation  Coinmittw.  Boston  Chamber  of  Com- 
merce.   October  26,  HX)<I.—.")S  pp. 

'  The  ProjMscd  Amendment  of  the  State  Constitution.  Argument  of  the 
Remonstrants.    By  Nathan  Matthews,  Boston,  liHM). 

■'  Rej)ort  of  the  Commission  npjiointid  under  the  Provisions  of  Chapter  I  J? 
of  the  Re.Holres  of  l,9f),9,  to  investigate  the  Lau-s  relating  to  Taxation.  Boston, 
1000— .HO  pp. 
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taxing  machinery  for  the  promotion  of  manufacturing  enter- 
prises; m  order  to  adopt  a  proper  method  of  taxing  various  lands 
for  the  encouragement  of  timber  culture;  and  in  order  to  estab- 
lish a  more  equital)le,  productive  and  enforcible  svstem  of  taxing 
intangi))le  personalty.    After  an  examination  of  t  hose  arguments 
the  commission  conclude  againsi   the  proposition.     The  evils 
of  the  present  syst.>in,   they  think,    have   been  exaggerated 
^o  evidence  of  the  existence  of  widespread  dissatisfaction  and 
general  demoralization  has  been  prmluced."    They  contend  that 
whatever  the  shortcomings  of  the  present  .system  may  be 
the  evils  likely  to  b-  pro(hu-d  by  die  proposed  remedy  would 
be  far  worse."    These  objections  they  sum  up  jus  follows:  first 
the  three-mill  tax  would  cau.se  economic  disturbance  by  un- 
settling values  and  encouraging  capital  to  seek  foreign  invest- 
ment; second,  it  would  cause  financial  disturbance  by  reducing 
revenues;  third,  the  power  of  classification  might  be  used  to 
introduce  a  multitude  of  siK'cial  taxes  with  various  rates   thus 
threatening  the  stability  of  values;  fourth,  the  desire  to  secure 
legislative  favor,  in  th(>  form  of  reduced  taxation  would  produce 
constant  agitation;  fifth,  the  passage  of  the  amendment  would 
open  the  door  to  the  enactment  of  unjust,  discriminating  meas- 
ures, designed  to  penalize  wealth.     Appentlices  to  the  report 
contain  provisions  of  the  state  constitutions  referring  to  da.ssi- 
fication,  and  a  synopsis  of  the  recommendations  made  by  idl 
special  tax  commissions  in  Massachusetts.    The  report  of  the 
commission  was  sufficient  to  kill  the  movement  for  classification. 

The  year  1910  opened  with  a  report  from  another  New  Eng- 
land state.  The  Rhode  Island  committee,  like  its  predecessors, 
found  conditions  most  unsatisfactory.'  " The  (Jener-d  Property 
Tax  has  proved  in(>fTectual  in  producing  revenue;  unjust  because 
it  places  the  burden  upon  tlie  weak  and  unwarv  and  the  con- 
scientious, while  it  allows  the  shrewd  and  powerful  to  escape; 
inadvisable  because  it  brings  the  law  into  disrepute  and  debases 
the  morals  of  the  community."  After  the  usual  figures  to  verify 
these  conclusions,  the  committee  recommend  the  establish- 
ment of  some  form  of  effective  state  sujxTvision;  a  chussification 
of  property  with  a  low  flat  rat<'  on  certain  forms  of  intangibles; 
a  reform  of  the  corporation  tax  law  (Rhode  Island  being  one 
'  Stall-  of  Rhwk  I.-l,iiiil  ,111,1  I'mri,l,nrr  I'hnitiitiotis.  Rrporl  nf  Ihe  Joint 
Sperifil  Vommilttic  on  Ihc  Taxation  Lawx  of  Rho,le  Idund.  Providence  1910 
— lS3pp.  ' 
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of  the  few  states  which  still  oliinR  to  tli*?  primitive  method  of  the 
general  property  tax  Jis  applied  to  corjiorat  ions) ;  the  provision 
for  an  indepenilent  state  revenue  from  corporations,  and  inherit- 
ances; and  a  separate  jissessment  of  land  and  improvements. 
Each  of  these  iM)ints  is  worketl  out  in  detail  with  a  wealth  of 
figures,  of  quotations  and  a  careful  consideration  of  the  argu- 
ments on  the  other  sid(>.  The  committee,  however,  do  not  go  so 
far  as  to  advocate  local  option  in  taxation  because  they  think 
that  this  virtually  means  the  adoption  of  the  single-tax  system. 
In  two  valuable  appendices  are  contaimnl  an  account  of  the 
system  of  tax  supervision  in  each  state  and  territory,  anil  a  sur- 
vey of  the  corporation  tax  in  the  most  imiwrtant  states. 

Later  on  in  the  year  appeared  the  important  report  of  tlie 
California  commission.'  This  commission  wjis  originally  con- 
stituted in  1905,  made  its  reiwrt  in  lOfMi,-  and  prepared  a  con- 
stitutional amendment  which  was  defeated  in  1908.  The 
commission  was  then  reconstituted,  with  Professor  Plehn  as 
secretary,  and  proceeded  to  prepare  a  new  amendment.  This 
provided  for  a  complete  separation  of  state  and  local  revenues, 
the  state  revenues  to  be  derived  from  taxes  on  the  gross  receii^ts 
of  corporations,  together  with  taxes  on  banks,  and  franchises  in 
general.  The  legislature  was  to  Ix'  permitted  to  change  the  rates 
as  contained  in  the  amendment  only  by  a  three-fourths  vote,  and 
recourse  was  to  be  taken  to  a  general  i)roi)erty  tax  only  in  case 
these  revenues  might  prove  to  be  inadequate.  The  commission 
undertook  to  ascertain  in  detail  how  this  plan  would  work,  and 
entered  into  correspondence  witli  every  as.sessor  in  the  stsite. 
The  result  wa.s  an  accurate  statement  of  what  each  county 
would  gain  or  lose.  On  the  strength  of  these  statistics  the 
commission  again  called  attention  to  the  defects  of  the  general 
property  tax,  the  real  meaning  of  separation,  antl  the  objects 
of  the  new  scheme.  Incidentally  they  pointed  out  that  tlie 
system  of  state  equalization  makes  matters  worse  rather  than 
better.  In  a  separate  section  a  series  of  telling  quotations 
from  various  authorities  is  intrwluced.  It  may  be  added  that 
the  C-alifornia  conmiission  made  out  so  good  a  case  that  the 
amendment  was  adopted  in  the  autumn  of  1910.* 

At  close  of  1910  and  the  beginning  of  1911  the  commissions 


'  Rvfnrt  of  llir  Comniisxinn  on  Revenue  and  Taxation. 

-77  pp. 

■  Cf.  .si(/)m,  |).  t>:5r).' 

'  Cf.  .fiiitra,  11.  o72. 
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of  DeLiwan,«  mul  lUmlr  Island,  whose  first  reports  have  l)een 
mentioned  al)ove,'  made  supijlemental  reports  for  the  use  of  the 
new  legislatures.  The  Delaware  eommission  ^  content  them- 
selves with  reiieatinR  most  of  their  previous  reeomniendations 
hut  emphasize  esptn-ially  two  points:  first,  that  no  satisfactory 
assessments  of  property  can  ever  Ih-  made  by  local  assessors 
elected  by  the  people;  and  second,  that  it  is  highly  inexix-dient 
to  revert  to  the  discredited  scheme  of  a  direct  state  tax  on 
general  property.  The  Rhode  Island  committee'  go  more 
fully  mto  certain  of  the  ((uestions  discussed  in  the  previous 
report.  They  call  attention  to  the  fact  "tluit  the  general  prop- 
erty tax  under  which  Hliode  Island  ojierates  stands  to-day  ilis- 
credited  even  more  conclusively  than  a  year  ago."  The  com- 
mittee had  in  the  meantime  investigated  the  practical  workings 
of  centralization  in  Wisconsin  and  Minnesota,  and  apjirove  of 
it  even  more  thoroughly  than  before.  Tiiey  discuss  in  detail 
the  tax  on  corporate  excess  and  conclude  tJiat  "it  is  difficult 
to  conceive  of  a  more  complet';  demonstration  of  the  unfitness 
of  our  present  system  of  taxation  to  adjust  itself  to  conditions 
as  they  exist  at  the  present  time."  A  valuable  apiwndix  con- 
tains all  the  important  changes  in  the  tax  laws  of  tlie  various 
states  during  1009  and  1910. 

In  the  year  of  1911,  finally,  the  reports  of  no  less  than  five 
commissions  were  published.  The  sui)i)lemental  report  of  the 
Hhcde  Island  commission  has  just  l)een  mentioned,  lint  some- 
what later  in  the  year  the  committee  made  another  report^ 
rer'<*iit>ng  its  recommendation  for  a  general  corporation  tax  in 
the  shape  of  a  tax  on  the  corporate  excess  of  manufacturing 
and  l)usiness  corporations.  This,  in  their  opinion,  should  be  a 
tax  on  the  excess  valut;  of  the  corporate  proptJrty  over  and  alK)ve 
the  assessed  value  of  its  real  estate,  taagible  i)ersonalty,an(l  other 
exempted  assets.  The  committee  now,  however,  go  further 
and  recommend  the  extension  of  the  corporate-excess  tax  to 
public-utility  corporations  as  well.  They  think  that  a  tax  on 
the  gross  receipts  of  corporations  in  general  would  necessitate 
'  Cf.  mpra,  p.  657. 

'  Report  of  the  Delaivare  State  Revenue  and  Taxation  Commission.  Dover, 
1910.-13  pp. 

•'•  Second  Report  nf  the  Joint  SiH'ritil  Committee  on  the  Taxation  Laws  of 
the  Slate  of  Rhode  hlaii-l.    I'roviiiciicc,  1  <)  1 1  .—OS  pp. 

'  SjMcial  ReiHtrt  of  the  Jnint  Special  ConirniHee  on  the  Tiiinlion  Laws  of  the 
Slate  nf  Rhode  Island  to  His  F.xcelleneii  the  (loiernor.  Providenci'.  1911. — 
5x  pp. 
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many  objectionable  features  and  they  l)eliovf'  tliat  the  eorporate- 
exces8  tax  may  be  applied  under  the  unit  rule  to  praetieallj'  ail 
corporations.  A  low  rate  of  thirty  cents  on  the  hundred  dollars 
would,  in  their  opinion,  be  adequate  to  raise  all  the  necessary 
revenue  for  state  purposes,  and  they  think  that  in  this  way  a 
complete  separation  of  state  and  local  revenue  can  l)e  effected. 
This  recommendation  was  carried  out  by  the  legislature  early  in 
the  next  year.' 

During  the  early  weeks  of  the  year,  there  appeared  tlie 
reports  of  two  tax  commissions  which  are  in  .«onie  respects 
the  most  important  of  those  note<i  in  this  chapter.  The  Illi- 
nois commission,  appointed  in  1909,  was  significumt  in  count- 
ing among  its  memlx?rs  and  a.ssistants  scholars  like  President 
James  and  Professors  Mcrriam,  Kinley  and  Fairlie.  The 
report  proper  is  a  short  one,'-  containing  the  findings  and  the 
recommendations.  But  the  material  on  which  these  are  based 
consi.sts  of  two  large  volumes;  one  comprising  an  account  of  the 
Illinois  system  by  Professor  Farlie,''  and  the  other  including 
a  compilation  of  tax  laws  :md  decisions.^ 

Professor  Fairlie's  reixjrt  is  a  veritable  treatise  on  taxation, 
containing  not  only  an  historical  sketch  of  tax  legislation  in 
Illinois,  but  a  detailed  account  of  the  workings  of  the  system  in 
every  particular.  Especially  noteworthy  are  the  discussions  of 
the  undervaluation  of  real  estate,  the  assessment  of  mortgages, 
the  taxation  of  corporations,  including  an  account  of  tht^ 
Teachers'  Federation  ca.ses,  and  the  subject  of  si)ecial  taxes 
and  fees.  A  chapter  is  devoted  to  a  survey  of  the  corporation 
tax  in  some  six  or  eight  typical  states  in  this  country.  On  tiie 
basis  of  the  conclusions  reached  by  Professor  Fairlie,  the  com- 
mission present  its  finihngs,  which  may  \>e  summed  up  in  the 
statement  that  "the  terms  of  the  revenue  law  are  vmjust  in 
principle  and  unenforceable  in  practice.  The  most  deplorable 
con.sequence  is  the  demoralizing  influence  of  the  hiatus  Ix^twccti 
the  written  words  of  the  law  and  its  actual  administration." 

'  Cf.  supra,  p.  200. 

'Special  Afe.inayc  of  Chnrlcs  S.  Denccn,  Governor,  to  the  General  Annemhli/, 
Iranxmilting  the  Rejxirt  nf  the  Sj>€cial  Tax  Cominisition.  Springfii'ld,  Ii)ll. — 
:<.')  pp. 

■''  .1  Rejwrt  of  the  Taxation  and  Revenue  Si/xteni  nf  Illinois.  Hy  .Iiihn  A. 
Fairlie,  Chief  Clerk  of  the  Commission.    1!)1(). — 2").")  pp. 

*  Compilation  of  Tax  Lair.i  and  J iidieial  Deei.iions  of  the  Sla/f  of  lllinniy, 
made  hy  Albert  M.  Kalex  and  Elmer  M .  Liexsniann,  under  the  direction  of  the 
Sj>€Cial  Tax  <  DmHu.v.siOM.    Sprinutieiff,  I'M  1, — 27'.i  pp. 
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Tho  rccornniondations  arc  a  constitutional  amendment  permit- 
ting exceptions  to  the  rule  of  uniformity;  the  appointment  of  d 
Htate  tax  commission  with  strong  powers;  and  the  substitution  of 
county  for  local  assessors. 

Pennsylvania  has  long  U'cn  in  advance  of  the  other  states  in 
matters  of  taxation,  but  the  need  of  certain  further  improve- 
ments in  the  system  made  itself  so  manifest  that  when  u  com- 
mittee of  the  legislature  was  appointed  to  cunsiiler  the  revision 
of  the  coriK)rati(jn  laws,  the  duty  of  considering  possible  changes 
in  the  revenue  system  was  ad(l(>d.     After  a  short  preliminary 
report  in  the  autumn  of  IDIO,  a  full  report  was  issued  early  in 
1!)11.*     The  committee  hold   that   the  existing  separation  of 
taxation   as    l)t>tween   state   and    localities    "is   an   admirable 
feature  which  should   Im-   preserved."     After  considering  the 
questions  of  increased  revenue;  for  the  state  and  of  equalization 
of  the  burdens,  they  recommend  a  direct  inheritance  tax  with 
an  amentlment  of  the  constitution  to  jn-rmit  of  graduation;  a 
tax  at  a  flat  rate  on  anthracite  coal;  an  extension  of  the  mercan- 
tile license  taxes,  which  are  reported  to  work  well;  a  reix'al  of  the 
exemption  of  savings  banks  from  the  four-mill  tax;  and  a  rejwal 
of  the  similar  exemption  of  manufacturing  companies.    On  the 
question  ol  a  local  tax  on  the  real  estate  of  public  service  cor- 
porations the  committee  are  undecided.    On  the  question  of 
personal  property  taxation,  while  conceding  that  there  is  con- 
siderable evasion  of  the  law,  they  put  themselves  on  record  as 
against  the  proposal  to  return  to  a  local  jK'rsonal  property  tax. 
They  think  that  the  Pennsylvania  system  of  a  Hat  rate  on 
securities  works  well,  and  they  incline  to  the  opinion  that  an 
increased  centralization  in  the  assessment   of  the  remaining 
forms  of  personalty  may  accomplish  good  results.     On  this 
IX)int,  however,  they  reserve  their  decision  and  ask  to  be  con- 
tinued in  office  to  make  a  furthir  study.     Finally,  they  suggest 
the  inauguration  of  a  regular  tax  conference  within  the  state. 

A  little  later  in  the  year  apjjeared  the  report  of  the  Vir- 
ginia conimi.ssion— an  interesting  and  valuable  one.'^  The 
'  Report.  The  Jairit  Commiltcv  of  the  Senate  and  //ou.ve  of  Representatives 
of  the  Commonwealth  of  Pennsijhania  to  eonaiiter  anil  re/tort  ujmn  a  Reiision 
of  the  Coriwration  ami  Rni niw  Luw.'i  of  Hit  Commonwealth  to  the  Leffistature. 
HurriMburg,  1011  .—244  pp.  The  I'rrliminar;/  Re/iort  witli  the  same  title  was 
10  pp.  in  Icnutli. 

^  ReiH>rt  to  the  (ieneral  Assrmhht  of  Viriiinia  1)1/  the  Tax  Commixsion  ap- 
jiohit,,!  h,  make  on  liar^HanH:!,:  :>(!>:,■  S.:i,:lrr,  ,>(  \^>,r^-,np»i,  Rerenue  and 
Taxation  now  in  foree  in  this  State.     HiclKiiond,  1011 .  -IJtiO  pp. 
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report  poaitH  as  an  ideal  to  Ih'  rruflicd  the  sopuration  of  state 
and  local  revenues.  Owinp;  to  the  |M«eiiliar  diRiculties  of  the 
loeal  situation,  however,  the  commission  hold  that  the  schemi' 
is  slightly  premature  In-c-ause,  in  their  opinion,  equalization 
and  uniform  imsessment  are  prereiiuisites  to  a  complet(>  sejiara- 
tion.  They  therefore  reeominend  only  a  partial  separation 
for  the  present.  Of  more  immediate  imfwrtance  they  consider 
a  centralized  administrative  authority  in  th(>  sha|H'of  a  jHTnia- 
nent  tax  commission  to  act  as  exjHTt  adviser  to  the  state  and 
localities.  They  think  that  all  real  estate  assessments  should  In- 
made  by  trained  men  responsible  to  some  central  authority. 
To  this  central  authority  they  would  also  turn  over  the  a.ssess- 
ment  of  the  state  income  tax,  the  failure  of  which  under  present 
conditions  they  acknowledge.  Furthermore,  the  report  rec- 
omraenils  a  classification  of  property  and  a  separate  taxation 
at  a  low  rate  of  all  .securities  and  eviilences  of  debt.  With 
reference  to  the  taxation  of  public-utility  corporations,  they 
think  that  a  gross  earnings  tax  is  preferable  to  the  ad  valorem 
sytem.  Yet  so  far  as  railways  are  concerned  they  arc 
a  little  in  doubt  as  to  the  constitutionality  of  the  earnings 
tax.'  The  system,  however,  can,  they  think,  be  applied  to  all 
other  corporations.  The  Virginia  report  is  bsised  largely  on 
a  numlier  of  separate  studies  submitted  by  the  efficient  secre- 
tary, Mr.  Douglas  S.  Freeman,  which  cover  a  great  variety 
of  points  and  which  make  up  the  larger  part  of  the  volume. 

The  hist  of  the  rejwrts  that  api)eared  during  the  year  liHl 
was  that  of  Michigan.  The  commission  of  three  which  included 
Professor  Henry  C.  Adams,  is  distinguished  l)y  the  fact  tliat 
they  reported  within  the  same  year  of  their  apixjintmeiit . 
A  preliminary  report  was  made  in  Octoln'r,'^  and  the  final  report 
carrying  the  discussion  to  the  ultimate  conclusions  was  published 
before  the  end  of  the  year.'  Michigan  has  suffered  from  tlie 
same  tlifficulties  as  all  the  other  states  with  reference  to  the 
failure  of  the  general  ])roiierty  tax,  and  the  taxation  of  corpora- 
tions in  general.  The  commission  recommend  the  separation 
of  state  and  local  revenues,  although  they  recognize  the  fact 
that  their  scheme  may  not  approve  itself  to  the  legislature. 

'  These  (Joubts  now  turn  out  to  he  iinf(«in(ie<l.    Cf.  supra,  p.  270. 
'  I'ritiiiiiiiiiri/  lir/Hiii  i)f  Ihf  ('iiiiiiiiis.sniii  iif  hii/uirn  into  Taxation  of  the 
Slate  of  Mich ifja II.  lilll.   -117  pp. 


^  Iffflitrl    nf    l^ott)nii.vsintl 

1911  — .J-Spp 
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Thoy  th^n^ftin'  lulvanco  an  altcrnativt-  schomc,  the  main  feature 
of  which  is  th«!  application  to  c(ir|Mirafii.ns  in  general  of  th<>  Mas- 
siwhusetts  coriKjrate-excesw  method.  In  addition  to  these  alter- 
native plans  the  commission  suggest  an  increase  of  the  inherit- 
ance tax,  the  taxation  of  interurhan  railway  and  of  water  |X)wer 
<'ompanies,  and  the  a<loi)tion  of  the  New  York  secured-dehts 
tax  meth(Ml,'  hut  at  an  annual  rate.  The  commission  do  not 
favor  the  direct  income  tax.  Finally,  they  declare  themselves 
satisfied  with  the  present  nd  valorem  tax  on  railroads,  and 
lu'lievo  that  thes(!  corfK)rations  should  not  coinijlain  even  if 
they  are  ta.xed  at  a  higher  rate  than  other  jwisons.- 

III.  Permanent  Slate  Tax  Commissions ' 

In  the  preceding  cha|)ter  '  we  calkxl  attention  to  the  nature 
and  work  of  the  jH-rmanent  tax  commissions.  These  have  now  so 
multiplied  that  hy  the  end  of  lid  1  there  were  nc  '."ss  than  twenty 
such  organizations,  with  several  other  states?  ingtofall  into 

line.  We  saw  that  in  tlw  old(«r  states  the  refwri  ad  Ix'en  largely 
of  a  formal  and  statistical  nature.  This  is  still  in  the  main  true  lif 
the  more  recep*  rejjort  j  of  Maryland,'  Massachusetts  ^  and  New- 
Jersey/  of  which  those  issued  in  1!)1()  may  Iw  taken  as  samples. 
In  1911,  howev«T,  the  tax  conunission  of  Massachusetts  was 
requested  by  the  legislature  to  make  an  investigation  of  two 
8ubject.s — the  ta.xation  of  foreign  corix)rat ions  and  the  income 
tax.  As  to  the  first  topic,  the  investigation  was  not  com- 
pleted in  time  to  enable  the  commissioner  to  formulate  any 
eonclusions;  but  in  regard  to  the  income  tax,  the  commissioner 

'  As  to  this,  cf.  supra,  p.  tW9,  note  2. 

'  As  to  this  [MHiit,  rf.  xiiprii,  p.  2.")2. 

'  In  lillO  the  Lcuisliitivo  Hcfcrrncc  Department  of  the  North  Dakota 
l'ul>he  Library  piil)hslieil  an  i[iteie>liii)j  compilation  entitled  I'lrmmuhl 
Tax  Vommixmmx.  A  ('omiuinitirv  Diijrxt  nf  Slatr  Liyixlntinn.  Compile<l  by 
Sveinbjorn  Johnson.  Hisniarck,  1010.— %  pp.  U  includes  accounts  of 
the  einhteen  eonimissions  then  existing. 

*Sui>ra,  pp.  G42  it  .it(/. 

>  HeiwH  of  the  Tin  Vomminsioiitr  of  the  Cmiimnnwealih  of  Massachusetts. 
Boston,  1910.— .■)!):{  pp. 

'  Riimrt  of  thi-  Slali  Tax  CoinmUMonir  of  Mari/lnxil.  Ilanerslown,  1010. 
—227  pp. 

'  Tire  III  !/-sixlh  Annunl  Ri  /Hirl  of  llii-  Slolr  limnl  of  Assi-ssors  of  the  Stale 
of  Siir  Jirxi-i;  for  Ihr  i/ivr  1:H)!I.  '{"renloii.  lltlO.  2  vols.  The  ftmction  of 
this  lioard  is  liiniti'd  to  the  :i.-.<es.-^!!!ent  of  r:ulro:!d  projMTty  :»n<!  to  the  «!- 
jHTvision  of  the  capital  stock  tax  on  <-orporalions. 
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rpportK  in  favor  of  new  IcKisIation  calciilutnd  to  broaden  the 
wo|H'  of  tli«'  «'xistin.*<  inconu'  tax.' 

In  N'vw  Jersey  also,  it  is  to  \yv  noted  that  there  exi.sts  in 
addition  to  the  state  l)oard  of  assessors,  an  exeeilent  lH)ard 
of  e«|iiah/.a»ion  of  taxes  (formed  in  l!K)r>  as  the  sueeessor  to 
the  state  lK)ard  of  taxation)  to  which  is  entrusted,  anions 
other  things,  th«'  duty  of  investinatinK  tiie  methods  adopted  hy 
loeal  assessors  and  of  rerommen(hnK  changes  in  tax  laws  to  the 
legislature.  Since  its  inception  it  has  made  many  valuai)ie 
suKRestions.  Takinn  udvautaKe  of  an  act  of  1!KW  the  Imard 
ordered  separate  a.ssessment  of  lan*i  values  and  of  improvements 
to  he  irade,  aTid  have  for  .some  ^cars  been  givinK  the  n>8pective 
figures  for  t-ach  taxinj?  district.  In  the  rerwrt  for  1910=  the 
ho;ird  call  attention  to  the  two  fimdamental  weaknes.seH  in  the 
administration  of  the  local  Reneral  fjrojH'rty  tax:  (1)  the  use  of 
the  taxing  districts  as  the  unit  for  assessment  purjHJses;  and  (2) 
the  election  of  assessors.  As  t(i  the  last  point,  they  .say  that 
"the  th<H>ry  may  he  highly  attractive,  hut  it  does  not  stand  the 
test  of  i)ractical  operation,"  and  they  demand  th»'  employment 
of  small,  non-parti.san  hoards  of  assessors  to  he  apiwinted  by  the 
government.  As  to  the  first  point,  they  recommend  that  a.s.sess- 
rn(>nts  should  be  made  in  future  by  counties  instead  of  by  dis- 
tricts. In  the  repcjrt  for  1911  they  repeat  this  important  recom- 
mendation and  also  advise  the  classification  of  taxation  by  the 
imposition  of  specific  taxes  on  distinctive  cla.s.ses  of  pioperty.^ 

In  the  reiMirts  of  the  other  older  commissions  of  the  Eastern 
states  we  finil  a  little  more  than  formal  discussion.  Thus  in 
New  York  the  last  rejiort  of  the  tax  commissioners^  deals  pri- 
marily with  the  various  theories  underlying  the  as,sessment  of 
franchises,  and  suggest  greater  uniformity  in  corporation  assess- 
ments, as  well  as  a  further  cla.ssification  of  personal  i)ro{H'rty. 
The  last  report  of  the  Connecticut  tax  commis-sioner  '  is  also 

'  AhsfracI  of  the  Annunl  Report  of  thr  Tax  Commissioner.  Boston,  ii)l  1. 
-2\  pp 

'  Sixth  A  nil  ual  Rrimrt  of ,  Hoard  «/  Equnlizntinn  of  Taxes  of  Sew  Je'si'i/, 
for  tlu-  ijifir  cnilitid  Oct.  .it,  IIJIO.     Trenton,  liHO.— )2S  pp. 

KSnrnth  Annual  Hii>orl  of  the  lioaril  of  Equalization  of  New  Jitneij, 
1011.— 12:5  pp. 

*  Annwil  He/iort  of  thr  Slate  Bouril  of  Tax  Commist^ioners  of  the  State  of 
Xeir  York-.  Albany.  1<)1(),  :V_M  pp. 

*  Reimrt  of  the  Tax  Commissioner  for  liieniiinl  I'eriml  1!)0!)  and  llllH. 
ineliidini)  the  JirM  Quwlrenninl  Stiilement  of  I'rojnrlii  exempted  from  Taxn- 
iion.    Hartfiir.i,  irilO.     i.'jt  pp. 
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les.^  formiil.    In  his  provious  hionni.il  rciH)rt  the  tax  rornniissioncr 

hml  lulvtTti-d  to  tl vilsdf  tlir  ix.ll  and  inilitary-.'ommutation 

taxcH,  and  lia<l  rccurtinn'ndfd  tlic  x-panitc  valuation  of  land  and 
hiiildinKs  an  incrrasc  in  the  inluritanr."  tax,  with  the  adoption 
of  r>r<)vi-ii()ns  <lcsi|rncd  to  avoid  doulilc  taxation,  and  various 
chauKt's  in  the  insuranrc  taxes.  In  the  most  n-ccnt  rt'iM)rt,  uliih> 
n'jH'atinR  some  of  tliisc  n-conimcndations,  he  calls  attention  to 
the  fact  that  the  complete  sejiaration  of  state  and  local  revenues 
hiw  broken  down  in  ( 'onnecticut,  in  so  far  as  tlu  siM'cial  taxes  no 
longer  suffice  for  state  puriM)s(  s.  The  state  proiMTtv  tax  which 
had  lMH>n  susfH'nded  since  iS!K)  was  a^ain  !iutliorize<l  in  1!KM), 
althouKh  at  a  low  rate.  The  coujmissioner,  however,  advort.s 
to  the  evils  of  the  old  system,  and  rei'ommends  the  adoption 
of  the  O-epon  or  apportioninent-l)y-ex|H'nditure  plan.  He 
also  urK>  .,■  creation  of  a  state  boartl  of  finance  emiM)wered 
to  pa.s.s  u  ,a  the  appropriations  and  expenditures.  The  tax 
commissioner  of  Connecticut  is  anionn  the  ablest  and  most 
l)roKressive  of  the  modern  American  officials. 

Liirgely  formal  in  character,  anain,  are  the  re|x)rts  of  the  In- 
«liana  ami  North  Carolina  commissions,  which  are  likewi.se  of 
fairly  long  standing.  The  Indiana  re|)ort  of  1<.M)7  '  character- 
izes the  ius-sessment  of  poll  taxes  as  disgraceful,  hut  calls  esjK'cial 
attention  to  the  good  results  that  have  ensued  in  the  increa.sp 
of  personal  prop<Tty  values  from  the  aiuuial  coi  icrence  conven- 
tions with  all  the  county  and  township  assessors.  The  litU8  re- 
port of  the  North  Carolina  commission  freorganizcd  in  its  pres- 
ent form  in  190"))  -  recommcmls  a  constitutional  amendment  to 
permit  segregation  of  revenue,  and  ascribes  the  failure  of  the 
inheritance  tiix  to  bad  administrative  methods.  The  report  of 
1910,  however,  contains  nothing  but  statistics. 

We  now  come  to  a  group  of  more  recently  cr(>ated  commis- 
sions, primarily  in  the  South,  where  we  find  more  than  merely 
formal  reports.  The  first  report  of  the  U'est  \irginia  commis'- 
sion  has  been  mentioneil  above.^  The  secon<l  report,'  after  an 
interesting   discussion,    recommends   a    constitutional    amend- 

'  liienuinl  Rc/xnt  of  the  Inili'ina  Sfiile  Hoard  of  Tax  Coniini^sioners. 
IniiiaiKiixjiis,  1!K)7,  pp.  1  IS.  I'roi-mliiKjs  of  the  Imlinnn  Stiih-  tioiinl  of  Tax 
CommUsionvrx.    IrKliiinapoli.-i,  lOOS. — 17S  pp. 

»  Ri/mrt  of  Ihr  Cori»folioit  Coiiii/iif:>iio)i  o.s  n  Hoard  of  Stotf  Vox  Coriimia- 
niouim.    Uiili'iirh,  1908. — 2(m  pp. 

'  Cf.  supra,  p.  6-1.'). 

*  Srrnrul  /<!>>!.'!!'.'/  Rr'mr!  '.if  !hc  S!l!!l'   Tar  ^'.■.•.■.•.•.•.•.■;.:.;;.-!.-./r  .;f  U'i-,-.'    I'lr.uVj'.-j 

for  the  years  l!H)7-t!H)S.    Cliiiricstoii,  I<H),S.— .-{SI  pp. 
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ment  to  pt-rmit  of  classificiilioii,  a  production  tax  on  oil  and  Rar, 
and  various  Chanel's  in  tlio  corporation  and  inheritance  taxes. 
The  third  reiwrt  for  11)10,  makes  a  more  vigorous  demand  for 
constitutional  revision.  The  greater  jiart  of  the  report  is  con- 
.■erned  with  the  (juestion  of  classification.  In  Texas  also  the 
tax  commissioner  (created  in  190a)  calls  attention  to  "the  anti- 
quated sj'stem  of  the  general  jiroperty  tax  "  and  discusses  at 
length  the  cjuestion  of  separation  and  of  centralization,  both  of 
which  he  approves.'  Incidentally,  he  calls  attention  to  the 
failure  of  the  .state  intangible  tax,  first  levied  in  l'J07.  In  1910 
the  i^rowing  dissatisfaction  reflected  itself  in  a  rejiort  of  the 
Busines  Men's  Association,^  which  declared  that  "our  revenue 
system  is  rigid  and  stupid,  and  is  not  sufficiently  elastic  to  nu  et 
changing  conditions."  Finally,  attention  may  he  called  to  the 
Alabama  commission  which  was  cr(>ated  in  1907  as  an  evolution 
out  of  the  "Back  Tax  "  commission.  The  indings  of  this  com- 
mission are  noteworthy  as  being  "conclusive  on  all  her  officials 
and  as  binding  unless  changeil  bj-  a  court  of  competent  jurisdic- 
tion." In  their  report  for  1909,^  the  commission  state  that  the 
result  of  the  year's  work  has  not  been  altogethci-  satisfactory. 
In  the  next  report,  for  1910,  they  t<'ll  us  that  the  progress  has 
been  more  encouiaging.  As  a  matter  of  fact,  however,  tlie 
commission  seem  not  to  have  u.sed  their  powers  very  effeetivel.,-. 
Xext  in  order  is  to  be  noted  the  Michigan  board  whose  earlier 
.sports  have  been  discussed  above.^  In  their  report  for  1908  ' 
attention  is  called  to  their  ef^'orts  to  improve  the  assessment  of 
mortgages  by  invesiigatit)n  in  the  adjoining  states.  They  sadly 
confess,  however,  that  the  evasion  is  still  very  great.  They  also 
discuss  at  some  length  the  assessment  of  vessel  projx^rty.  In 
the  sixth  rei)ort,  of  1911,  they  deal  j)rimarily  with  the  sui)jcct 
of  railroad  taxation;  anil  a  separate  j)aper  l)y  one  of  the  com- 
missioners calls  attention  to  the  fact  that  the  "ingenious  Coolcy- 
Adams  method  does  not  entirely  fill  all  tiie  reiiuirements  of  the 


'  Third  AidiuiiI  Rcfutrl  of  the.  Tn.t  Comini.s.siontr  af  the  Stale  of  Teiox  for 
thi  year  litOS.    .Austin,  li)()S.— 10.")  pp. 

^Td.r  liirixio/i.  UejMirt  of  Committee  on  Tointion.  Texas  Commerrini 
Sirre/arii s  and  liii«inesx-M(  ii's  Afinrintion.     Fort  Worth,  1910. 

'  RejMirl  of  the  Slate  Tax  Co/nmiKsion  of  Alabama  for  luc  year  ending  Seji- 
temlier  .it),  UHiU.    \if)ril(ionicry,  KtlO. — 7.")  pp. 

*  Supra,  •'  044. 

■'■  Fifth  lieiMht  of  the  Board  of  SUite  Tax  Commissioners.  Lansing,  1909. 
—391  pp. 
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case."     In  the  meantime,   it   may   be  mentioneu,   Mit-Jiigan 
adopted  the  mortgage-recording  tax  in  1909. 

Another  and  more  interesting  group  of  ref)ort  4  comprises  Miose 
of  some  of  the  Western  and  Northwestern  .-itates,  where  greater 
progre.ss  has  ]>een  made  in  the  direction  of  cent raUzat ion  of 
asses.sment.     Of  these  periiaps  the  best  is  Wisconsin,  whose 
l)iennal  reports  have  always  attracted  consi(ieral)ie  attentior, 
The  report  of  1909  -  well  maintains  the  reputation  of  tiie  com- 
mission.    We  are  tohl  that  so  far  as  the  projKTty  tax  is  con- 
cerned, local  assessments  "did  not  improve,"  and  "it  is  ([uite 
apparent  that  we  are  fast  drifting  away  from  tiie  assessment  of 
IM'rsonal  property  and  towards  a  tax  on  land  only."     The  com- 
mission declare  that  there  can  be  no  material  reform  in  taxation 
methods  until  the  election  of  a.s.sessors  by  the  locality  is  aban- 
doned, and  they  state  frankly  that  the  establishment  of  the 
tax  commission  and  the  creation  of  county  supervisors  of  assess- 
ment have  not  proved  a  remedy.     "Things  are  getting  wo^^^ 
instead  of  better."    They  discuss  tli<"  income  tax,  but  are  doubt- 
ful about  its  efficiency  for  states  purposes.    They  call  attention 
to  the  exemption  of  mortgages  from  taxation  and  recommend 
that  the  policy  adopted  in  Wisconsin  be  extended  to  all  intangi- 
ble property.     In  the  discussion  of  corporate  ta.xation  they 
advocate  an  extension  of  the  unit  rule.    An  appendix  by  one  of 
the  commissioners  lays  emphasis  \\\wn  the  failure  of  local  self- 
government,  and  the  need  of  a  constitutional  amendment  to 
secure  further  centralization  in  assessment.    The  fifth  reiiort,'' 
which  appeared  just  before  the  enactment  of  the  state  income 
tax  1  iw,  discusses  that  matter  at  some  length,  and  also  devotes 
special  attention  to  the  taxation  of  life  insurance  companies 
and  to  the  nd  valorem  system  of  railway  taxation. 

In  Minnesota  the  first  report  of  the  commission,  created  in 
1907,  is  noteworthy  in  that  it  contains  comparatively  few  sta- 
tistics and  a  great  deal  of  discussion. '  This  is  due  largely  to 
its  chairman.  Professor  McN'ey.  The  report  includes  a  com- 
prehensive statement  of  the  history  and  present  methods  of 

'  Cj.  Kupra,  p.  (i4.3. 

'  Fourth  Biennial  Report  of  the  Wisconsin  Tax  Commission  to  the  Governor 
and  Legitilat lire.    M;iiiison,  1(K)0. —  i/Tpp. 

'  Fifth  Biennial  Re/iort  of  tlieWiitrnnsin  Tax  ("ommis.'iion,  Miuli.son,  li)ll 
—230  pp. 

•  Fir>it  Biennial  Report  of  the  Miiinexola  Tax  Com  miss-ion  to  the  Governor 
and  Legislature  of  the  .Slati  of  M innesotii.     St.  Paul,  KtOS.— 27!)  pp. 
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the  Minnesota  system  as  well  as  a  summary  of  the  work  ac- 
complished l)y  the  commission.  We  find  the  usual  facts  and 
allegations  about  the  inequalities  of  tlie  tsix  system.  Among  the 
remedies  considered,  the  commission  think  that  separation  is 
not  so  effective  as  centralization.  With  reference  to  corpora- 
tions a  special  chapter  on  railways  concludes  in  favor  of  the 
gross  earnings,  rather  than  of  the  ad  valorem,  tax  and  holds 
that  Wisconsin  and  Michigan  have  taken  retrograde  steps. 
.Among  other  interesting  discussions  are  those  of  the  timber 
tax,  the  tax  on  iron  ore  lands,  and  on  inheritances.  The  com- 
mission v.)i(e  their  conviction  "that  the  general  property  tax, 
as  applii.a  to  ixTsonal  property,  can  never  be  a  success  because 
fundamentally  wrong." 

In  their  second  (1010)  report,  which  is  a  volume  of  almost 
TiOO  p:iges,  they  revert  to  some  of  the  earlier  discussions.  Thoy 
frankly  declare  that  the  law  requiring  taxation  of  property  at 
its  full  value  "is  a  dead  letter,  a  still-V)orn  statute,  unenforced 
and  unenforceable.  Any  attempt  to  comply  with  its  provisions 
would  be  revolutionary."  Separate  chapters  are  devoted  to 
almost  every  phase  of  taxation,  including  the  income  tax. 
The  commission  conclude  that  "an  income  tax  in  Minnesota, 
would  not  prove  any  more  equitable  or  satisfactory  than  the 
present  personal  i)roperty  tax."  Among  their  many  recom- 
mendations they  lay  emphasis  upon  a  change  in  the  basis  of  as- 
sessment from  full  value  to  fifty  i)er  cent,  and  upon  the  replace- 
ment of  local  by  county  assessors.  Two  interesting  chapters 
on  the  COS+  of  government  and  on  municipal  receipts  and  dis- 
bursements are  contributed  by  Dr.  R.  H.  Hess. 

The  Kansas  commission  wits  created  in  1907  and  at  the 
end  of  1008  it  made,  as  required  by  law,  two  separate  reiwrts,' 
one  to  the  governor  thirty  days  l)efore  the  convening  of  the 
legislature,  and  oni'  to  the  legislature  on  its  ojX'ning.  Tiie  reiM)rl 
proper,  to  the  governor,  containing  an  account  of  what  has  l)een 
acconn)lished,  gives  interesting  figures  showing  that  the  re- 
sult of  the  commissioti's  work  has  been  to  incretise  ius.sessments 
about  sixfold.  Incidentally  they  ascertained  that  in  a  certain 
county  assessments  varied  from  2'  2  to  76  per  cent  of  tlie  prices 
for_  which  the  proiM-rty  was  sold  during  the  same  yenr.  As 
contri'iuting  to  the   increase   in   ass"ssmcnts   the  commission 

'  First  Report  to  Hit'  Ln/isldliin-  /<//  Iht  Tar  ('omniin.vnii,  SliUc  of  Kansas, 
JanuanjU,  1U0<).  Tiipi'ka,  1!H)S. -.")<)  pp.  h'irst  Rvimrt  of  the  Tax  Commis- 
sion, Slate  of  Kansas.    Topeka.  1908. — pp.  357. 
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give  credit  to  tlic  coiifcrfiicc  <'()nv(Mili(.ns  with  I  he  county 
lussessors,  the  procccdiiiRs  of  which  arc  i)ui)M.she(l  unnually.  In 
the  rc|)ort  to  the  IcRislaturc  containing  recommendations,  the 
commission  acknowledge  tiie  weakness  of  the  general  proi')erty 
tax  but  doubt  whether  present  public  sentiment  in  Kansas  is 
quite  ripe  for  a  cliange.  They  take  strtuig  ground,  however,  in 
favor  of  chussification,  and  look  forward  to  a  svstcm  of  sei)ara- 
tion  of  state  and  local  revenues.  Taking  it  all  "in  all,  the  report 
of  the  Kansas  commission  is  one  of  cheering  progress. 

The  second  bieimial  reports  for  1911  are  brief  but  equally 
good.  The  report  to  the  governor  summarizes  the  work  done 
by  the  commission;  the  report  to  the  legislature  calls  attention 
to  the  fact  that  the  l(>gislature  enacted  the  majority  of  the 
earlier  recommendations  but  that  there  still  remain  for  consider- 
ation the  problems  of  separation  and  of  classification.  As  to 
tiiese  the  commission  make  as  yet  no  definite  recon  nendations, 
although  they  show  their  favonil)le  inclinati  -i.  Finally  the' 
emphasize  the  great  improvement  in  ass^  lents  that  has 
taken  place  under  the  reform  system.  Kan.  .s,  like  Indiana 
and  a  very  few  other  states,  publishes  regularly  the  proceedings 
of  its  conference  conventions  with  the  local  as.-^essors. 

Exceedingly  advanced  is  the  Washington  commission.  In 
their  first  biennial  rejwrt  of  li)()7  considered  at  some  length 
above/  they  made  a  large  number  of  recommendations,  most  of 
which  were  adopted,  with  the  excejjtion  of  the  constitutional 
amendment  providing  ."or  clas.sification.  In  the  second  rei)()rt, 
for  1908,  the  commission  revert  to  their  scheme  of  classification,' 
as  well  as  to  that  of  separation,  and  maintain  that  opposition  to 
the  projects  "can  come  only  from  those  who  confine  themselves 
to  theories,  and  take  no  account  of  the  exi)erience  of  other  states 
and  countries."  In  the  third  n'i)ort  -  they  emphasize  the  good 
results  of  the  annual  conventions  with  local  assessors,  and 
.again  lay  stress  upon  the  need  for  constitutional  changes. 
"The  })est,  fairest  and  most  popular  .><yst ems  of  taxation  em- 
ployed in  the  United  Stat(>s  to-day  are  found  in  the  states  whose 
constitutions  are  either  free  from  any  provisions  upon  the  sub- 
ject of  taxation  what(>ver.  or  which  are  sutlicit-ntly  liberal  to 
permit  legislative  freedom  in  the  enactment  of  laws." 

We  come  finally  to  four  commissions  which  have  just  made 
'  Suprn,  p.  t)4."). 

=  Thiril  liivnnwl  Rc/iorl  of  the  Sluli   lioiinl  <i(  Tnr  Cnmmi.ssioiienf  for  the 
Period  indiiKj  SciUciiiltir  .Ui,  lUKi.    (  Mynipia,  101 1  —Lit;  pp. 
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their  first  report.  Tlic  Ohio  reix)rt  '  is  a  httle  more  than  a  rc- 
jwrt  of  progress.  Th(>  cotnniission,  however,  lay  emphasis  on 
the  fact  that  tliey  are  invest (hI  with  the  duty  of  supervising 
the  new  quadrennial  appraisements  of  real  estate,  and  devote 
a  considerable  space  to  a  tliscussion  of  the  new  corporation 
tax  laws,  calling  attention  to  certain  suggested  changes.  While 
the  Arkansas  commission  -  is  also  invested  with  the  duty  of 
supervising  and  e(iualizing  assessments  and  making  recommen- 
dations, it  is  jK'rhaps  not  to  he  wondered  at  that  Arkansas  is 
not  up  to  the  level  of  some  of  the  states  in  the  Northwest. 
Although  the  rejxjrt  contains  al)undant  figures  to  show  the 
shocking  inequalities  of  the  existing  system,  and  is  full  of  plat- 
itudes as  to  justice  in  ta.xation,  the  commission  Ixilieve  that 
all  that  is  needed  will  he  new  laws  compelling  .  ssments  at 
full  values.  This  is  practically  the  position  takt?>  some  years 
ago  by  the  Kaasiis  special  commission.  Perhaps  after  a  few- 
years'  experience  fiscal  opmion  in  Arkansas  will  approach  that 
of  Kansas,  not  to  speak  of  the  more  progressive  states. 

The  Oregon  report  is  in  some  resix'cts  the  most  noteworthy 
of  all.'  The  report  informs  us  how  the  commission  came  to  be 
created.  It  is  well  known  '  that  in  1001  Oregon  provided  for  the 
abandonment  of  the  apportion.nent  of  state  taxation  accord- 
ing to  county  valuations  and  adopted  the  apportionment -by- 
expenditure  biusis.  The  ♦mie  when  this  should  become  effective 
was,  however,  successively  postponed,  first  from  1905  to  liHO, 
and  then  to  1012.  In  the  meantime  a  method  of  apportionment 
by  a  fixeil  tai)le  of  ratios,  based  on  the  assessed  valuations  of 
the  five  years  preceding  1901,  was  onactod  in  1907.  In  1909 
this  was  declared  unconstitutional  in  the  Yamhill  County  case, 
the  principle  of  which  substai  *ially  included  the  apportionment- 
by-exjienditure  .scheme.'  It  therefor(>  became  necessarj'  to 
provide  for  an  emergency  mea.sure,  and  the  law  of  1909  provided 
for  a  lM)ard  of  state  tax  commissioners  to  e(iualize  count} 
valuations  and  to  assess  public  service  corporations. 

The  state  board  did  what  they  could  and  report  that  they 

'  First  Arinunl  Rtjmrt  nj  the  Tiix  Coniinixsioii  of  ().  to.  Columbus,  I'tll. 
— 1{)2  pp. 

•First  liiciininl  Rrpnrt  of  tlif  .\rl:(ntsns  Tax  Coninn'siion  for  thv  Pvriod  hi- 
tmen  Mni/  S.  HXJIt,  drill  DrcnnlHr  II),  lf>IO.     Little  Hock,  liUl.— S.')  (i|, 

"  First  liiiiiiiiiil  Ri  jiorl  of  tin-  lioonl  of  Slntt'  Tax  Cornniissionirs  to  tin 
Lifjisliitirv  Assimlib/  of  the  Stall-  of  Orcfjon.    8alCTn,  1911. — 130  pp. 

*  (f.  sui>rii.  p.  362. 

Hy.  suiiro,  p.  303. 
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have  accomplished,  at  all  events,  some  approximation  to  equal- 
ity.   But  that  they  much  prefer  tiie  other  jjian  is  evident  from 
their  recommendation  of  a  constitutional  amendment.     Such  an 
amendment,  together  with  another  amendment  making  possible 
the  separati(  •!  of  state  and  local  revenue  and  the  cla.ssification 
of  property,  wtus  defeated  at  the  autumn  election  of  1910.     The 
board  held,  however,  "that  this  result  is  due  entirely  to  the  fact 
that  their  purpose  and  the  wisdom  of  their  enactment  were  not 
fully  understood  and  appreciated."    They  therefore  reconuneiid 
a    resubmission   of   the   amendments.      Especial    attention    is 
called  to  the  adoption  by  a  narrow  majority  of  the  new  con- 
stitutional amendment  which  was  urged  not  by  the  l)oard  but 
by  the  single  taxers,  who  made  a  remarkable  campaign  and 
who  spread  broadcast  thousands  of  copies  of  a  pamphlet  pub- 
lishetl  under  the  auspices  of  the  Joseph  Fcls  Fund.'       fhe 
board  inform  us  that  "this  measure  aiipeared  on  the  ballot 
under  an  attractive  title  and  later  discassion  discloses  that 
its   purpose  was  not  fully  understood."     T'ey  object   to  it 
first,  iM'cause  it  deprives  the  legislature  of  the  right  to  enact 
l.-nvs   regulating  taxation  throughout  the  state;  and  second, 
becau.se  the  so-called  "local  option"  may  lead  to  grave  dis- 
order.    The  iMjard  also  recommend  a  development  of  the  in- 
heritance tax,  the  adoption  of  the  New  York  .system  of  mortgage 
registration  tax,  and  the  extension  of  the  new  system  to  certain 
other  corporations.     In  view  of  the  interesting  and  peculiar 
situation  in  Oregon,  the  report  should  receive  wide  attention. 
It  may  be  mentioned  that  in  the  autumn  elections  of  1912  the 
"local-option"    constitutional    amendment    was    repealed;    on 
the  other  hand  the  two  amendments  providing  for  apportion- 
ment by  expenditure  and  for  classification,  which  were  resub- 
mitted, were  again  defeated,— but  by  such  very  narrow  margins 
that  they  ought  to  prevail  after  a  further  cami^aign  of  education. 
Of  considerable  interest  is  tiie  first  report  of  the  New  Hamp- 
shire commission  ^  created  as  a  result  of  the  recommendations 
of  the  special  tax  commission  rcfcrre<l  to  above.'*     Their  most 
.significant  power  is  that  of  supervision  over  the  action  of  local 
officials.    At  the  time  that  the  first  report  app(\tred  the  com- 
mission had  not  yet  found  t  ime  to  initiate  this  work.    They  limit 

'  People's  Power  and  Piihlir  T(unlum.  —  V2S  p[). 

'First  Annual  Report  of  the  Sew  llamp-fhire  State  Tax  Cmnmission. 
Concord,  N.  H.,  1911.— C<)  pp. 
'  Supra,  p.  (').').5. 
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themselves,  uccordingly,  to  :i  study  of  the  general  problem.  The 
rejxjrt  emphasizes  the  fact  that  the  chief  cause  of  the  underval- 
uation of  property  is  the  state  proiK'rty  tax;  and  the  commission 
look  forward  to  the  separation  of  state  and  local  revenues.  They 
mention  with  approval  the  recent  exemption  of  mortgages  from 
taxation,  and  consider  as  of  the  first  imjxjrtance  the  adoption 
of  a  constitutional  amendment  jK'rmitting  the  classification 
of  property  and  the  introduction  of  a  graduated  scale  in  the 
inheritance  tax. 

IV.  Conclusion 

From  the  above  survey  several  facts  stand  out  prominently. 
In  the  first  place,  the  dissatisfaction  with  the  general  property 
tax  and  the  recognition  of  the  eviis  connected  with  the  assess- 
ment of  personalty  have  now  become  well-nigh  universal. 
Whereas  formerly  they  appeared  in  only  a  few  states,  they 
are  now  expressed  by  every  one  of  the  special  state  tax  com- 
missions without  exception,  and  by  almost  all  the  permanent 
tax  commissions.  Since  a  recognition  of  the  evils  to  l)e  over- 
come is  the  first  condition  of  progress,  this  may  be  considered 
a  substantial  advance. 

In  the  second  place,  there  is  a  growing  recognition  of  the 
weakness  of  the  local  assessment  of  pro[)orty,  whether  real  or 
personal.  What  Sidney  Webb  has  recently  called  the  "Ameri- 
can anarchy  of  local  autonomy"  is  slowly  Ixung  recognized  by 
the  administrative  oflficials  themselves.  Nothing,  perhaps,  has 
been  more  cheering  during  the  last  few  years  than  the  progress 
of  centralization  of  assessment  and  the  creation  of  permanent 
commissions  designed  to  cope  with  this  evil.  The  movement 
h:is  only  just  begun,  and  from  its  continuance  much  may  be 
expected  in  the  future. 

In  the  third  place,  there  has  teen  a  great  spread  of  the  idea 
of  the  separation  of  state  and  local  revenues.  In  most  of  the 
rejxjrts  we  find  a  recommendation  of  its  advisability,  and  in 
some  states,  like  California,  tlic  recommendations  have  been  ac- 
tually enacted  into  law.  The  discission,  however,  has  not  yet 
proceeded  far  enough  to  show  some  of  the  limitations,  or  rather 
the  conditions  of  the  refo  n,  and  the  movement  away  from 
complete  separation  which  is  reflected  in  the  Connecticut  report, 
and  in  the  more  recent  discussions  in  Ohio  and  New  York, 
deserves  earnr'st  attention. 

Fourthly,  t  he  discussion  of  possible  substitutes  for  the  persona) 
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property  tax  has  only  jast  commenced.  In  several  of  the  states 
c  assification  is  suggested,  but  in  others  it  is  not  favored.  Almost 
all  the  commissions  in  states  with  rigid  constitutions,  however 
are  m  favor  of  relaxing  the  constitutional  prohibition.  The 
Massachusetts  report  to  the  contrary  is  due  largely  to  local 
coasiderations  which  would  not  be  apt  to  prevail  in  the  other 
states. 

Finally,  perhaps  the  most  encouraging  results  of  the  last 
decade  have  lx!en  the  increasing  attention  given  to  the  prol)lem- 
the  great  improvement  in  the  character  of  the  commissions' 
l)oth  special  and  permanent;  the  utilization  to  an  ever  increasing 
degree  of  the  expert  and  of  the  professional  economist;  and  the 
evident  determination  on  the  part  of  the  various  commissions 
to  keep  abreast  of  the  best  action  and  of  the  best  thought  in 
the  other  commonwealths. 

It  may  indeed  now  l)e  said  that  the  movement  for  tax  reform 
is  en  train.  Never  before  luis  so  much  attention  l)een  devoted  to 
it.  Never  before  has  there  been  so  intelligent  and  so  vigorous  a 
discussion.  Never  l)efore  has  there  been  manifested  such 
anxiety  to  deal  correctly  and  yet  conservatively  with  the  prol)- 
lem.  To  this  result  the  annual  conferences  of  the  National 
Tax  Association  have  contributed  not  a  little,  and  we  may 
expect  to  witness  during  the  next  few  years  a  still  more  decided 
evidence  of  the  progress  which  has  now  become  so  marked  and 
so  widespread  in  the  United  States. 
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proposetl  for  New  York,  618-t)19 
Municipal  reports  on  taxation,  622- 

627,  t>48-()51 
Muyden,  B.  van,  cited,  117 
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banks  and  deposits  in,  159,  233; 
reports  of  tax  commissions  of, 
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200-202;  franchise  (ax  in,  225- 
220;  assessment  of  capital  stock 
at  its  market  value  in,  230-240; 
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Perry,  A.  L.,  cited,  98  n. 
Personal  property,  first  entrance  of, 
into    iissessment     lists,     13;    the 
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tion   of,    were    the    single    tax 
adopted,  77-78 
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170  ff.;   actual   conditions   as   >o 
taxiilion  of,    177-182;   definition 
of  net  earnings  of,  246-249;  taxa- 
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cited,  15,  10,  47n.;51n.,  58,  oii, 
07,  322,  383,  475,  482,  480,  497; 
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